
Opinions on Issues concerning Further Improving the Quality of Financial Information Disclosure by Companies Undertaking an Initial Public Offering
To implement the relevant requirements of the Guiding Opinions on Further Reforming the Issue System of New Shares (No. 10 [2012], CSRC), further improve the quality of financial information disclosure by companies undertaking an initial public offering, increase transparency, and promote the fulfillment of respective duties of all market participants in the issue of new shares, the following opinions on further strengthening the financial information disclosure by companies undertaking an initial public offering are hereby offered:

I. All market participants shall diligently perform their respective duties to effectively improve the quality of financial information disclosure.
Financial information is the basis for an issuer to prepare a prospectus. In share issue supervision, some problems have been found to varying degrees with respect to the quality of financial information disclosure by some issuers. For example, the financial information disclosed by some issuers is not relevant or is insufficient, some issuers adjust accounting policies at will, omit important issues, or sugarcoat financial statements, and some issuers are suspected of presenting false business performance or manipulating profits. Issuers, accounting firms, sponsors and other market participants shall pay great attention to solving the existing problems so as to improve the quality of financial information disclosure by companies undertaking an initial public offering.
1. An issuer shall legally assume the accounting responsibility for its financial reports and the disclosure responsibility for its financial information. An issuer shall strictly implement the provisions of the Accounting Law and the Accounting Standards for Business Enterprises, ensure the standardization of fundamental accounting work, prepare financial accounting reports in an accurate and fair manner, provide authentic and complete financial accounting information and other data for its sponsor’s due diligence and its accounting firm’s audit and assurance, and ensure the authenticity, accuracy and integrity of the financial information disclosed in a prospectus. 

The controlling shareholder or actual controller of an issuer shall not, by making use of its controlling status or affiliation, allow, instigate or assist the issuer to falsify financial data, manipulate profits or intentionally withhold the disclosure of any important financial information. 

2. An accounting firm and its signatory certified public accountants shall, in strict accordance with their standards of practice, issue audit reports, examination reports or other assurance reports. An accounting firm shall further improve the quality control system and strengthen internal management. An accounting firm and its signatory certified public accountants shall effectively implement the project quality control review procedure and maintain independency during their practice and shall not engage in any specific accounting treatment or preparation of financial reports for an issuer. 

3. A sponsor shall effectively perform its instruction, due diligence and sponsoring responsibilities to an issuer. A sponsor shall check and determine the soundness and effective implementation of an issuer’s financial management, internal control, standard operation and other rules, objectively present the basic status and risk factors in the sponsor’s letter for a share issue and the sponsor’s work report on a share issue, and independently check and determine any material matter.
II. Measures shall be taken to effectively solve the significant problems existing in the financial information disclosure by companies undertaking an initial public offering.
Currently, particular attention shall be paid to the following work with respect to the financial information disclosure by companies undertaking an initial public offering: 

1. An issuer shall establish and improve its financial reporting internal control system to reasonably ensure the reliability of financial reports, legitimacy of business, and efficiency and effects of business operation. 

An issuer shall establish a standardized financial accounting system and ensure that the financial department is adequately staffed, all staff members possess corresponding expertise and work experience and are competent at their respective positions and all key positions strictly follow the principle of separation of incompatible positions. An issuer shall, in accounting control methods such as bookkeeping, check, implementation of job responsibilities, segregation of duties and archival management, ensure the standardization of the fundamental accounting work of the enterprise and therefore a good basis for the preparation of financial reports. 

The audit committee of an issuer shall actively learn the work developments of the issuer’s internal audit department, conduct timely coordination regarding any major internal control defects found and report them to the board of directors. The audit committee shall examine the independency of the audit institution engaged by the issuer and issue an opinion on the independency thereof. An accounting firm shall conduct due diligence on whether the audit committee and the internal audit department have effectively performed their duties and record it in the working draft. 

The relevant departments of an issuer shall enter into purchase contracts strictly as authorized and keep relevant records, including but not limited to purchase applications, purchase contracts, purchase notices, check and acceptance certificates, warehousing certificates, commercial notes, and payment records. The financial department of an issuer shall verify the aforesaid records to ensure consistency among accounting records, purchase records and storage records. 

An issuer shall regularly check the weaknesses in the sales process and make improvements. An accounting firm or a sponsor shall focus on the veracity of sales customers, whether goods are purchased by customers for reasonable purposes, the payment ability of customers, and the timely recovery of payment for goods, pay attention to whether an issuer has frequent large fund flows irrelevant to its business or with evidently abnormal trading prices, and check whether an issuer recovers any payment for goods through a third-party’s account. An accounting firm shall maintain its professional sensitivity to anomalies in sales transactions. 

An issuer shall establish and improve strict authorization, approval, verification, accountability and other relevant management rules for funds to strengthen the management of funds. An accounting firm or a sponsor shall pay attention to whether an issuer and its controlling shareholder or actual controller occupy the funds of each other and whether an issuer uses employees’ accounts or other personal accounts to receive or make payment for goods or other payments related to its business, among others, and if any of the aforesaid circumstances exits, require the issuer to take effective measures to rectify it. 

Where an issuer has a weak financial accounting foundation and has defective internal controls, a sponsor shall keep a detailed record in the sponsor’s work report and put the rectification measures and results on record. An accounting firm shall, during the process of conducting an internal control audit, evaluate the severity of internal control deficiencies of an issuer, test the effectiveness of the issuer’s implementation of internal controls and issue an opinion. 

2. An issuer and the relevant intermediaries shall ensure that the disclosed financial information reflects the business condition of a company in an authentic, accurate and complete manner. 

An issuer shall fully disclose its business condition, financial condition, industry trend, market competition and other information in the relevant chapters of a prospectus and ensure a linkup between financial information disclosure and non-financial information disclosure. 

When an accounting firm is issuing an audit report or a sponsor is issuing a sponsor’s work report for a share issue, it shall carefully analyze the overall business condition of a company and verify the financial information with the non-financial information to determine whether the financial information disclosed by the issuer has reflected its business condition in an authentic, accurate and complete manner. 

3. The relevant intermediaries shall pay attention to the profit growth and abnormal transactions of an issuer during the declaration period to prevent profit manipulation. 

Where the business income or net profit of an issuer undergoes significant fluctuations or the growth rate of the gross operating profit or net profit is significantly higher than the growth rate of business income during the declaration period, an accounting firm or a sponsor shall issue a check opinion on the aforesaid matter and urge the issuer to make a supplementary disclosure in the prospectus. 

Where an issuer has conducted any abnormal or incidental transaction, a transaction with an intangible subject matter (such as a technology transfer contract, a technical service contract, and a franchise contract), a transaction with a trading price significantly deviating from the normal market price, or a transaction with the purposes of a subject matter unreasonable to the other party to the transaction, an accounting firm or a sponsor shall check the aforesaid transaction, pay attention to the authenticity, fairness and sustainability of the aforesaid transaction and whether the relevant gains and losses from the aforesaid transactions should be defined as non-recurring gains and losses, and urge the issuer to make a detailed disclosure of the aforesaid transaction in the prospectus. 

4. An issuer and all intermediaries shall, in strict accordance with the relevant provisions of the Accounting Standards for Business Enterprises, the Administrative Measures for the Information Disclosure by Listed Companies and the related business rules issued by the stock exchanges, identify affiliated parties and make a full disclosure of affiliations and affiliated transactions.

An issuer shall, in strict accordance with the relevant provisions of the Accounting Standards for Business Enterprises No. 36 – Disclosure of Affiliated Parties, the Administrative Measures for the Information Disclosure by Listed Companies and the related business rules issued by the stock exchanges, disclose affiliations and affiliated transactions in a complete and accurate manner. The controlling shareholder or actual controller of an issuer shall assist the issuer to disclose affiliations and affiliated transactions in a complete and accurate manner. 

When checking whether there exists any affiliation between an issuer and its customers or suppliers, a sponsor, an accounting firm or a law firm shall, in addition to consulting written documentation, pay visits to them to check on site the information provided by the departments of industry and commerce, taxation authorities, banks and so on and identify whether there exists any affiliation between the actual controllers or key handling personnel of customers and suppliers and the issuer; and the issuer shall actively cooperate with the sponsor, accounting firm or law firm to facilitate the check on affiliations. 

An accounting firm or a sponsor shall pay attention to whether any of the close family members of the actual controller, directors, supervisors and senior managers of an issuer has any affiliation with a customer or supplier (including outsourcing vendors) of the issuer. 

An accounting firm or a sponsor shall pay attention to the relevant information on the minority shareholders of major subsidiaries of an issuer, check whether the minority shareholders have any other interest relationship with the issuer, and disclosure such relationships. 

For any deregistration of affiliated parties and de-affiliation during the declaration period of an issuer, the issuer shall fully disclose information on the aforesaid transactions and disclose the transactions before such deregistration and de-affiliation as affiliated transactions. An accounting firm or a sponsor shall pay attention to the subsequent transactions after de-affiliation between the issuer and the former affiliated parties and the whereabouts of the relevant assets and personnel after de-affiliation, among others. 

5. An issuer shall, in consideration of the actual circumstances of economic transactions, prudently and reasonably conduct revenue recognition, and the relevant intermediaries shall pay attention to the authenticity and compliance of revenue recognition and the reasonability of the gross profit analysis. 

An issuer shall, in consideration of the actual circumstances of business operation, the relevant terms and conditions of transaction contracts, and the relevant provisions of the Accounting Standards for Business Enterprises and the application guide thereto, formulate and disclose its accounting policies for revenue recognition. 

When the revenues from the dealership or franchise mode account for a large proportion of the business income of an issuer, the issuer shall check the rationality of the distribution of dealers or franchisees and collect statistics on the continuing existence of dealers or franchisees on a regular basis. An issuer shall cooperate with its sponsor in checking the business operations of dealers or franchisees, the authenticity of sales income, and the information on return and replacement of goods, and the sponsor shall record the checking process and results in the working draft. The distribution of dealers or franchisees, their continuing existence, their return and replacement of goods and other information shall be disclosed in detail in the prospectus. 

If there are frequent changes to the number of dealers or franchisees of an issuer, the accounting firm shall pay attention to whether the original revenue recognition accounting policies of the issuer are prudent, whether the recognition of revenues from the unstable dealers or franchisees is appropriate, and whether the losses from the return or replacement of goods are assumed by the issuer and urge the issuer to conduct reasonable accounting treatments in consideration of the actual circumstances of transactions. 

A sponsor shall urge an issuer to fully disclose the relevant information on business income from different modes and pay full attention to the finally achieved sales in terms of income from the dealer mode during the declaration period. 

Where an issuer has any special trading mode or innovative trading mode, it shall reasonably analyze the impacts of innovation in the profit mode and trading mode on the substance of economic transactions and revenue recognition and pay attention to whether the major risks and rewards related to the ownership of commodities are transferred and whether the use of the percentage-of-completion method complies with laws and regulations, among others. An accounting firm or a sponsor shall pay attention to whether the aforesaid revenue recognition method of an issuer and the relevant information disclosure by an issuer accurately reflect the economic substance of transactions. 

Where the accounting policies and special accounting treatment matters have any significant impacts on the business results of an issuer, the issuer shall disclose in detail in the prospectus the possible impacts of the relevant accounting policies and important accounting estimates and accounting methods on its performance during the reporting period and the future business results, among others. 

An issuer shall, on the basis of its actual business operations, use the method of combining qualitative analysis with quantitative analysis to accurately and appropriately describe its profitability through analysis of gross profit margin. The relevant intermediaries shall check the rationality of changes in the gross profit margin of the issuer in terms of industry and market development trends, product sales price, product cost factors and so on. 

6. The relevant intermediaries shall check the major customers and suppliers of an issuer. 

An accounting firm or a sponsor shall check on the major customers and suppliers (for example, the top ten customers or suppliers) of an issuer and, under the principle of materiality, pay visits to them or conduct on-site verification, and the aforesaid checking and verification shall be recorded in the working draft. 

7. An issuer shall improve its inventory system, and the relevant intermediaries shall pay attention to the authenticity of stock and whether a sufficient provision for inventory devaluation has been made.

An issuer shall improve its inventory system, inventory its stock at the end of a fiscal period, and keep a written record of the inventory results. 

An accounting firm shall conduct on-site inventory supervision and, during the process of inventory supervision, focus on stock which is stored at a different place, the inventory of which is particularly difficult or which is under the custody or control of a third-party. If it is difficult to implement an inventory supervision procedure, an accounting firm shall consider whether to implement an effective alternative procedure to obtain sufficient and appropriate audit evidence; otherwise, the accounting firm shall consider the impacts of the above difficulty on the audit opinion. 

Where the inventory balance of an issuer at the end of the declaration period is large, a sponsor shall require the issuer to provide a written explanation on the large inventory ending balance and whether it has made a sufficient provision for inventory devaluation, take the initiative to communicate with the issuer’s accounting firm, and analyze the rationality of the above written explanation provided by the issuer in consideration of the issuer’s business modes, inventory turnover, market competition, industry development trends and other factors. 

8. An issuer and the relevant intermediaries shall pay full attention to the adverse impacts of cash-based transactions on the issuer’s accounting basis. 

Where the amount of transactions between an issuer and individuals or individual dealers is large, the issuer shall take measures to maximize the ratio of receipts and payments through the banking system and reduce the ratio of cash-based transactions. For cash-based transactions, the issuer shall establish a modern cash register system to prevent falsification at certain stages. During the process of transactions with individuals or individual dealers, in the absence of external ready-made vouchers, the issuer shall try its best to keep a record recognized by the other party to a transaction on the issuer’s self-made vouchers to improve the reliability of such self-made vouchers. An accounting firm shall, during the audit process, pay attention to whether the original vouchers of the issuer are complete and whether the audit evidence is sufficient to support its audit conclusion. 

9. The relevant intermediaries shall maintain their sensitivity to abnormal financial information to prevent profit manipulation. 

An accounting firm or a sponsor shall pay attention to whether an issuer uses changes in accounting policies and accounting estimates to affect profits, such as reducing the percentage for the provision for bad debts, changing the inventory valuation method, and changing the revenue recognition method. 

An accounting firm or a sponsor shall pay attention to whether an issuer willfully changes normal business activities to sugarcoat its performance. For example, the issuer relaxes the payment terms and conditions to promote a short-term sales growth, delays any payment to increase cash flow, postpones advertisement spending to reduce the sales cost, reduces the wages of employees in a short term, or has temporary customers.

III. The accountability mechanisms shall be further improved and implemented. 

Securities regulatory authorities shall, in accordance with the relevant provisions of the Securities Law, the Company Law, the Administrative Measures for the Sponsorship for the Issuance and Listing of Securities and other laws and regulations, further strengthen supervision, improve the financial information disclosure accountability mechanisms for issuers, accounting firms and sponsors, and urge all relevant parties to effectively perform their respective duties. 

1. Securities regulatory authorities shall strengthen supervision over financial information disclosure violations, resolutely investigate and punish the issuers’ major violations of laws and regulations, such as financial frauds and profit manipulation, and punish the relevant liable intermediaries and personnel. 

2. Securities regulatory authorities shall strengthen the daily supervision on the quality of practice of accounting firms and sponsors. Securities regulatory authorities shall establish a bad conduct system of relevant intermediaries which provide services for companies undertaking an initial public offering and include it in the unified supervisory system to form a resultant force in supervision. According to the nature and circumstances of the bad conduct of the relevant intermediaries, securities regulatory authorities shall take administrative regulatory measures such as ordering rectifications, holding a regulatory talk, issuing a letter of warning, and determining a relevant intermediary as unfit for the relevant business. If the bad conduct is a violation of law or regulation, administrative punishment shall be imposed according to law. If an intermediary is suspected of a crime, the case shall be transferred to the judicial authority for investigation of criminal liability. 

Securities regulatory authorities shall include the bad conduct of the relevant intermediaries and the regulatory measures taken and administrative punishments imposed by the regulatory departments in the integrity archives and make them available to the public at appropriate time. 

3. A sponsor or an accounting firm shall establish an internal accountability mechanism, strengthen the internal accountability investigation into the irregular conduct of relevant personnel during the process of new share issue declaration, and submit the accountability investigation and rectification results to the securities regulatory authority and relevant industry association in a timely manner. 

4. Supervision from the general public shall be strengthened to constantly improve the transparency of issuance of new shares and, by forming a resultant force, jointly promote the improvement of quality of information disclosure.
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