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ABSTRACT

The main purpose of this paper is to test the pricing mechanism of China's A-share
stock market on discretionary accruals, which is the proxy of earnings management, so as
to improve our understanding on how Chinese security market process the accounting
information.

The paper consists of seven sections. The first part introduces the motive for this
research, and describes its framework and main contributions. Chapter 1 briefly reviews the
related literature. Chapter 2 compares the adaptability of differential accrual models and
proves the comparative advantage of cross-sectional Jones Model. Chapter 3 tests whether
the China's A-share market prices discretionary accruals and gets confirmative evidence.
Chapter 4 tests the competitive explanations for the pricing of discretionary accruals and
finds that it contains future value related information. Chapter 5 further tests the pricing of
discretionary accruals and finds evidence of overpricing. Chapter 6 concludes the paper,
and discusses the limitations and possible future research topic.

The main contributions of this paper include: provides empirical evidence for the
comparative advantage of cross-sectional Jones Model when applied in Chinese security
market; proves that the China's A-share market prices discretionary accruals; proves that
the discretionary accruals contains future value related information; captures evidence of
overpricing on discretionary accruals; and applies some research methodology and models
to study on Chinese security market.

Major limitations of the paper include: cross-sectional Jones Model may be not
accurate enough to separate discretionary accruals from total accruas, the institution
changes during the research period is not considered; those corporations whose operation
experienced extraordinary change are not excluded from the sample, which may impair the
consistency of the financial data; my research period is too short to use some time-series
models, and impair the robustness of some conclusion; the effects of different industry, size,

and motives for earnings management on the pricing are not considered.

Key Words: Earnings Management; Pricing; Discretionary accruals
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