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Executive Summary

Throughout the development of global capital markets, a good
information disclosure system is the foundation of market regulation. It is an
effective tool to allow shareholders to gather all the information necessary for
voting, pricing, to protect investor rights, and to allocate resources
efficiently. A mature, sound and efficient capital market needs to maintain
timeliness, completeness, truthfulness, accuracy, and fairness in disclosure,
and to deter illegal and inappropriate activities through regulation and law
enforcement, For this reason, OECD has made information disclosure and
transparency one of the five principles in its “The Principles of Corporate
Governance”,

In the process of corporate governance improvement and capital market
development, the Chinese legislative bodies, government agencies, regulators
and self-regulatory organizations all place great emphasis on disclosure system
and corporate transparency. So far, much progress has been made in all
aspects of disclosure. A number of laws, administrative regulations, and
supplementary documentations have been introduced to regulate disclosure,
The accounting system of listed companies is already in line with international
standards, The quality of listed company’s disclosure is improving
substantially, Progresses are made in terms of the scope, the depth, and the
accuracy of the information disclosed. The use and analysis of information by
investors and intermediaries are also improving.

"However, the Chinese market is still an emerging market in a
transitional economy. Due to the limitation of disclosure regulatory system,
the lack of effective rules for legal liabilities, the miss-steps of financial
intermediaries, and the weakness of corporate governance, information

disclosure of listed companies still faces the following problems:
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In terms of financial disclosure, low quality and sub-standard earning
forecast are commonplace despite repeated warnings, and revisions to
accounting information disclosure are quite frequent. Such poor disclosure
makes it difficult for investors to analyze and predict corporate performance.
Some companies don’t disclose internal control assessment according to
existing regulations and when disclosing, tends to avoid disclosing important
contents and dwell on minor issues.

In terms of corporate governance disclosure, the requirements of
regulators are not detailed and quantitative, thus they are easy to meet. As a
result, most listed companies respond with identical disclosure that doesn’t
provide useful information to investors.

In terms of management discussion and analysis, there are still one
quarter of the companies which don’t provide relevant information.
Companies tend to forecast good news rather than tell bad news, Forward-
looking disclosure is in great need of improvement,

In terms of the disclosure of material information, when there is good
news such as substantial earning change, M& A, big investment, stock prices
tends to have pre-announcement abnormal activity, This type of activity
indicates some information leak and insider trading.

In terms of the disclosure during stock offering, since the IPO review
process is highly regulated, investors actually pay little attention to the
quality of company disclosure. The importance of disclosure is thus neglected
in the process. Inaccurate information and major omission are frequent in
disclosure,

In all, listed company’s disclosure is far from perfect. Both disclosure
quality and company transparency are at a low level, Material information
disclosure is unsatisfactory and its content is not complete, There also exists
a certain level of unfairness in disclosure.

An efficient securities market relies on effective disclosure. In order to
establish a fair, efficient and orderly market, and in order to make the
Chinese capital market robust, globally competitive and attractive in the long
run, the followihg efforts should be made to push forward the reform in
capital market transparency and further improve disclosure system; 1)

nurture a more sound disclosure culture, 2) set up stronger disclosure rules
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Executive Summary

and impose more severe penalty on those who break the rules, and 3) develop
the best practices for disclosure procedure, quality control, accountability,
and risk control system.

In order to improve disclosure and transparency, this report makes the
following recommendations;

1. Actively promote voluntary disclosure. Regulators should maintain a
balance between mandatory and voluntary disclosure and improve legislation
in voluntary disclosure such as adopting safe harbor disclaimers to encourage
listed companies. In addition, a rating system should be set up to monitor
voluntary disclosure.

2. Tighten regulation of disclosure of material information, especially for
ST companies, Because of their higher uncertainties regarding future
operations, investments in these companies tend to be more risky.
Information can impact stock price of ST companies more than it does that of
a non-ST company, This provides higher incentive for insider trading.
Therefore, regulators need to make more efforts to regulate disclosure
activities related to ST companies, strengthen ST company disclosure
procedures and punish insider trading accordingly.

3. Introduce guidelines for management discussion and analysis, The
focus should be on the disclosure of risk factors in operation, forward-looking
information, operation plans and trend analysis. In-depth analysis should be
made to show real impact to the listed company,

4. Set up a rating system for information disclosure. An independent
institution should be responsible for introducing disclosure quality metrics and
carrying out an evaluation of disclosure for listed companies. This can help
provide investors with true information on disclosure reliability, and lead to
better capital allocation.

5. Involve the general public and media in monitoring disclosure and
preventing inappropriate activities by public companies. Media and public
opinion should become an effective tool to monitor listed companies and
ensure fair disclosure.

6. Impose severe punishment on any violation of disclosure rules,
especially for repeated violations, Actively improve legislation and make

violation more costly. Increase supervision effectiveness and efficiency
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through introducing litigation mechanism of civil liability and improving the
data base for listed company disclosure records, with special attention to false
and severely misleading statement, omission of major information, and

untimely disclosure,
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