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ABSTRACT

The establishment of Shanghai Stock Exchange at the end of
1990 marked the initial formation of the security market in Chi-
_na. Five years have passed since then and the security market
has grown considerably. The security market has played an ac-
tive role in the establishment of socialist market economy sys-
tem ,implementing the efficient allocation of economic resources,
-supporting the appropriate adjustment of industry structures,
and promoting the ‘establishment of modern enterprise system.

However, there are evidences which shows that the security
market in China is not fully mature nor completely normative,
and still in its initial stage. Following the rapid expansion of the
market, there arises naturally a strong and urgent pressure on
the enhancement of the normative management of the market. A
series of accidents have taken place in the security market that
remind admonishs us repeatedly that the normalization of securi-
ty market is extremely necessary and urgent. Only through nor-
mative operation the security market can be advanced from im-
maturity to maturity, the solid foundation for the maintenance
and development of the market can be laid down.

The composite harness of the security market is a systems
engineering of a large side. We have learned from history that

the normative security market is indispensible of its corner-

stone normative accounting. It was found that, in the devel-
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opment of a brief 5 - year period of the security market, either
the corporate accounting practice or the disclosure of accounting
information, or the auditing supervisions by the CPAs, is facing
an impending realistic problem of normative requirement. It is
the lack of normalization that makes it difficult to bring about
good corporate accounting practice and to give a fair view on a
corporation’s operating results and financial position; that makes
it impossible to guarantee the quality of a corporation’s disclo-
sure of accounting information and that the disclosure of account-
ing information might be misleading, false, fraudulent, decep-
tive, etc. It is the lack of accounting normalization that keeps
the secu‘rity market from operating efficiently and playing the
role in maximizing the reallocation of capital; that keeps the au-
diting supervision from playing its role in the efficient operation
of the security market.

It is not enough to just realize the meaning of accounting
normalization. The key point is to find the approaches to normal-
ization and these are main contents of this dissertation. It is vital
to set up a normative system for the accounting normalization to
play a role in the composite harness of the security market. In
this system, economic laws and regulations ensure the legal pro-
tection for accounting normalization; accounting standards are
the core of the accounting normalization; the disclosure system
of accounting information is the effective means of the accounting
normalization; and the auditing roles of CAAs are the prerequi-
site of the accounting normalization.

Accounting standards are the core of the accounting normal-

ization in the security market because of the close relationship
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between the emergence of accounting standards and the compos-
ite harness of the security market. Accounting standards are the
criteria of accounting practice of the listed combany. These stan-
dards stipulate the primary contents of the disclosed accounting
information, make clear the quality requirements for this infor-
mation, serve as guides and provide professional protections for
CPAs.

It is a primary consensus in the fields of both accounting a- .
cademic and practice to set up accounting standards in our coun-
try. Those concerned with this historic project are being engaged
in doing so. It is expected that a full set of accounting standards
are coming into being in a short time. It is generally felt that,
once the economic development of our country has been aligned
to the direction of market economy, it is impossible for account-
ing reform to satisfy the requirements of market economy unless
we apply the accounting standards to the normalization of ac-
counting practice. However, there are not many discussions on
the need of accounting standards for the accounting normaliza-
tion in the harness of the security market. Many people neglect
many requirements of accounting normalization arising from the
security market, for they take for granted that once the problems
of the accounting normalization in the large number of state -
owned enterprises are solved, the problem of accounting normal-
ization in the market economy is also solved. In this dissertation,
the author attempts to put forward some ideas on this view and,
on a theoretical basis, to explain fully why we should regard the
accounting standards as the core of the accounting normalization

in the security market.
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The security market, especially the stock market, provides
a medium for the reallocation of capital in our economic society.
The more efficiency the market, the more efficient the realloca-
tion of capital. But, how can we ensure the efficiency of this
market? It has been proved in practice that the efficiency of the
security market and the market function of reallocation of capital
are based on the evaluation of the operation results, it is neces-
sary to get the useful information satisfying certain quality re-
quirements. It is not without any reliance to attain this end.
There must be a prerequisite, that is, a system that provides in-
formation, communicates information and ensures ‘the quality of
the information.

It is now evident that the efficiency of the security market is
based on the system of the disclosure of information. However,
the information disclosed ina corporation’s prospectus, registra-
tion statements, periodical reports(annual or interim), occasion-
al report is mainly accounting information, or other information
in close relation to accounting information. A corporation’s oper-
ating results and financial position explain relatively concentrated
the return on investment, investment risk, etc. with which in-
vestors are normally concerhed. Therefore, the financial reports
which reflect the operating results and financial position are of
course the important sources of information for the investors.

Realizing that accounting information is the main content of
the disclosed information, the establishment of a perfect system
of the disclosure of accounting information becomes one of the
prerequisites which make sure that public security transactions

are performed in an open, fair, just market. If this is true, how




