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Abstract

A corporation, believed to be the best form of business
organization under market economic system, must provide
financial reports to outside users.Since financial reports,
especially financial statements, do have some limits, financial
statement analysis (FSA) is extremely necessary so that its
users can make sound decisions. The present dissertation will
discuss corporate financial reports and FSA with an emphasis
on the study of solvency, financial flexibility as well as

profitability analysis of corporations.
This dissertation is organized into four parts.

Part I, entitled “The Necessity for A Corporation to
Provide External Financial Reports under Market Economic
System ”, begins with an analysis on the necessity of adopting a
market economic system in China, followed by a discussion on
the fundamental features of the socialist market economic
system. Adoption of the socialist market economic system calls
for a: socialized form of business organization that can help
strengthen the socialist economy and benefit development of
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the market system. The corporation is but a form of such
kind. Next, the features of a corporation is discussed, and the
author bdlieves it is these features that make a corporation
liable for publishing its financial reports to outside users. A
special attention is then paid to the “Statements on Financial
Affairs”in China, which is, in the author’s opinion, very- unique
as compared with other financial reports in industrialized
countries. First, this Statements appears as a separate part’to
the statements in'a financial report in China and 'explaihs such
affairs .as the  “subsequent évents”, while these events are
vsually presented in the footnotes to financial statéments in the
industrialized countries. Secondly, this Statements shall be
audited by a CPA according to the Accounting Standards for
Business Enterprises enacted récently “in China. In" miost
industrialized countries, however, “Other Financial Reports”,
which is equivalent to the above mientioned “Statements on
Financial Affairs” is not necessarily to be audited. Audit of the
“Statements on Financial Affairs”in China indlicates not only an
emphasis’ on this specific part of a financial report; but also
means more risk to the aﬁdittars:Sbeci&l disclosure requirements
of the sécurities regulatory bodies to a listed company are also
discussed in this part. A’ compar-ison; is made between the
disclosure requirements to listed companies in the United States
and Shenzhen,China. Based on analysis of the major differences
in those two countries, the author makeés some suggestions on
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the peroé,gd “Securities Act” of China. Part I concludes with a
detailed analysis on the functions of corporate financial reports

under market economic system, o R

- The title of Part II is “Innovation of: Corporate Ei_nancial_
Reporting and Functions of Financial Statement Analysis” ..
The features as well as the limits of financial reports,
especially financial statements, may somehow affect their
usefulness, so innovation is needed in this field. In this part, the
author first discribes the features and the limits of financial
reports, especially financial statements., As well as.the efforts by
accounting bodies in the USA and the International Accouhting
Standard Committee (IASC) to overcome those limits and to
innovate financial reporting. Then, - evolution. of financial
statements is studied. Since financial reporting is aimed .to
report accountability of the management and to provide
' information useful for decision making, innovaﬁon of financial
statements, is orientated to two aspects since 1970s8'. These
innovations include (1)improvements on financial statements by
enhancing comparability and reducing inconsistency so as to
better reflect accountability and to supervise distributions of
wealth, and (2) extensions of interpretive and predictive
informatjon disclosure in footnotes and other financial reports
so as to provide more information to decision makers, The
author explains the reason for this supplementary disclosure in
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other financial reports:Is there too much - information?- A
summary as well as some comments are. made by-the author on
the debate over this question. The Summary Annual Report
(SAR)which became popular in the United States since 1983 is
‘certainly an innovation that could, in the author’s opinion,.
revolutionize financial reporting and improve communication of
information between a.corporation and its shareholders and
represent a future direction. -of = financial reporting
innovation. However, the SAR is a kind of general .purpose
financial reports and still unable to- meet the users’ specific
information needs for making specific decisions. And it follows
from the above that between a financial report and its users
must exist a bridge, and this bridge is financial statement
analysis. Financial statement analysis may be expressed ‘as
“financial report. analysis” instead since it is not limited to an
analysis on the statements themselves. The author defines
financial “statement analysis as “a process.- of producing
information by means of judging, analyzing and interpreting
data generated from financial statements and other financial
reéports as well as using analytical tools and the analysts’
experience so that evaluations and predictions about . a
corporation’s economic activities can -be made to facilitate the
users in making decisions” . The function of FSA so far as the
author believes is as follows:
(1) To help overcome the limits of financial statement,
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(2) To help prevent the méhagement: from manipulating
“information, '+ <
(3) To be a bridge:to link a corporation with its outside
. users especially ‘at present when there is toc much
disclosure of ‘information, -
(4) To meet the specific needs of the specific information
'™ users while financial statements themselves can: only
‘meet the general needs of different users, and -~ -
| (5) To. evaluate a corporation’s "activities (a financial
statement itself does not have such a function): :
At the end of this part, the author points out that' FSA
may play a unique role under the Efficient Market Hypothesis

(EMH) .

- Part T i3 entitled “Financial Statement Analysis--
Solvency, - Financial Flexibility and Profitability - Analysis”
Decisions depend ‘on evaluations while evaluation are based
" on comparisons. The nature of FSA is, through comparison,to
find and then analyze what is to be resol\;ed. Thus the soul of
FSA lies in comparison. To begin, the author sumt;xarizes basic
FSA methods ‘and elaborates ratio analysis. In the author's
opiniont, what is most particular of ratio analysis is that it can
disclose the relevance between various financial statement items
and only from such analysis can information more relevant to
decision making be generated. An attempt is made to put in one
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