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Introduction
Information disclosure is one of the central issues of the capital market. At the same time, global financial markets are in the throes of a revolution; for instance, transactions via internet become more popular. Furthermore, cross boundary financial crimes, such as insider dealing, market manipulation are tightly relevant with the unfair information disclosure. Under these conditions, how to promote an efficient information disclosure regime became a vitally important issue for the new markets; for instance, China. In this paper, the past, present and future of information disclosure regime in China will be examined. Moreover, comparative method will also be used in the paper: regulatory approaches in other jurisdictions will be introduced. Based on the comparative study, suggestions will be made.
Definition of Information Disclosure

Information disclosure issue can be seen as one of the keystones of securities regulation. Early research has already point out the importance of it. According to the Efficient Capital Market Hypothesis (ECMH), “all available information about a company’s financial prospects is fully and virtually instantaneously reflected in the market price of the company’s securities”.
 It is not easy to find the uniform definition of information disclosure. But generally speaking, information disclosure is the listing companies publish the information or data which could describe their business position, management situation and audit report to the supervisory bodies, stock exchange and general public. It may be made according to the legislation, regulatory rules or by voluntarily.  

Furthermore, it should be borne in mind that the primary purpose of information disclosure is to establish an approach for the investors to understand the basic financial situation of the listed companies. In general, the investors may inquire more information before making their rational choices. As a result, it is not enough for the listing companies only to publish the prospectus in order to give the potential investors the first impression. The listing companies are also required to continue this obligation in the future. Under above condition, the system mainly comprises two kinds of disclosure; namely, before listing (prospectus) and after listing (annual report or midterm report, temporary report, etc).  

Overview of Chinese Securities Regulation

It is foreseeable that the development of national macro economy and industries will significantly influence the prosperous of Chinese securities market. As a main force of developing countries, Chinese securities market has drawn a lot of attention in the world. Subsequently, the regulatory regime has also been put into an important position. In this section, the general scope of the regime will be examined.

Historical Evolution 
Being a long history country, China has her unique characters. The combination of traditional form and new emerging trend pervaded all aspects of the social areas in China. Besides this, some of the successful foreign models had be introduced and applied, too.

The practicing of Shanghai Stock Exchange (SSE) and Shenzhen Stock Exchange (SZSE) indicated the formation of securities market in People’s Republic of China. However, the reform of Chinese securities market is still continuing.

Securities Regulation in China
Securities regulation in China can be summarized into “Legislation (Fazhi), Supervision (Jianguan), Self-regulation (Zilv) and Criterion (Guifan)”.
 These can be seen as the general principles of the regulatory regime for Chinese securities market. It has far-reaching impacts on China. Furthermore these principles have promoted the regime get into a positive, reliable and fine approach. 

In principle, the regulatory of securities market may be divided into three periods:

A. Pre-securities Law Period
First of all, before the Securities Law (1999) has been launched, there was no uniform legislation for securities market. In this period, there were some national and regional regulations which governed the securities market. It is not necessary to list all these regulations in different levels, but for the purpose of full scale study, following legislations or rules can be seen as some of the typical examples:

Law:

·Company Law
 

·Accounting Law

·Commercial Bank law 

·Law of People’s Bank

Regulations:

·Provisional Regulations on Securities Firms

·Standard Rules on Enterprise Accounting

·Standards for Disclosure by Companies Issuing Shares to General Public: No. 1: Content and Format of Prospectus (for trail use) 

Regional Rules:

·Shanghai Securities Trading Regulations

·Provisional Regulations of Shanghai Municipality on Companies Limited by Shares

· Regulations of Shenzhen Special Economic Zone on Companies Limited by Shares

B. The First Securities Law Period

The first Securities Law had been launched in 1999.
 It indicated that the centralized regulatory regime primarily established. From then, the Chinese Securities Regulatory Commission (CSRC) has taken the main regulatory function. In this period, the securities transactions have been mainly regulated by the Company Law and Securities Law. But the self-regulation also still played important role.

C. The New Securities Law Period

After the first Securities Law had come into force, the situation of international and national economy changed day by day. With the development of global and regional financial markets, the financial products appeared diversiform. Furthermore, the requirements of WTO and other international agreements also asked Chinese financial system to make active responses. Hence, securities regulation needed to be adjusted for the purpose of embodying more capabilities.

In these contexts, the amendment of Securities Law had been presented to the National People’s Congress on 26th of Apr, 2005. After discussion, the new Securities Law has been published. At the same time, the new Company Law has also been published. And these two new laws became the main legislative standards for the Chinese securities transaction. 

Improvements in the New Law

Comparing with before, there are some significant changes in Securities Law. The followings can be seen as some typical areas of the new improvement:

----Making spaces for the new trends of financial evolution; for instance: the applicability of new law has been broadened. It has been mentioned in the Article 2, inter alia:

“The present Law shall be applied to the issuance and transaction of stocks, corporate bonds as well as any other securities as lawfully recognized by the State Council within the territory of the People's Republic of China.…Any listed trading of government bonds and share of securities investment funds shall be governed by the present Law….The measures for the administration of issuance and transaction of securities derivatives shall be prescribed by the State Council according to the principles of the present Law.”

Hereby, the application of Securities Law has been specified. Moreover, it provides that the regulation of securities derivatives should according to the present law. Another important improvement is the new law has prearranged the space for the mix management in the future. It can be seen in Article 6, inter alia:

“…The securities companies and the business organs of banks, trust and insurance shall be established separately, unless otherwise provided for by the state.”

The words and expressions of “unless otherwise provided for by the state” indicated the flexible attitude. Beside this, Article 81 stated that, inter alia:

    “The channel for capital to go into the stock market shall be broadened according to law.”
 

The word “broaden” expressed the opinion that the bank capital might be allowed to involve in the securities market. 

From above selected articles, it could be concluded that the attitude towards the securities market became more open. It was decided by the nature of Chinese market. As a new market which under transition, the new issues, new products, new problems may emerge frequently. On the other hand, it should be considered carefully that whether the new trend, such as thoroughly mix management is suitable for capacity of Chinese financial market in the present time. The rashness will make negative effects, too.

Hence, it is quite necessary for the legislative body to be a “foreseer” in order to avoid the continually changes of law and regulations. Since China is not a common law system country, it could be vital essential to maintain the authoritative position of the law.

----Strengthening regulatory regime. The new law is not just focused on opening space but also showed the determination of enhancing the regulation and supervision,; for instance, the information disclosure system. The aggrandizement of disclosure management is one of central points. And it also aimed on the protection of the investors.  

The function of CSRC should be examined carefully under the new law. As the organization that masters the centralizing management right, the CSRC should have authorities to maintain the effective supervision. Article 180 stated that, inter alia:

    “Carrying an on-the-spot examination of a securities issuer, listing company, securities company, securities investment fund management company, securities trading service company, stock exchange or securities registration and clearing institution;
Making investigation and collecting evidence in a place where any suspected irregularity has happened;
Consulting the capital account, security account or bank account of any relevant party concerned in or any entity or individual relating to a case under investigation; in the case of any evidence certifying that any property as involved in a case such as illegal proceeds or securities has been or may be transferred or concealed or where any important evidence has been or may be concealed, forged or damaged, freezing or sealing up the foregoing properties or evidence upon the approval of the principal of the securities regulatory authority under the State Council…”

From above items, it can be seen that the CSRC has the quasi-judicial nature. It will be helpful for the controlling of financial crime. On the other hand, the work of CSRC must be monitored, too. Article 181 stated that:

    “Where the securities regulatory authority under the State Council performs its functions and duties of supervision or examination or investigation, the personnel in charge of supervision and examination or investigators shall be no less than 2 and shall show their legitimate certificates and the notice of supervision and examination as well as investigation. Where the personnel in charge of supervision and examination or investigation are less than 2 or fail to show their legitimate certificates and the notice of supervision and examination or investigation, an entity under examination and investigation has the right to refuse.”

It went further provided in Article 184:

“The regulations, rules as well as the working system of supervision and administration as formulated by the securities regulatory authority under the State Council according to law shall be publicized to the general public. The securities regulatory authority under the State Council shall, according to the results of investigation, decide the punishment on any securities irregularity, which shall be publicized to the general public.”

The remedial system also has been set down systemically. This point has been reflected in the new law, too: 

    “Where the prospectus, measures for financing through issuance of corporate bonds, financial statement, listing report, annual report, midterm report, temporary report or any information as disclosed that has been announced by an issuer or a listed company has any false record, misleading statement or major omission, and thus incurs losses to investors in the process of securities trading, the issuer or the listed company shall be subject to the liabilities of compensation. Any director, supervisor, senior manager or any other person of the issuer or the listed company directly responsible shall be subject to the joint and several liabilities of compensation, except for anyone who is able to prove his exemption of any fault. Where any shareholder or actual controller of an issuer or a listed company has any fault, he shall be subject to the joint and several liabilities of compensation together with the relevant issuer or listed company.”

Above Article has clearly stated the different kinds of liabilities of compensation in the circumstance that arose by the false record, misleading statement or major omission. And similar provisions can be found in Article 76, 77, 79,171 and 173.
The changes and improvements in the new law should be studied thoroughly. It is not difficult to understand that every amendment of single conception will give the Chinese securities market far reaching impact. 
Information Disclosure in China

Generally speaking, the base of improving the efficiency of a securities market is to resolve the various informational problems. In particular, those will influence the securities price formation; for example, information disclosure, diffusion and swap. To reach this aim, the key issue is to prompt an open, fair and just information disclosure regime. China, has established the basic legal framework and gained some achievements. It has promoted Chinese securities transaction towards the legal, orderly and fair approaches. However, there are some problems still remained.

Negative Results
There were some scandals happened in Chinese securities market. Before starting the research, it is quite interesting to see the following results of one survey. 

About whether the individual investors will look at the prospectus, 63.26% of the interviewees chose skim; 23.41% stated to read carefully; 13.03% said that they never read it.  Furthermore, 56.71% of interviewees stated that they would like to skim the annual report; 35.13% stated to read carefully; 7.71% said that they never read it. There were two reasons results in above figures: firstly, information listed on the prospectus and reports were not easy to understand. The second reason was the suspicion of the reality of the information.  

About the reality of the listing companies report, table 1 showed the legible results. It should be noticed that most of the individual and institutional investors deemed the reports are basically or partly believable. And it is quite interesting to find that there were no institutional investors completely believe the listing companies’ reports.  Furthermore, for the listing companies reports, there were more individual investors (16.1%) held the opinion of “basically unbelievable” than institutional investors (3.0%). It showed that the reliability of the financial reports is really low in the investors’ mind.
	
	Individual Investors (%)
	Institutional Investors (%)

	Completely Believable
	8.45
	0.00

	Basically Believable
	26.98
	41.41

	Partly Believable 
	45.17
	54.54

	Basically Unbelievable
	16.10
	3.03

	Completely Unbelievable
	3.14
	1.01


Table 1: The reality of the listing companies reports

The survey went further to seek for the reason of above results. 23.42% of the individual investors and 33% of institutional investors considered that lack of good corporate governance is one of the main reasons. 26.97% of individual investors and 5% institutional investors believed that the accounting standard is not canonical enough. 22.95% of individual investors and 24% of institutional investors thought the information disclosure system should be improved.12.43% of individual investors and 8% institutional investors stated that the accountants did not line of duty. 11.33% of the individual interviewees and 27% of institutional interviewees believed that the listing companies did not fulfill their obligations of disclosure. Other reasons occupied for 2.37% (individual investors) and 3% (institutional investors). It can be seen from the data that the individual investors were inclined to the regulatory problems; for instance, the information disclosure system and accounting standard. On the contrary, the institutional investors recognized that the corporate governance should be improved and reformed. 

It should be noticed that the survey was carried by the main stock exchanges and securities companies in 2001, which was around the 10th year after the Chinese securities market formally formed; in particular, 2 years after the enforcement of first Securities Law. Similar results can be found in other surveys, too. All these results suggested that the advancement of information disclosure system should be taken in to account immediately. 

Moreover, there were some scandals happened in the last two decades. Followings are some typical cases:

----Hongguang Shiye
----Xizang Shendi

----Xiaxin Electronics
----Neimeng Hongfeng

----Sisha Gufen

----Jiuzhou Gufen

----Zhengzhou Baiwen  

----Bohai Jituan

----Huoli28 

----Qiongminyuan

    ----Yinguangxia

    ---- Kelong & Deqin (Deloitte)

----Hangxiao Steel 
All the cases listed above have breached the regulations which regard to the information disclosure and have enormous negative influences in the Chinese securities market. For instance, the share price of Yinguangxia, a biochemical company, had jumped nearly 440% in 2000. Investigation proved that the company fabricated profits of RMB745 millions by way of simulating the purchase and sale of contracts, and fabricating exportation declaration statements, added value tax invoices, duty-free documents, financial notes and amount of business revenue. 
 Besides economic losses, the occurrences of such scandals also beat down the confidence of investors.  

Additionally, it must be borne in mind that the illegal behaviors appeared in the different procedures of securities transaction. These conducts can be summarized into three categories:

A. Information disclosure is inveracious and inaccurate.

B. Information disclosure is insufficient and incomplete.

C. Information disclosure is not on time. 

Causations 

The problems of information disclosure are not isolated. As a social scientific phenomenon, to find the causations which led to such problem must try to analyze multiform elements. There are various reasons should be taken into account. In this part, the economic and legal reasons will be examined so as to find a possible solution. Moreover, considering the character of the listing company, the economic reasons will be studied first. 

A) Economic reasons

The psychological elements must be taken into account. As a high profits pursuing industrial sector, the listing companies may like to demonstrate that their business positions are good enough. They may also like to present the potential through the attractive financial reports. Under this situation, information disclosure falls into the tools of fraud; for instance, it became a general rule that the forecasted profits are high and actual profits are low; the interim reports are significantly higher than in annual reports.
 Hongguang Shiye fabricated the beautiful financial statement in order to meet the standard of listing. Another example is Zhengzhou Baiwen, the company not only made the fake profits before listing but also continuing after listing.
 

On the other hand, for the information that may affects the price of securities, the companies often take cautious attitudes, in particularly, for the bad news. Thus, some of the companies prefer to conceal the poisonous information from the public. It is also one of the main reasons that the listing companies create the fake financial information in their reports. STJinma is a typical example. Under some shareholders’ control, it disguised the business losses for more than 5 years to the public.
 Similar approaches can be found in other cases. 

Moreover, the information disclosure may increase the business costs of companies. Sometimes, to disclose financial information can put the companies into a negative position in the market competition. All these became the economic elements which prevent the companies from disclosure. 
B) Legal reasons 
Generally speaking, the incomplete legal environment is one of the main reasons for the lawbreaking behavior in securities market. Simply relying on the Securities Law or Company Law can not effectively control such a complex issue. It also needs the cooperation from the other legal sectors. Although it is not easy to judge whether a certain kind of punishment for breaching the law and regulation is strict enough or not, it has being discussed time and time; and, it is an on going issue. Moreover, other legal remedies methods are in expectation of to be strengthened. Traditionally, comparing with other economic criminal offences, for instance, the crime of Financial Fraud, Smuggling and Endangering Collection and management of taxes, the amounts of criminal litigations are still far less. The enforcement of Company Law and Securities Law has enhanced the civil remedies. In contrast, the Criminal Law still remains limited function on such issue. Although there were some improvements in the revision of Criminal Law (2006), but how to harmonize the gap between different legal sectors still need to be considered more carefully. 
Lack of efficient supervision is another reason. The CSRC and other supervisory bodies should bring into full play of their roles. It is believed that although some cases had created furors in the Chinese market, but the tactics of the listing companies are hardly extraordinary in developed markets. 
 How will the regulatory bodies enhance their professional abilities will be a major task for China. Furthermore, to promote a whole social supervisory system is also necessary. The media is also being expected to play a vital important role.   
Lack of professional moral standard instigated the illegal conducts. Some of the brokers, accountants and lawyers associated with the listing companies and “add fuel to the flame”. Zhongtianqin is one of the leading accounting firms in China; however, it became famous after the Yinguangxia case. As the auditor of Yinguangxia, it assisted to fabricate the financial reports. The experiences concluded from similar cases which happened in developed securities market suggested that the development of accounting and auditing systems in China will give the information disclosure system a powerful assistance. 

Lack of the legal awareness can be seen as one of the reasons, too. It appears that the goal of market creators was not to evolve a perfect market, but to create one which would be accepted in China.
 Thus, how to promote legal education among the supervisory body, practitioners, investors and other relative personnel became a very important task. Besides this, the investors, in particular, some retailed investors should build up the strong legal awareness in order to protect their own rights. 

Information Disclosure under the New Law

The new Securities Law has come into force since 2006. It must be noticed that the new Securities Law has improved the legal control of information disclosure. Based on previous experiences and lessons, the improvements mainly reflect on following areas:

----Article 66, the item (5) provided that “the actual controller of the company” should be announced.

----Article 67 clearly stated the issue of “major event”, inter alia:

    “In the event of a major event that may considerably affect the trading price of a listed company's shares and that is not yet known to the investors, the listed company shall immediately submit a temporary report regarding the said major event to the securities regulatory authority under the State Council and the stock exchange and make an announcement to the general public as well, in which the cause, present situation and possible legal consequence of the event shall be indicated…”

It also listed the different circumstances of major events. For instance, inter alia:

“...A major change in the business guidelines or business scope of the company;
…A decision of the company on any major investment or major asset purchase;
…An important contract as concluded by the company, which may have an important effect         on the assets, liabilities, rights, interests or business achievements of the company;
….Any incurrence of a major debt in the company or default on an overdue major debt…”
----Article 68 strengthened the obligation of information disclosure:

    “The directors and senor managers of a listed company shall subscribe their opinions for recognition in the periodic report of their company in written form. The board of supervisors of a listed company shall carry out an examination on the periodic report of its company as formulated by the board of directors and produce the relevant examination opinions in writing. The directors, supervisors and senior managers of a listed company shall guarantee the authenticity, accuracy and integrity of the information as disclosed by their listed company”.

----Article 69 provided the liabilities for the composition in detail:  
“Where the prospectus, measures for financing through issuance of corporate bonds, financial statement, listing report, annual report, midterm report, temporary report or any information as disclosed that has been announced by an issuer or a listed company has any false record, misleading statement or major omission, and thus incurs losses to investors in the process of securities trading, the issuer or the listed company shall be subject to the liabilities of compensation. Any director, supervisor, senior manager or any other person of the issuer or the listed company directly responsible shall be subject to the joint and several liabilities of compensation, except for anyone who is able to prove his exemption of any fault. Where any shareholder or actual controller of an issuer or a listed company has any fault, he shall be subject to the joint and several liabilities of compensation together with the relevant issuer or listed company.”

Therefore, the new law showed the determination to enhance the management of information disclosure system. It should promote the disclosure regime towards more efficient and transparency than before in certain degree. The fundamental requirements for the information disclosure regime under the new law can be summarized into three categories
A. The information which disclosed by issuers and listed companies shall be authentic, accurate and integrate.

B. The information which disclosed by issuers and listed companies may not have any false record, misleading statement or major omission.

C.  The information which disclosed by issuers and listed companies shall reflect the latest situation. This principle can be divided into two requirements: firstly, the listing companies shall publish information in real time. Secondly, the listing companies shall publish latest information.

Besides above basic principles, the regime has also set down more detailed requirements. Basically, according to Company Law, Securities Law and other regulations, the listed company shall publish the following information:

A. Listing report and prospectus.

B. Financial reports, which including midterm report, annual report and other financial statements; for instance, statement of profit appropriation.
C. Temporary reports, in particular, in the event of “major events”. Another example is in the case of the acquisition. Securities law Article 86 has stated that:

      “Where an investor, through securities trading at a stock exchange, comes to hold or holds with any other person 5 % of the shares as issued by a listed company by means of agreement or any other arrangement, the investor shall, within three days as of the date when such shareholding becomes a fact, submit a written report to the securities regulatory authority under the State Council and the stock exchange, notify the relevant listed company and announce the fact to the general public. Within the aforesaid prescribed period, the investor may not purchase or sell any more shares of the listed company. In case an investor holds or holds with any other person 5 % of the shares as issued by a listed company by means of agreement or any other arrangement, he shall, pursuant to the provisions of the preceding paragraph herein, make report and announcement of each 5% increase or decrease in the proportion of the issued shares of the said company he holds through securities trading at a stock exchange. Within the reporting period as well as two days after the relevant report and announcement are made, the investor may not purchase or sell any more shares of the listed company.”
Last but not least, besides above basic requirements, the regime has also demonstrated the methods of disclosure. According to Securities Law and other regulation, there are following requirements:

A. The reports and financial statements shall be published according to the formats which have been set down by the CSRC.

B. The listed companies shall publish the relevant information in the designated place within the prescribed period.

C. The listed companies shall designate special personnel to be in charge of the task of information disclosure. 

New Challenges from Financial Globalization and WTO 

With the improvement of the globalization of financial market, the regulating of information disclosure also faces some new challenges externally. The mid-1990s have been seen as an important period for regulatory initiatives addressing the complex issues of international co-operation and cross-border transactions; for instance, the Windsor Declaration has covered the issue of information sharing.

So far as the developing countries have concerned, the new emerging financial markets in East Asian has become an important issue. Considering the deeply-rooted reasons such as the political motivations, economic interdependence and cultural aspects, one of the regulating questions is focusing on  “whether regionalism is intended to replace the multilateral regulatory regime for international finance,” and “if not, how far will it so?”
 It has been suggested that the regional regulatory regime may create a more powerful approach. Furthermore, in order to promote the effective regulatory regime, the domestic legal infrastructures in the countries that have new emerging financial markets must be reformed, too.

Concentrating on China, the challenges for Chinese securities regulation may appear as the following:

----liberalization of capital markets, policy issue

----foreign invested risk firms involving in the domestic market

----Chinese companies’ overseas listing

----cross listing issue

----new technology relating securities crime 

---- Chinese securities firms’ abilities to address the changes

Based on above analysis, it can be seen that the securities market in China is facing much more complex situation than before. One of the latest cases in China, Hangxiao Steel case, has illuminated the circumstance. 
 Hangxiao Steel, is a company registered in Hangzhou, listed in SHSE in November of 2003. In 2007, the company has disclosed the procedures of concluding one contract in 5 different times. Furthermore, each single disclosure has caused some significant impacts on the stock price. After CSRC had made the administrative decision, the securities representatives of the company and other two major suspects were arrested on 13th of June, 2007. Moreover, in 3rd of February 2008, the three representatives have been sentenced imprisonment respectively in the first- hearing judgment.

Another important case is “Daitou Dage 777”.
 From January of 2006, “Daitou Dage 777”, which the true name is Wang Xiujie, had opened his own Weblog on www.163.com, and illegally operated investment consultant business. He published large numbers of stock analysis, forecast and recommendative information. Furthermore, from January of 2007, he had set up the on-line “QQ group”, and charged the group members for stock consulting.  CSRC had given the administrative decision and delivered the case to the public security sector. 

CSRC had pointed out the approaches of 11 similar cases: using the internet to operate illegal securities business; in particular, to disseminate information.
 It is not difficult to understand that such behaviors will have significantly negative influences on the Chinese financial market. First of all, the common nature of such actions, which is easy to conceal, will bring more difficulties to the regulatory body. The operators may use fake names, business licenses and locations to defraud the investors of their trust. Moreover, investigations have found that the operators often regularly change the places to access internet; for example, the internet café and hotels. Secondly, these behaviors expand very rapidly. Since it is not easy to be discovered, the operators may have the aleatory mind. The high transmission speed of internet will also assist these actions. Another important factor is that, comparing with other methods, these actions are really “low cost”. In contrast, the proceeds are quite high. Last but not least, the psychology of retail investors is interesting to be examined. The “herd effects” may also assist the illegal actions. Some investors blindly believe the information from the internet website or personal Weblog; for example, the “Daitou Dage 777” case. It can be seen from above; the internet relating securities business may become a “Gordian knot” for the Chinese securities market. 

To sum up, with the development of world economy, the information disclosure regime in China may face some new challenges. New issues will emerge from various aspects. To “grasp the nettle” needs wide co operation from different sectors. In fact, the main aim of the information disclosure regime should not only concern the information itself. If it can go further to consider wider concept, which means the whole order of Chinese financial market, the function of such regime may reach a higher level. Securities regulatory regime in China has to put more attention on the latter issue.   
Comparative Study with Other Jurisdictions
In resent years, the Chinese security market has played important role in her economic infrastructure. Chinese legal research is continuing to examine the disclosure issue. And there are some significant improvements, too. On the other hand, comparing with the other mature markets, there are still some problems remaining in China. For instance, the disclosure should meet the dual-standard of “both price-sensitive and important” has limited the connotation and the scope of disclosure.
 

Importantly, the widely using of computer and internet on securities transaction also requires a comprehensive understanding of different legal systems. Observers and regulators believe that “the loosening of regulatory controls and lack of oversight and enforcement will not only cause an increase in fraud and stock manipulation, but will undercut a company’s value by creating chaos in the established market”.
 Based on above reasons, understanding of the varieties of global securities market becomes more urgent.

Regarding the information disclosure regime, some mature markets have already pointed out the importance of it; for example, the listing particulars had been described as the “vehicles of the information for investors”.
 Furthermore, it has also been noticed that what the necessary elements for the healthy disclosure are. Besides the comprehensive method of legal control, the “efficiency” has been put on an important position in mature markets; for instance, “the obligation to give all the information which investors requires is overriding to the extend text,” and “the information relevant to the particular issuer must be given in a form that can be analyzed and understood as easily as possible so that varying emphasis should be given to the items of information included in order to indicate their relative importance”.
 Another example is that the principles contained in the Continuing Obligations regime in UK, which clearly affirmed that the “timely disclosure” of all relevant information and the equal treatment of all shareholders form the very bedrock of regulation in the area of finance law.

Based on above observation, the comparative method may help Chinese law to establish a more comprehensive control regime. Obviously, taking lessons and learning new measures from foreign jurisdictions can reduce risks for the Chinese securities market. So, what should China law learn? In this part, the disclosure regime of Hong Kong and UK will be examined.

Perspective of Hong Kong 

Hong Kong, as one of major financial center, has played very important role in promoting the economic development in Asia. The securities market has also experienced several deep root reforms, which accelerated the procedures towards a mature market. Considering the special relationship between China (Mainland) and Hong Kong, it is quite help to examine the reforming procedures of securities market in Hong Kong. As a result, the legal and regulatory framework of securities market in Hong Kong may also give Mainland a strong reference.

The evolution of Hong Kong’s financial Market
The evolution of Hong Kong’s financial market has experienced three periods; namely, the Dark Age, the Medieval Age and the Modern Market.
 Subsequently, the regulatory regime has gone through the similar reforms. 

The Dark Age
During the Dark Age, which means the period prior to the financial market crash (1973), there was virtually no regulatory supervision of the financial markets. 
 There were no statutory requirements regulating the listing of securities beyond general prospectus requirements for companies and limited provisions under other statutes. In this period, the securities industry mainly regulated by Companies Ordinance, the Stamp Duty Ordinance, the Stock Exchange Control Ordinance. However, the regulatory control was still remaining in a weak level. It can be described as “withholding relevant information, misrepresentation, forgery, and fraud were prevalent in the financial markets”.
 In particular, the virulent competitions between the 4 stock exchanges; namely, Hong Kong Stock Exchange (1891), Far East Stock Exchange (1969), Kam Ngan Stock Exchange (1971), and Kowloon Stock Exchange (1973) declined the quality of listing companies and further resulted in a series of illicit transactions.
 
The Medieval Age:

Following the financial market crash, the government started to strict the regulatory regime for financial market. In this period, there were several legislations have been published. The Securities Ordinance (1974), the Protection of Investors Ordinance (1974), the Code on Takeovers and Mergers (1975), the Securities (Stock Exchange Listing) Rules (1976) are the important legal documents.

Remarkably, the Securities Commission, which was vested a series of regulatory powers, was established according to the Securities Ordinance (1974). Beside this, the Protection of Investors Ordinance (1974) intended to protect investors by the approach of ensuring the accurate information can be provided to them. It should be noticed these legislations have promoted the establishing of a healthy market in certain degree. In this period, there was a rapid growth in financial market. Moreover, new financial products have been introduced into the market, which fastened the procedures towards modernization. Particularly, the merger of 4 stock exchanges, which was conducted under the Stock Exchanges Unification Ordinance (1980) have enabled the securities market in Hong Kong under a uniform regulatory system.    

Moreover, in this period, there was another important reform which prompted the government to ensure the financial markets in line with internal standards.
 After drawing conclusions from the worldwide stock markets crash in 1987, the Securities and Futures Commission Ordinance (1989) came into force. At the same time, the Securities and Futures Commission (SFC) emerged. Furthermore, it has been endowed with a series of powers; for instance, supervision, intervention, investigation, prosecution and adjudication, which could ensure to fulfill its function.

The Modern Market
In this period, the securities market and regulatory regime in Hong Kong is continuing to develop. Since the basic market structure had been set down, the regulatory regime is reforming towards the more comprehensive and modern structures. The basic regulatory system has formed by three parts; namely, the government, SFC, and HKEx, which is called “three-tier system”. The three parts co-operate together in order to maintain a healthy securities market. The government fulfils a full scale regulation function; while the SFC operates as the oversight regulator; and the HKEx focuses on trading operations and risk management. 

There are a set of ordinances in relating to the securities transaction in Hong Kong. Among them, the primary legislation is the Securities and Futures Ordinance (SFO), which has been called the largest and most detailed ordinance in the history of Hong Kong. Furthermore, there are numbers of subsidiary legislation had been enacted pursuant to the SFO; for example, Securities and Futures (Accounts and Audit) Rules (Cap.571P), Securities and Futures (Disclosure of Interests—Securities Borrowing and Lending) Rules (Cap.571X), and Securities and Futures (Disclosure of Interests—Exclusions) Regulation (Cap.571AG).

Moreover, the SFC Regulatory handbook, which is divided into two volumes, is playing important roles in the securities market. The SFC has also issued a series of Codes and guidelines; for instance, Code of Conduct for Corporate Finance Adviser (Mar. 2003), Guidelines on Use of Offer Awareness and Summary Disclosure Materials in Offerings of Shares and Debentures under the Companies Ordinance (Mar. 2003), and guidelines for the Exemption of Listed Corporations from part XV of SFO (Disclosure of Interests) (Mar. 2003).

Besides above, there are various rules of HKEx are taking part in the regulatory regime. The most important is the Listing Rules—the Rules Governing the Listing of Securities on the Stock Exchange of Hong Kong Limited. 

It can be seen that, the regulatory regime of securities market in Hong Kong is modern and comprehensive, particularly with high international standard. The detailed information disclosure system will be discussed in the later chapter. 
Retail Investor Survey 2003
In the Retail Investor Survey 2003,
 Apart from stock code and company name that nearly all stock investors were familiar with, the company’s nature of business (91%), prospects (88.2%) and risks of holding its stock (85.2%) were the three attributes that stock investors knew most about a listed company before buying its stock. They were less aware of the company’s senior management (42.6%) and treatment of minority shareholders (24.7%). Interestingly, only 1.3% of stock investors admitted that before they bought a stock, they only knew the company name and stock code and had no idea about the company’s fundamentals. In terms of importance, financial position, prospects and nature of business of a listed company were the top three attributes in evaluating a stock. 

Besides this, for the question of what stocks investors relied on to make buy-and-sell decisions, it is interesting to know that 82.5% of stock investors had relied on their own analysis in making buy-and-sell decisions for listed stocks, followed by transaction volume (53.4%) and celebrity analysts’ comments (44.8%). 42.2% read analysis reports compiled by newspapers, televisions or financial information websites. 33.9% of stock investors referred to corporate documents such as annual reports and company circulars in making trading decisions. 

Comparing with the survey result in Mainland (See the early part in this chapter), it can be conclude from the figures that, Hong Kong market may has better reputation than Mainland market for the retail investors.  

To sum up, comparing with Hong Kong, there are some similar aspects either in the reforms of financial market or in the regulatory framework. However, with detailed examining, the differences will be found. Such findings will be illustrated in the later chapters. Overall, it is not difficult to understand that for a new market, using Hong Kong as a model of reference will be an effective approach for China. 

Perspective of UK

As the one of the major financial centers, the securities market in UK has experienced several reforms, too. It is not necessary to list all the aspects of such changes. However, there are some benchmarks should not be ignored.    

At the early stage, there was no specific governmental organization to regulate the securities market. Self-regulation was playing important role at the time. Also, there were some provisions which relating to the securities transactions can be found in Company Act. 

Secondly, in the 1980, the economic position of UK became more prosperous than before. The improvements of national economy prompted the emergence of Financial Service Act 1986, which re-adjusted the structures of financial market in UK. After the Big Bang, London's financial services industry made giant changes to its organization, which has led to the City's elevated status as one of the largest financial centre for global business.
Thirdly, after experiencing several financial scandals; for instance, the case of Baring Bank, it was necessary to adjust the regulation of financial services again. Another reform of financial services regulation was completed in June 1998, when responsibility for banking supervision was transferred to the FSA from the Bank of England. Furthermore, in May 2000, the FSA took over the role of UK Listing Authority from the London Stock Exchange. The Financial Services and Markets Act 2000, which received Royal Assent in June 2000, and was, implemented on 1 December 2001, transferred to the FSA the responsibilities of several other organizations: 

Building Societies Commission 

Friendly Societies Commission 

Investment Management Regulatory Organization 

Personal Investment Authority 

Register of Friendly Societies 

Securities and Futures Authority 

Thus, FSA become an independent non-governmental body, given statutory powers by the Financial Services and Markets Act 2000. The main working objectives for FSA are:

1. market confidence: maintaining confidence in the financial system; 
2. public awareness: promoting public understanding of the financial system; 

3. consumer protection: securing the appropriate degree of protection for consumers; 
4. the reduction of financial crime: reducing the extent to which it is possible for a business to be used for a purpose connected with financial crime. 

Subsequently, the securities market in UK is under the supervision of FSA. Under this circumstance, the information disclosure system is mainly regulating by the Company Act and FSA Handbook. Basically, the information disclosure regime can be found in Company Act, Listing Rules (LR), Prospectus Rules (PR), Disclosure Rules and Transparency Rule (DRT). Furthermore, apart from the UK legislation, the European legislation is playing an important role, too. 

Conclusion may be drawn from the reforms of UK’s regulatory framework: the effective and strict control regime is one of the major modern approaches to regulate the securities market. Besides decreasing the illicit transactions, reducing the management cost may be also achieved by the uniform regulatory system. From this point of view, it is very important for China to obtain some experiences from UK. 
International Co-operation 

For the reason of financial globalization, information disclosure also requires widely international co-operation. There are some international agreements and organizations are focusing on this issue. Among them, the IOSCO, International Financial Reporting Standards, OECD Principles, and UNCTAD have played leading function in establishing the global standards.

IOSCO

International Organization of Securities Commissions (IOSCO）is  the most important organization in the regulatory areas of securities transaction. It was established in 1983.
The basic objectives of IOSCO are the following:

• The protection of investors;
• Ensuring that markets are fair, efficient and transparent;

• The reduction of systemic risk.
Moreover, IOSCO has set down a series of documents for the regulatory of international financial market. It is not possible to list all the documents, followings are some of the typical examples which relating to the information disclosure: 

1. International Disclosure Principles for Cross-Border Offerings and Listings of Debt Securities by Foreign Issuers - Final Report, Report of the Technical Committee of IOSCO (March 2007)

2. Financial Disclosure in the Banking, Insurance and Securities Sectors: Issues and Analysis, Joint Forum (IOSCO, BCBS and IAIS) (April 2004)  
3. Principles for Ongoing Disclosure and Material Development Reporting by Listed Entities, Statement of the Technical Committee of IOSCO (October 2002)
4. Investor Disclosure and Informed Decisions: Use of Simplified Prospectuses by Collective Investment Schemes, Report of the Technical Committee of IOSCO (July 2002)    
IOSCO has taken some very important steps to build up the links of its member states; in particular, under the circumstance of financial globalization. Since China is a member state of IOSCO, to examine the relevant documents will give a strong support for the research. Besides this reason, to address the international standards in the area will enhance the regulatory regime in China. 

International Financial Reporting Standards
International Financial Reporting Standards (IFRS) are a set of standards for accounting. Currently they are been adopted by many countries. It should be noticed that some of the standards forming part of IFRS are known by its old name of International Accounting Standards (IAS). International Accounting Standards Committee (IASC) has issued these standards. 

IFRS is mainly focusing on establish the rules but not the details operations. Its framework contains the basic accounting principles, which deals with the following issues:
(a) the objective of financial statements; 

(b) the qualitative characteristics that determine the usefulness of information in financial statements; 

(c) the definition, recognition and measurement of the elements from which financial statements are constructed; and 

(d) concepts of capital and capital maintenance. 

In particular, the disclosure issue has also been put in a separate position. IFRS 7 stated the rules require entities to provide disclosures in their financial statements that enable users to evaluate, inter alia: 

“(a) the significance of financial instruments for the entity’s financial position and performance;  
(b) the nature and extent of risks arising from financial instruments to which the entity is exposed during the period and at the reporting date, and how the entity manages those risks. The qualitative disclosures describe management’s objectives, policies and processes for managing those risks. The quantitative disclosures provide information about the extent to which the entity is exposed to risk, based on information provided internally to the entity's key management personnel. Together, these disclosures provide an overview of the entity's use of financial instruments and the exposures to risks they create.”
It should be noticed that the IFRS applies to all entities, including entities that have few financial instruments (a manufacturer whose only financial instruments are accounts receivable and accounts payable) and those that have many financial instruments (a financial institution most of whose assets and liabilities are financial instruments). Besides the high standard quality, this is another reason that it has been adopted by different countries.

At first glance, it can be seen that the standards has provided a comprehensive model for the financial report. Without doubt, to apply a highly international standard will help the corporates to establish its reputation. Subsequently, it can attract more investors. In deed, in the era of financial globalization, to adopt the uniform international standard is also the requirement of cross listing. 

However, what will China face after using such a standard in the securities market? On one hand, it can prompt Chinese listing companies supply more accurate financial information. Moreover, it can provide a more effeicient approach to understand the financial reports by harmonizing the differences which arising from the different accounting systems. On the other hand, the effect of adopting the IFRS also depends on how the Chinese listing companies will address it. Again, the degree of supervisory from CSRC will become an important issue.
OECD Principles of Corporate Governance

The financial crises which occurred in 1997/1998 was one of the main reason that led to the emergence of first international standard of corporate governance—the 1999 OECD Principles of Corporate Governance. Importantly, since it focused on the corporate governance, the “disclosure and transparency” as one of the main issues had been listed in a separate chapter. It had set down certain good framework for the disclosure issue; for instance, the basic contents of disclosure: the financial and operating results, the company objectives, foreseeable risk factor, etc.
 But it had been argued that the follow up work to implement the principles was confined to the developing and transition countries.
 

After the first edition of Principles emerged, there were some financial scandals happened either in USA or Europe. Such scandals not only resulted in the Sarbanes Oxley Act 2002, but also led to the calls from USA, which suggested that OECD should take a revising task of the Principles.
 

Comparing with the 1999 edition, the Principles 2004 has some improvements. It set down 6 basic aspects of disclosure principles:

A. the basic contents of disclosure;

B. information should be prepared and disclosed with high quality standards;

C. an annual audit should be conducted by an independent, competent and qualified auditor;

D. external auditors should be accountable to the shareholders and owe a duty to the company to exercise due professional care;

E. disseminating information should provide for equal, timely and cost efficient;

F. corporate governance framework should be complemented by an effective approach to address free from material conflicts of interest.

It can be seen from above: disclosure issue has been put on an important position in the Principles. Since good practices of corporate governance can promote a healthy disclosure regime, subsequently to help on attracting the investors and building up their confidence for the capital markets, it is quite necessary to examine the Principles carefully. Moreover, although China is not the OECD member state, but there are widely co-operation between them. Based on these reasons, to study the Principles may help China to establish an effective disclosure regime. In fact, the important relationship between corporate governance and disclosure regime has already been recognized by China. The CSRC has published the Code of Corporate Governance for Listed Companies in China in order to “promote the establishment and improvement of modern enterprise system by listed companies, to standardize the operation of listed companies and to bring forward the healthy development of the securities market of our country”. 
 Information disclosure and transparency has been put in a separate chapter in the Code. 
UNCTAD and International Standards of Accounting and Reporting

Intergovernmental Working Group of Experts on International Standards of Accounting and Reporting (ISAR) aims to assist developing countries and economies in transition to implement best practices in accounting and corporate transparency in order to facilitate investment flows and economic development. 
 In fact, the Working Group not only focuses on the its own standard, but also help developing countries to master other international standards; for instance, the practical implementation issues of the International Financial Reporting Standards (IFRS) were among its main agenda items of in 2006.

Besides this, UNCTAD has published Guidance on Good Practices in Corporate Governance Disclosure 2006. The guidance is a technical aid for regulators and companies; in particularly, for developing countries and transition economies. The purpose of the guidance is to help those responsible for preparing company reports to produce disclosures on corporate governance that address the major concerns of investors and other stakeholders.
 As an international guidance, the focus is on widely applicable disclosure issues that are relevant to most enterprises: 

· financial and non-financial corporate governance disclosures [image: image1.png]



· disclosure issues regarding general meetings, timing and means of disclosure and compliance with best practice. 

As noticed before, the disclosure of corporate governance forms a major part of information disclosure in securities market. From this point of view, to study the relevant documents of UNCTAD may help China to maintain a good disclosure regime.
Conclusion

It can be seen from the study, information disclosure regime in China has experienced several reforms, which promote it towards a healthy, just and transparent regime. Moreover, the basic framework has been established and played important role. However, with the new challenges from both external and internal aspects, or, national and international aspects, how can the regulatory regime play its full function should be examined carefully.  

At the same time, there are some good examples can be learnt for China; for instance, the regulatory regimes of Hong Kong and UK. The evolution of these regulatory regimes may give some useful notions to China (Mainland). To make a comparative study on these regimes will help China to accelerate the procedures of development. Moreover, to address the international standards will be another effective approach for China. On the other hand, to take a steady- going step is also need to be considered.

Hence, the further improvements of information disclosure system in China may focus on the following issue:

----Enhancing the function of supervisory body

----Minimizing the gaps between different legal sectors

----Promoting the legal awareness in the whole society 

----Establishing the modern investigation method in fighting against high-technology securities crime

----Developing the compliance profession; in particular, regarding to the disclosure issue
----Adopting the international standards for the financial documents
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