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Abstract

A lot of empirical literatures about earnings management indicated that many
listed company use accounting policy choice and estimation to implement earnings
management in order to satisfy securities market regulation. But they did not dis-
tinguish which one have an effect on earnings management more between account-
ing policy choice and estimation, while these literatures focused on blaming ac-
counting standard and concluded that it is choice space produced by accounting
standard lead to earnings management in listed company, for example the criticism
of debt restructuring standards set up in 1998 produce new debt restructuring stan-
dards in 2001.In fact by analysis it is not difficult to find that debt restructuring stan-
dards only regulate the accounting for transaction of debt restructuring, no matter
how standard amend whether gains of debt restructuring is taken into income only
influence income in book profit, while real operation is not affected. Listed com-
pany which experiences for many years in capital market must know that profit em-
pty to add can not increase corporate wealth, but lead to more income taxes. Never-
theless listed company prefers to use debt restructuring to manipulate profit. we
have every reason to believe that there exists bigger temptation for listed company
to manipulate profit. The change of book profit is only a necessary condition and
the bigger temptation is to stay away from all kinds of regulation policy to get great
benefits.

The current policy of securities market regulation in China focuses on ac-
counting profit, how to use standard of debt restructuring in listed companies will
produce different economic consequences. By analyzing whether debt restructuring
is used to implement earnings management in listed company and By analyzing the

change of accounting profit and rate of return in stock investment in company with



debt restructured, we can determine the relationship among accounting standard,
earnings management and securities market regulation, which has great theory
value as well as practical significance for revision of accounting standard and im-
provement of market regulation.

This paper apply the combination of normative study method and positive stu-
dy method. On the basis of normative analysis positive method is applied to re-
search the relationship among accounting standard, earnings management and
securities market regulation. Except introduction the basic contents are following:

The changes of principal of debt restructuring in China are reviewed and
evaluated in chapter 1. To compare three reforms of principal of debt restructuring,
we describe the characters of each reform, analyze the reason why it was amended
and evaluate it. We conclude that the basic reason of earnings management among
listed companies in China is non-market securities market regulation. Accounting
standards are tools used by securities market regulation. It can not play regulatory
role, and thus can not replace securities market regulation. These findings provide
a theoretical groundwork for empirical study later in the assumptions and con-
clusions.

In chapter 2 we make literature review about motivation of earnings manage-
ment and debt restructuring. First make literature review about the motivation of
earnings management in China, then review the policy change of securities market
regulation, analyze the relationship between the policy change of securities market
regulation and earnings management in listed company and make a summary that
it is basic motivation of earnings management in listed company to avoid securities
market regulation, finally make a survey and review of relationship between prin-
cipal of debt restructuring and earnings management, which provide a theoretical
groundwork for empirical study assumption and interpretation later in the paper.

In chapter 3 we analyze the main character of listed company with debt re-




structured. We makes a comparative analysis of listed company with debt restruc-
tured before and after the principles of debt restructuring revised in 2006. we find
that in listed company which get income during debt restructuring many characters
show significant differences and draw a preliminary conclusion that listed company
use change of principal of debt restructuring to implement earnings management
which is used to avoid securities market regulation. In fact the change of principal
of debt restructuring only provide a new choice for earnings management.

In chapter 4 we use positive method to analyze problem of earnings manage-
ment. By means of regression we test the motivation of earning management that
listed company avoid securities market regulation. The results show that listed com-
pany really use principal of debt restructuring in 2006 to do earnings management.
The basic aim of earnings management is to avoid loss, furthermore to avoid delis-
ting or "ST". The basic motivation of earnings management is to avoid securities
market regulation and the policy change of securities market regulation will directly
cause the change of motivation and action of earnings management in listed com-
pany. All these indicate that the change of principal of debt restructuring is not the
basic reason why listed company carry out earnings management and just provide
a new choice for earnings management.

In chapter 5 we research the performance of listed company with debt restruc-
tured. With parameter test and non-parameter test method we find that after listed
company which has income during debt restructuring in 2006 restructured debt the
accounting profit significantly improved while after listed company which has in-
come during debt restructuring in 2007 restructured debt the accounting profit did
not have significant change. The result indicates that debt restructuring in 2007 only
seize a chance to improve net income one-time and to avoid regulation, which is ex-

plicitly earnings management taking no consideration of long-term interest. There

is no significant difference in 2006 between rate of return from stock investment in




listed company with income produced by debt restructuring and rate of return from
market. In 2007 rate of return from stock investment in listed company with income
produced by debt restructuring had higher level than rate of return from market. The
distortion of policy for securities market regulation cause resources to be distrib-
uted incorrectly and the mechanism— select the superior and eliminate the inferior-
in securities market is destroyed seriously.

The case study in chapter 6 research the company "Oriental Silver Star", a
typical debt restructuring one. We research how the company use debt restructuring
to carry out earning management, the motivations and the performances of this
company after debt restructuring, which provides an insight to help understand the
relationship among earning management, accounting standards and the securities
market regulation. Besides our finding strengthen the credibility of the empirical re-
sults.

Chapter 7 is conclusion and propose. Listed Companies carried out earnings
management using debt restructuring standards in order to avoid securities market
regulation. The change of debt restructuring standards only provide a new choice
for earnings management.The nonmarketization of securities regulation is the root
causes of earnings management for the listed companies. Policy recommendations
of this paper including: aiming at investors information demand to establish ac-
counting standards; establishing securities market supervision policy based on the
accounting index and promoting the reform of the securities market supervision
policy marketization.

The innovation of this paper is reflected on the following conclusion. The ba-
sic reason that listed company use principal of debt restructuring to implement ear-
nings management is not the principal of debt restructuring itself, or not the regula-
tion policy for securities market which depend on accounting profit-many scholars

hold this viewpoint. The real reason lies in securities market regulation not made by



market, specifically that is market access and withdrawal mechanism in securities
market under seriously administrative regulation.

The conclusion is derived from three aspects:

First ,we organize and summarize all-round characters of listed company with
debt restructuring before(2006) and after(2007) the new principles of debt restruc-
turing is carried out and make comparative analysis. We preliminarily analyze that
the implement of principal of debt restructuring have an effect on listed company,
then we adopt the way of positive analysis to research the basic motivation and ear-
nings management during the process of implementation of principal of debt re-
structuring in 2006.

Secondly, this paper tests the performance of the debt restructuring companies
after the debt restructuring just before and after the implement of debt restructuring
standards in 2006, in order to reveal the affect of the accounting performance and
the stock returns of debt restructuring companies in the case of debt restructuring
standards changes.

Thirdly, this paper use case study method to analysis HENAN ORIENTAL
SILVER STAR INVESTMENT CO.LTD. The case study further confirmed the
conclusion of the empirical analysis

Keywords: Debt Restructuring Standards ; Earning Management Motivations;

Performance ; Securities market regulation
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