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Abstract

Perfect information disclosure system of listed companies guarantees the effi-
cient operation of the securities market, regulates the behaviors of the listed com-
pany information disclosure, passes the information of listed companies to the mar-
ket effectively and timely, improves the transparency of the securities market,
helps the stakeholders to make rational decisions. The mandatory disclosure and
voluntary disclosure are the mainly ways of information disclosure. Which disclo-
sure way is more reasonable? This is a debate topic in academic and practical de-
partments. In 2012, China securities regulatory commission started a new round of
IPO reform. One of the important content is to strengthen the information disclosure
system and to further advance the construction of issuing system centered on infor-
mation disclosure. Is the disclosure way of the information ruled by current infor-
mation disclosure regulation of public issuing securities reasonable? How the infor-
mation disclosure regulation influences the companies’ and investors’ decision? How
to improve? These problems are all worth deeply discussing.

Information disclosure is an important means of solving the capital market in-
formation asymmetry, will affect investors’ decision-making, also affect the
management’s decision-making, and finally affect the reasonable allocation of re-
sources. In the equity financing, the influence by information disclosure is espe-
cially to the participants in capital market. Reasonable information disclosure sys-
tem enables the participants in capital market to make the right decisions, the cap-
ital market development healthy.

The focus of this article is to research on the rationality of information disclo-
sure system in equity financing. From two different aspects the mandatory disclo-
sure and voluntary disclosure, taking the internal control and earnings forecast dis-
closure for example, try to establish a general analysis framework of information
disclosure, set up analysis model, analyze the gamers in equity financing how to
make decisions and the effects, regulators how to make the information disclosure
way is more reasonable, provide theoretical support for the construction of informa-
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tion disclosure system in our country.

The research content is as follows: Part I is an introduction on the back-
ground, practical and theoretical significance, the content, methods, and innova-
tion. Part II is relevant concepts definition. We first introduce the concept of infor-
mation disclosure system, and then focus on the concepts of mandatory disclosure
and voluntary disclosure, and the relationship between them. Part III is the litera-
ture review. We review literatures about information disclosure in equity financing,
especially review the related research abroad in detail, as the foundation of this re-
search. Part IV reviews the information disclosure system in our country. First, on
the basis of learning the development history of information disclosure system, we
mainly introduce the development processes of the information disclosure system in
our country; list the existing institutional system of information disclosure in our
country. Then, we introduce the information disclosure system in equity financing;
especially describe the institutional changes about the internal control and earnings
forecast information in detail, which provide realistic basis for the settings of the
model. Part V is the comparison of information disclosure system in equity finan-
cing between China and United States. We compare the similarities and differences
in the related system between the two countries, and find the revelations to our
country. Part VI analyzes the mandatory disclosure in equity financing. We first
set up the basic model for history information, and then analyze the effect of the
company decision in equity financing under the voluntary disclosure and the man-
datory disclosure respectively, compare weather the mandatory disclosure is more
_ reasonable. Furthermore, we compare the mandatory disclosure standards and the
voluntary disclosure levels; discuss the relation between expropriation cost and
mandatory disclosure standard. Part VII analyzes the mandatory disclosure in equi-
ty financing. We first set up the basic model for earnings forecast information, and
then analyze the distortion of investment in the existing production technology un-
der the mandatory disclosure. Next, we analyze the company’s disclosure behavior
under the voluntary disclosure, and the improvement relative to the mandatory dis-
closure. Part VIII is the conclusion. It summarizes conclusions of the study, puts
forward some relevant policy suggestions, and points out limitations and further re-
search directions.

Through the analysis above, we think that for the history information of listed



Abstract

companies should adopt the way of mandatory disclosure, and for the future infor-
mation of listed companies should adopt the way of voluntary disclosure. Specific-
ally, we have the following conclusions:

(1) For the history information, if adopt the way of voluntary disclosure, the
entrepreneur will only take the minimum levels of information disclosure. Because
the inadequate disclosure of information, the whole social welfare will suffer dead-
weight loss for the entrepreneur’s expropriation cost.

And under themandatory disclosure, cannot reduce the efficiency of invest-
ment, but can improve the investment efficiency and the whole social welfare.
First, when the profit is low, both under the voluntary disclosure and mandatory .
disclosure, entrepreneur will not invest, because the investment return cannot
make up the part transferring to outside investors. But under the mandatory disclo-
sure, because the complete information disclosure, the whole social welfare will
suffer deadweight loss. Second, when the profit is high, both under the voluntary
disclosure and mandatory disclosure, entrepreneur will invest, because the invest-
ment return can make up the part transferring to outside investors. As the same
reason above, under the mandatory disclosure we can obtain more social welfare
than under the voluntary disclosure. Third, when the profit is in the middle range,
under the voluntary disclosure, entrepreneur will not disclose and not invest, be-
cause the excepted return of the investment below the lower bound of willing to in-
vestment. But when the mandatory disclosure is necessary, entrepreneur can only
make up his benefit loss by investment return, which can increase the investment
efficiency and the welfare of the whole society.

We also find that the standards of mandatory disclosure usually is higher than
the levels of voluntary disclosure, weak shareholder protection implies a lower
mandatory disclosure standard.

(2) For the future information, if adopt the way of mandatory disclosure, in
the premise of truthful disclosure, company will overinvest in the existing produc-
tion technology, which could affect the prior beliefs of the external new investors to
the company’s future value through the information disclosure. And the equilibrium
overinvestment increases with the profitability of the existing production technology
initially , obtains a unique maximum, and converges to zero as the profitability goes

to infinity.
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Butunder the voluntary disclosure, when the excepted return of the new in-
vestment is high, company with high profitability will select disclosure and invest-
meni, and company with low profitability will select non-disclosure and not non-in-
vestment. When the excepted return of the new investment is low, we need to com-
pare the relative value between the profitability and several thresholds, which led
company’s choices of strategy become more complicated. Company’s choice of
strategy is no longer investment only when disclosure occurs, adds the choice of in-
vestment when there is no disclosure. From this perspective, the voluntary disclo-
sure adds the investment efficiency of the market; in the case of lower profit of the
market, there are also many companies willing to invest.

The main innovations of the paper include; (DExpand existing domestic re-
search on information disclosure; combine with the company’s financing and invest-
ment decisions; and study the real effect to the company’s business decisions. 2
The research methods, use game theory, information economics analysis methods
to establish the mathematical model, make some contribution to the domestic re-
search methods in information disclosure. 3)On the basis of studying existing a-
broad literature about the information disclosure, we reset the model according to
the actual situation of our country; expect to make some contribution to theoretical
research in this regard.

The main limitations of the paper include: (DWe set up models form the man-
datory disclosure and voluntary disclosure respectively, although the two models
have different analysis about the two systems, not completely unify the both, build
a more complete unified disclosure model. So the model in the paper can explain

" most disclosure system arrangement in equity financing, but cannot cover all of the
situations, in some special cases, must combine with other variables to consider.
@With limited space and capacity, discussion on how to establish a more rational
system of information disclosure is not comprehensive enough. The mandatory dis-
closure model mainly analyzes how to improve mandatory disclosure rules to maxi-
mize the welfare of the whole society, which only restrain the entrepreneur manda-
tory disclosure, but the disclosure is partial. We did not do the appropriate analy-
sis about how to arrange the other system to incentive entrepreneur to make a full
disclosure; it is relatively difficult to research. In the voluntary disclosure model,
we think that the social planner cannot mandatory to maximize the welfare of the

8
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whole society, but the research about the voluntary disclosure effect on the social
welfare, and our voluntary disclosure model is too complicated to analyze. (3)The
models we set up to discuss from three time points are just single period static game
models, have not expanded to the multi-period dynamic game models. But in the
real situation, company equity financing is not a one-time behavior, must consider
the influence to the next equity financing, and the disclosure decisions will change
too. @The models we set up are just complete contract game models, which as-
sume that the company’s future cash flow is certain to reach contracts, and have
not considered the incomplete contract situation. (5With limited space, the models
just assume that the investors are risk-neutral, homogeneous and obtain the market
average return. As the basic theory of classical economics, the research when in-
vestors at different risk preferences or the investors are heterogeneous is also of
great significance. These inadequacies also provide the direct of further research.

Keywords: Information Disclosure System; Mandatory Disclosure; Voluntary
Disclosure ; Equity Financing
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