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Preface

Chinese capital market with the history of nearly 20 years, is be-
coming one pole of the global multipole banking centre gradual-
ly. Especially with the arrival of the times of shares circulating com-
pletely, the value of the company is gradually embodied by the price
of the stock on the market. In the course of development of the capital
market, accounting information undoubtedly plays a role in holding
the balance, it is the guarantee of sound development of capital mar-
ket. The most important respect is accounting information pricing func-
tion to the capital market.

The p/e ratio is a kind of extensive application to carry on worth
method of the valuation, is known succinctly and conveniently very
well by the public with it. The molecule of the p/e ratio has reflected
the prices of the market, namely the information of the market, but
the denominator is a basic earnings per share of accounting informa-
tion, so can be considered as a bridge of links between the market
and accounting information.

The p/e ratio can not merely be used to carry on the assessment
of company’s value, also weigh the risk of the whole market. The in-
vestigation of the p/e ratio of Chinese capital market, have caused
the debate whether the market have bubble in 2001. Therefore, it is
important to study this index, to make better use of accounting infor-
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mation, in order to develop function of accounting information.

The corporate pricing model not only shows how to consider the
value produced in the future, and how to measure the formulation of
the value. The appraisal model actually is predicting models, which
measure the future value by divided. However, using the cash flow on
earth, or the accrual basis accounting to measure, is the problems
which make accountant and appraise similar. In fact, the process of
valuation is the accountant of value.

The new accounting criterion that our country implements in the
listed company on January 1, 2007 fully imports fair value measure-
ment mode, demand to estimate the fair value of the assets or the
debt. The introduction of fair value, unavoidable demand accounting
personnel to grasp the technology of appraising. Therefore it seems very
important to probe into the relevant methods that the company apprai-
ses. FASB emphasize that adopts the information from market as much
as possible in the fair value of the estimation, according to the Effi-
cient Market Hypothesis in fact, the market price implies the informa-
tion of the listed company.

Since Ball & Brown (1968) opens the beginning study of the
capital market and accounting information, Fama (1970) has pro-
posed the hypothesis of effective market, which has divided the effec-
tive market into three levels. Centring on the hypothesis of effective
market, a lot of empirical study begins to emerge. For example, in-
formation content studying and Value-relevance study in the account-
ant studies, all rely on the basis of valid theory of capital market.
From Lev’s (1989) study conclusion of earnings impacting on stock
price 2% ~ 5% , the accounting earnings figure announced, to an-
nouncing the explanation strength of the stock excess return in the nar-
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row window around day is smaller and smaller, thus the trend shows
the decline on the information content of the accounting earn-
ings. Rising in the 1990s, measurement view found on the of the pre-
requisite that the market as a means of this was not so effective, the
accounting data on the valuation in the stock and enterprises have clear
and important function. Felthamand and Ohlson’s (1990, 1995) Mar-
ketvalue /bookvalue model established accounting information’s impor-
tant function on capital market.

In the same period of ball and Brown, Feltham and Demski pub-
lishing “the use of model in information Evaluation. ” in “the ac-
counting view”. it shows analysing accountants begining, as the ana-
lysing accountant is developing constantly, analyzing accounting have
gradually with empirical accounting becoming two mainstreams.

This text is with the hypothesis of effective market (EMH),
company’s value theory, the view of the school of content of informa-
tion as a theoretical foundation. Round the p/e ratio, and earnings
per share and market value correlated with p/e ratio have carried on a
series of theories to explain and empirical test. With p/e ratio as the
starting point, interrelate accounting information with the theory mod-
el of corporate value, begin from analyse company’s value model and
role in these models of accounting information, amplify on the quality
of the surplus and relevant contents of investment repayment. The
method to adopt mainly includes: Signal model, case analysis, expe-
rience data analysis. Attempt to annotate deeply p/e ratio, quality of
the surplus and company’s value intension and interreaction, and
prove through the real data of listed company of the Chinese A-share.

This paper includes six parts:

The introduction expatiates the background and the meaningful-
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ness of the thesis and then defines the relevant terms. Part First intro-
duces theories concerning, including the hypothesis of effective mar-
ket, Fama’s standards of judging half a surging and surging market,
and the development of financial theory, and the rising of behavior fi-
nance, and the Signal model. Because of the checking and calculating
and involving measuring of accounting earnings, have summarized the
theory which relevant accountants measured and fair value. The
accountant’s measurement view thinks the accountant should be used
for measuring value, in theory, this kind of view thinks, assets
should be arranged with fair value, the fair and true economic
achievement of measurement on the basis of net assets that profit
should. Under this way, stock when a history of organization is shown
as and sure (the stock of the value measured accurately) and rele-
vant flow (flow indexes, such as value changing or profit that is
measured accurately, etc. ). Once the market structure does not cor-
respond to limit state of the perfect market, the concept of accurate
definition value does not exist either. And the accountant’s information
view, namely think the accountant is used for offering information,
think the accountant uses and appraises languages and algebraic ex-
pression to achieve the goal of transmitting information. Information
view, measuring the view, agreement view to review one to the ac-
countant of this text. Have probed into different angles, an impact on
quality of the accounting earnings. The retrospect of company’s value
theory, our understanding that the essence of company’s value is dee-
per that it is all right to make. This text has been linked degree and
summarized to appraising the method commonly from three time,
space, behavior afterwards, and include the pricing method with fi-

nancial behavior in coming in, carry on a summary to various kinds of
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appraisal methods.

Part Second is a summarize of domestic and international re-
search. Part third discuss the p/e ratio, its calculating and the main
influencing factor. Earning quality. and it is how to weigh, how to ap-
praise and study. Part fourth use information economics to explain the
quality of the earnings and company’s value, summarize the research
approach of accounting earnings and stock price fluctuate. Part fifth in-
troduces relative valuation method, especially the use of PE method,
the question that should be noticed, then carrys on the case analysis
and statistical analysis to the earnings quality of the listed compa-
ny. Part sixth do an empirical research to examine to p/e ratio, quali-
ty of the earnings and stock return. Adopt the method including
cluster’s analysis, dependence analysis and multiple regression. Final-

ly review and summarize to one of the whole page thesis.

Key Words: PE Eamings Quality Corporate Valuation
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