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Preface

Agriculture is the foundation of national economy. Agricultural listed companies
are the combination of agriculture with securities market, and they are also an impor-
tant way which develops both agricultural industrial organization and agricultural in-
dustrialization. But the performance of the agricultural listed companies in the capital
market is not satisfactory, such as widespread non-agricultural operations, more defi-
cit companies result from the significant falling performance, and low efficiency of
capital operation, and so on. Particularly in order to avoid the“ST” or“PT” , some
companies take earnings management and even release the false accounting informa-
tion. The false accounting information leads to following consequences: policy-mak-
ers, securities market regulators and securities investors etc. will all make mistaken
decisions, they lead to incorrect allocation of resources, lower social productivity,
hinder the agricultural listed companies as well as capital markets from developing
healthily. The research of earnings quality has great significance for healthy, orderly
and sustainable development of agricultural listed companies in China.

The purpose of the thesis: to build a suitable model of earnings quality for agri-
cultural listed companies through theoretical analysis and the methods review of earn-
ings quality, to evaluate the earnings quality of agricultural listed companies as a
whole and as an individual, to analyze the factors that affect the earnings quality, to
propose the suggestion of improving the earnings quality of agricultural listed compa-
nies. The contents of the thesis are as following: Firstly, to analyze the nature of
earnings and earnings quality, and review the basic theory of earnings quality and re-
search methods; Secondly, to define the range of agricultural listed companies and
analyze statistics description and comparison situation for their earnings etc; Thirdly,
to evaluate the earnings quality of agricultural listed companies from industry per-
spective: (1)basing the analysis of existed methods of assessment of earnings quali-

ty, to improve the calculating method of the accruals and further develop the ap-
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proach of earnings quality assessment of agricultural listed companies; (2 ) Basing
the accruals, to evaluate the earnings quality of agricultural listed companies as a
whole using mathematical statistics methods of panel data model regression etc.
Fourthly, from the micro-individual perspective, to evaluate the earnings quality of
agricultural listed companies through using factor analysis, in which we choose 26 fi-
nancial indicators that reflect earnings with representational faithfulness and decision-
making usefulness, and convert them into 10 common factors through factor analysis
method, and rank these 10 common factors according to each common factor corre-
sponding the agricultural listed company, and finally rank these 10 common factors
according to the score of the earnings quality, and on the basis to analyze effect of
the ownership structure and non-agricultural operations on earnings quality.

Contrast with all listed companies, earnings quality of agricultural listed compa-
nies declines year by year from 2003 to 2007. Earnings quality of agricultural listed
companies are at penultimate in various industries. We distinguish between earnings
quality driven by economic fundamentals (innate EQ) versus management choices
(discretionary EQ) . The features of agricultural listed companies are more fluctuation
of cash flow from operations, high frequency of the loss report, small size, long oper-
ating cycle and stable sales revenus. These features lead to lower quality of earnings,
it accounts for 74% of the causes of earnings quality, earnings management accounts
for the remaining 26% of the causes. Agriculture listed companies have more manip-
ulations than other industries. From individual analysis, 31 agricultural listed com-
panies of the total composite scores are greater than 0, which account for 56% ; the
remaining 24 companies of the total less than 0, which account for 44% . Because
agricultural listed companies as a whole have low capacity to obtain cash flow and
profit and poor capabilities of asset management, their scores do not differ much.
There are not companies with particularly good quality of earnings. Based on the in-
dividual analysis, we develop that the largest shareholder has positive relationship
with earnings quality and non — agricultural operations have negative relationship with
earnings quality, and we analyze the reasons of the above.

Based on above research, we make the following policy recommendations : be-
cause agriculture in China has a lower comparative advantage and agricultural listed

companies have small size and poor quality of earnings, direct investment from gov-
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ernment is the main resource of the necessary funds of agricultural development.
State-owned agricultural companies should be the main form of goverment invest-
ment. Maitaining a high proportion of state-owned stock in agricultural listed compa-
nies can improve their quality of earnings. Stock market regulatory rules and the gov-
ernance structure of agricultural listed companies should be improved. Agricultural
listed companies should not be non-agricultural operations, but encourage the rele-
vant multi-operations and extend the industrial chain and increase product added val-
ue. It is a transitional phase for dominant shareholder of agricultural listed compa-
nies. A scientific and rational corporate governance structure are the ultimate objec-

tive.
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