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WARNING SIGNALS OF IDENTIFYING
MANAGENMENT FRAUD OF CHINA’S
LISTED COMPANY

— FROM CHINA'’S SECURITIES MARKET

Abstract

Based on massive references of domestic and foreign
researches, this thesis analyses the specific system of
management fraud of listed companies under the “new securities
market ” in transitional economy in China. To examine
differences in financial indices and corporate governance between
the management fraud companies and the non-fraud ones, an
empirical study is implemented. The warning signals of
identifying management fraud are presented for CPA in this
thesis, and the discriminant model is established as well.

Conductions presented in this thesis can be summarized as
follows:

— Statistical distribution of Return of Equity (ROE)
presents dense distribution around earnings benchmark, and the
primary intention of financial fraud is earnings overstatements.
Management frauds are more likely to happen in companies with
strong external financing needs from China’s security market.

— Although fraud companies try to show similar or better
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profitability, their asset turnovers, asset qualities, the
proportion of cost-expense, the proportion of main operating
profit are significantly worse compared with non-fraud
companies. And the fraud companies have more complicated
related transactions. Lastly, we develop and test a logistic
regression model with a correct rate of 81. 25% when predicting a
fraud to help distinguish fraudulent companies from non-fraud
ones using distinct variables we got.

— The probability of management fraud of listed companies
is greater, when the corporate governance of these listed
companies is defective.

— It is the board of directors that implements fraud, but the
manager level, and the emphasis of listed company’s internal
governance is on board of directors instead of manager level, so it
is urgent to improve the structure of directory.

— Supervision undertaken by supervisory board towards

board of directors is invalid.

Keywords: Listed Company, Warning Signal, Management
Fraud, Red Flag, Corporate Governance
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