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Price Effect of Earnings Management during Share Structure Reform—A Case
Study of Handan Iron and Steel Group’s Anti-acquisition

CAl Xiang' ,ZHANG Haiyan? ,CAl Jianmin®

(1,3. Sun Yat-sen University,Business School,Guangzhou, 510275;2. Tsinghua University, School of Economics
and Management,Beijing,100084)

Abstract: Using the share structure reform of Handan Iron and Steel (HDIS) as research object, this study
examined earnings management and price manipulation of HDIS during the exercise period of warrants. We
find that, since warrants is critical in control rights of HDIS, HDIS conduct earnings manipulation to lower the
stock price, thus prohibiting the exercise of warrants and keeping the control rights. Due to the big bull market,
HDIS fail to keep the price lower than the threshold, and investors exercise the warrants, as a result, the control
right has been diluted. Our study suggests that controlling shareholders will show more concern about stock
price as share structure reform goes on, and earnings management will be widely used as a way to manipulate
price. Besides, our results are consistent with the efficiency of capital market, that is, investors can tell the
incentive under earnings manipulation, and conduce to the failure of manipulation.

Key Words: Share structure reform; Crisis of control rights; Earnings management; Stock price manipulation
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