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ABSTRACT

The major basis on the judgement of the quality of listed companies is the in-
formation they disclosed, and the information disclosure quality directly deter-
mines the fairness and efficient of the security markets, ulteriorly affects the eco-
nomic and operating smooth of national and even the whole world. However, in
addition to the information disclosure evaluation results of Shenzhen Stock Ex-
change, it has yet to have a more systematic approach to measure the informa-
tion disclosure quality. How to distinguish the listed companies from varied infor-
mation disclosure level has been an urgent problem, and as one of the economic
consequences of the information disclosure quality, the effect on the cost of eq-
uity capital has to be proofed immediately. This paper focuses on these two prob-
lems, from the perspective of information economics, with the information qual-
ity theory, econometric and other related knowledge, through theoretical deduc-
tive method, making an outline of the path and then integrating an evaluation in-
dex system of the information disclosure quality, based on these, proposes an
measurement method of the information disclosure quality by entropy theory and
tests it using empirical data. And finally, based on the extended analysis of the
economic time line, the paper designs dynamic and laconic operating chart of
listed company, proposes theoretical models about the effects the information
disclosure quality does on the cost of equity capital considering the time and tests
them by empirical data. And the main results of this paper are as follows .

Firstly, this paper makes an outline of the path the information disclosure
quality is formed and then integrates an evaluation index system. Although there
are some evaluation index systems in former studies, shortcomings of the theori-
cal basis remain. Based on the analysis of the process of the accounting informa-
tion quality, it points out that the information disclosure quality is formed by the

process of the information disclosure. That means, authenticity and timeliness
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are the two main qualitative characteristics of accounting information, and the
former is mainly determined in the preparing stage and the latter is in the dissem-
inating stage of annual report. Based on the these, this paper integrates an eval-
uation index system which composes 18 indicators.

Secondly, a new method to measure the information disclosure quality is
proposed and tested. Due to the quality of information disclosure can not be di-
rectly observed, scholars have tried to use different methods to measure it and
still remain insufficiency. Therefore, based on the research results of the prede-
cessors, improving the choice, setting and treating of the indicators, analysing
the needness, principle and basic theory of the entropy theory, with the former
evaluation index system, this paper proposes an measurement method of the in-
formation disclosure quality by entropy theory. And then, it proves the use of en-
tropy model to measure the information disclosure quality is scientific and effec-
tive by matching samples.

Thirdly, based on the extended analysis of the economic time line, the pa-
per designs dynamic and laconic operating chart of listed company, and propo-
ses theoretical models about the effect the information disclosure quality does on
the cost of equity capital considering the time element. In order to analyse clearly
the relationship between the information disclosure and the cost of capital, Ver-
recchia (1999) suggested an economic time line that endogenizes many of the
important elements of this relation to display briefly the entire process of a com-
pany from launch to liquidation. By integrating the economic time line and the re-
ality of the company operation and the extending analysis of the economic time
line, this paper designs dynamic and laconic operating chart of listed company,
and proposes theoretical model about the effect the information disclosure quality
does on the cost of equity capital considering the time element, and has the bas-
ic conclusions: The disclosure of listed company, such as Bulletin and provi-
sional notice, will affect the current stock investors, thus affecting its current
cost of equity capital; while the annual reports will affect the stock investors in
later stages, thus affecting the cost of equity capital in later stages.

Finanlly, through theoretical analysis and practical study, this paper pro-
poses and tests that the relationships between the information disclosure quality

and their cost of equity capital are: The current information disclosure quality is

s D



ABSTRACT

not relevant with its current cost of equity capital but are significantly relevant
with its next first, second siages cost of equity capital and the signs are all nega-
tive. Based on the conclusions of the extending analysis of the economic time
line, using the entropy and the GLS model to measure the information disclosure
quality and the cost of equity capital respectively, with the empirical data of
China’s A — share stock market listed company, tests and confirms the stability
of this conclusion. Empirical studies finds that the current information disclosure
quality is not relevant with its current cost of equity capital but this relationship
is unstable in smaller samples circumstances while is significantly relevant with
its next first, second stages cost of equity capital and the signs are all negative

and these relationships have strong stability.
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