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Abstract

As a long-term incentive mechanism for solving the agency issue arising
from the separation of the company ownership and its management, share
incentive schemes have been adopted by a growing number of listed mainland
companies in recent years. By 1% October 2015, 1533 out of the 2780 companies
listed in the A-share market in China were private enterprises. According to the
data collected in this study, 406 listed private companies have introduced share
incentive schemes, representing a quarter of the total number of listed private
companies. However, it is found that in quite a few cases, the actual controllers of
the companies have also participated in the share incentive plans offered by the
companies. Then there arise some natural questions. For example, what effects
does the direct participation of actual controllers have on the performance
outcome of these share incentive schemes? What are the advantages and
disadvantages of the stock incentive schemes with and without participation of the
actual controllers of the companies? Based on previous research on share
incentive schemes and ultimate control right, this thesis attempts to address these
and other related questions by analyzing the market effects of the stock incentive
plans, including market reaction and company performance, from the perspective
of actual controllers. As part of the study, we also review the current status and
issues in the practices of stock incentive plans by mainland listed private
companies.

Taking the samples of 406 listed private companies with the first
announcement of their share incentive scheme proposals between 1% January 2010
and 31% May 2015, this thesis explores the effects of share incentive schemes in
market reaction and company performance from the perspective of actual
controllers of listed private companies. It is observed that investors of the listed
private companies with share incentive schemes would gain, on average, superior
rates of return in the market. However, the market reaction to the share incentive
schemes without participation of actual controllers outperforms those that involve
the actual controllers or their immediate family members. The findings show that

although the adoption of stock incentive schemes is generally favored by the



market, the participation of actual controllers in these share incentive schemes is
not well accepted by the market.

By looking into the listed private company's financial performance and
market value after the implementation of the share incentive scheme, it is found
that both the management and employees would be more motivated to work hard
when a greater number of key staffs are covered by the share incentive scheme, a
higher proportion of the company shares is allocated to the incentive scheme, and
more stringent conditions are imposed on exercising share options. However, no
evidence is found to support that share incentive schemes featuring stock options
are more effective than restricted stock at improving companies' performance and
market value. Moreover, the participation of the actual controllers and their
immediate family members in the share incentive scheme does not lead to
improvements in the companies' financial performance and market value. This
again demonstrates that the direct participation of actual controllers could have
negative effects on the share incentive schemes.

Finally, based on the findings of this study on the market reaction to the
share incentive schemes with and without participation of the actual controllers, as
well as on the company's performance in both scenarios, the following
reccomdations are suggested: (1) The regulatory authority should look to
improving the share incentive system, regulating the role of the actual controllers
in the share incentive scheme and enhancing the capacity to monitor behaviors of
the actual controllers; (2) the listed companies should adopt share incentive
schemes that feature a greater coverage of key staffs, a higher proportion of the
allocated company shares and more stringent conditions for exercising options,
and also avoid the actual controllers of the companies to participate in their share

incentive schemes.
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