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ABSTRACT 

To explore the impact of financial risk indicator on Chinese listed company’s corporate 

transparency that means accounting information transparency, constructing a financial risk 

indicator system to verify the relationships between financial risk indicators and corporate 

transparency, which is a special perspective for Chinese current situation of accounting 

information disclosure. This paper discussed the importance of accounting information 

transparency, why we should know how financial risk indicators impact the information disclosure, 

and further verified the relationships between them. Finally, the result got is that financial risk 

indicators are related to the quality of accounting information transparency. 
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I. INTRODUCTION 

This paper investigates the impact of financial risk indicators on Chinese listed company’s 

information disclosure. Here, information disclosure means that enterprises provide important 

accounting information that directly or indirectly affects users' decisions to information users in 

the public reports, which is also called accounting information transparency. It will impact the 

investor’s decision. The key to the quality of accounting information transparency lies in whether 

the disclosure is true and reliable, whether the disclosure is enough and timely, and whether the 

objects of information disclosure are fair. The accounting information disclosure system originates 

from the separation of enterprise ownership and management rights. Meanwhile, this system is 

formed from the formation of the principal-agent relationship. It is a crucial reference and standard 

for external users to evaluate a company whether the company is worth investing in, why 

information users require it to have reliability, comparability, relevance, timeliness and other 

quality characteristics. 

 In other words, accounting information transparency is an important index to evaluate the 

quality of a listed company’s financial reports, like balance sheet, income statement, the statement 

of shareholder’s equity, and so on, it is not only the standard to measure the quality of accounting 

information transparency, but also the premise and basis to ensure the effective performance of 

the contract. As we all know, among all kinds of economic information needed by people to 

engage in current economic activities, accounting information accounts for more than 70% of the 

total amount of information. The quality of accounting information is the life of the accounting 

work, and the quality of accounting information is closely related to whether accounting can 

achieve its goals and play its role successfully. The previous paper investigates corporate 

transparency, it analyses the change of accounting information transparency from different aspects, 

like CIFAR, DISCL, GOVERN, MEASURE, TIME, and AUDIT. The first three variables are 

three-level methods that are used to measure the intensity of a listed company’s information 
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disclosure. The remaining three variables represent, respectively, the transnational differences 

caused by different accounting principles in different in-country, the timeliness of financial reports 

and a measure of the reliability of financial accounting disclosure. Its definition is based on the 

share of total value audited by the country which is represented by five major accounting firms. 

As we all know, investors can evaluate one company’s financial risk from accounting information 

disclosure, which shows that accounting information transparency will influence investors’ 

decisions. Some companies may try to attract more external users with good but false accounting 

information by hiding the truth, like hiding expenses or liability. Therefore, whether or how the 

financial risk indicators can affect the quality of accounting information transparency has become 

a meaningful issue that is worth to discuss.  

The financial risk indicator is a financial analysis method based on generalized financial 

activities, which sets sensitive financial indicator and observes its changes from the dynamic and 

long-term perspective, and monitors and forecasts the potential or upcoming financial crisis of an 

enterprise. It has four principles that should be obeyed when a listed company selects indicators 

to conduct financial monitoring. It is the unification of financial indicators and financial warning 

models. The former one is the embodiment of the enterprise’s financial evaluation and analysis 

system to the financial risk report. The latter one is based on the combination of multiple financial 

indicators, then select multiple enterprise samples and establish a multivariate mathematical 

model. And the goal is to make a more comprehensive and in-depth analysis of an enterprise 

financial risk that has the value of macro analysis. The purpose of analyzing financial risk 

indicators is to identify the potential financial risks of enterprises by setting early-warning and 

alarming index of financial risks on the basis of detecting the financial status and financial results 

of enterprises, so as to provide a decision basis for financial risk management, prevent and reduce 

risk. 
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To verify the relationship between financial risk indicators and accounting information 

transparency, the simple financial risk indicator system should be constructed. This system should 

have the ability to reflect the company’s capital structure, operating capacity, profitability, growth 

capacity, and cash flow. And the final result is that the financial risk indicators have negative 

relationships with the quality of accounting information transparency, which means the greater 

financial risk indicators, the lower the quality of accounting information transparency. 

This paper comes up with a new special perspective to discuss the research on accounting 

information transparency about the relationship between the financial risk indicators and 

accounting information transparency. At the same time, this research puts forward a general 

research direction for future researchers who want to start a further study of accounting 

information transparency. The current accounting information disclosure system in China is not 

very standardized, there are a lot of problems existing in the market, which are untrue information, 

inaccurate information, inadequate information, incomplete document and not disclose timely. 

Investigating the impact of financial risk indicators on Chinese listed company’s accounting 

information transparency will help people in related industries and the general public know how 

the financial risk indicators change the accounting information transparency. Through the research 

about the relationship between them, it can provide more useful references for the formulation and 

improvement of Chinese future accounting standards and the improvement of the accounting 

information disclosure system, so as to enhance Chinese listed company’s accounting information 

transparency. Meanwhile, promoting the healthy development of the Chinese capital market. 

In the last section, this paper completes the paper with a brief discussion of our intended 

contribution, limitations, and opportunities for future research. 
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II. LITERATURE REVIEW 

 2.1 Origin of accounting information disclosure abroad  

Investors need relevant and useful information to help them make the decision to invest. Since 

SEC establishment, the Committee has required companies that list or trade their securities to 

comply with their initial and ongoing information transparency obligations in order to prevent 

misleading or incomplete financial reporting and facilitating help investors make decisions (Levitt, 

1997). At the same time, he who is the former SEC chairman states that accounting information 

should have transparency.  

The transparency of accounting information of a listed company should include the 

following characteristics, which are availability, understandability, relevance, high quality, and 

reliability (Tara and Daniel, 1999). Accounting information transparency is defined as providing 

specific information of the listed companies to people outside, which contains two parts, which 

are financial and governance transparency. For financial transparency, it reflects the strength and 

timeliness of financial disclosure of a company. For the governance transparency, it reflects the 

degree of governance disclosure used by external investors to hold executives and directors 

accountable. It should be considered by 5 different variables which are CIFAR, DISCL, and so on 

(Bushman et al, 2004). Another study finds that enhance common-law disclosure standards 

reduces the agency costs of monitoring managers, which makes the obvious advantages of closer 

shareholders to managers contacting in code-law countries (Ball et al, 2000). 

Different capital markets, accounting standards, disclosure practices, and corporate 

governance will cause obviously differences in the usefulness of accounting earnings. Therefore, 

uniform financial reporting requirements may not be optimal among countries with different types 

of investors (Alford et al, 1993). The different countries should build up accounting standards, 

accounting information transparency, and other principle based on their own countries’ specific 

situations. 
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2.2 Four Main Perspectives of accounting information disclosure 

Disclosure Motivation  

Investigate the accounting information transparency from the perspective of disclosure motivation, 

the previous paper provides a lot of ideas. Verecchia (1983) finds that the market competitive 

position of the listed company's products will have a strong impact on accounting information 

disclosure. If it is expected that the disclosure of accounting information will damage its 

competitive position which will reduce the competitiveness of its products compared with the 

competitors, the managers of the company will have a larger motivation to hide the information. 

Even if the company will pay a high price, the company will still choose to conceal relevant 

information for accounting information disclosure.  

In general, if conceal relevant information can help the company make more profits, the 

managers will have greater motivation to hide relevant accounting information and provide untrue 

and incomplete accounting information disclosure to their external users. In addition, Skinner 

(1994,1997) states that companies with poor performance tend to report bad news sooner than 

those with good performance. 

Financial Situations 

From the financial perspective of a company, which is considering accounting information 

disclosure from financial situations which include earning power, debt-to-equity ratio, auditing 

opinion, and so on.  The study by Chow et al (1987) provides evidence about accounting 

information disclosure will be influenced by the debt-to-equity ratio which is a factor to measure 

a company’s financial condition.   

Corporate Governance 

From the perspective of corporate governance to discuss the accounting information. The scale of 

the manager, that is, the board of directors will affect the disclosure of accounting information. 

The too large or too small a scale is not conducive to improving the disclosure of accounting 
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information (Jensen et al, 1976). However, Fama and French (1992) state that with the increase of 

outsider directors, the efficiency of dealing with relevant affairs and businesses will also increase, 

which will promote the transparency of accounting information. The good news and bad news will 

influence the forecast from the managers, for example, the shareholding of the external 

users(shareholders) is high or low. This kind of information will promote a company to conduct 

and release earnings forecast information (Ruland et al, 1990). If there are differences between 

the predictions by the manager and the actual results, the manager will correct the forecast. If these 

two things are the same in general, the situation is called the prediction be confirmed. There are 

many other different factors that can influence the prediction from the managers and board of 

directors in real life. Because institutional investors have a large responsibility to be entrusted and 

a large basis of resources, they have a very strong desire to know a company’s accounting 

information which disclosure is to help them make decisions. Gazzar (1998) has a statement about 

the institutional investors will promote the voluntary improvement of the accounting information 

disclosure.  In different countries, the situation about voluntary accounting information disclosure 

generally follows the same principles.   

Characteristics of the Company 

Considering what determines the accounting information disclosure from the company’s 

characteristics perspective, which always includes the concentration of the industry, the scale of 

the company, the level of economic development in the region and the diversification level of the 

company, and so on. Patricia and Lucia (2007) takes Portuguese listed companies as the sample 

to investigate the influencing factors of the level of accounting information disclosure and finds 

that the level of information disclosure is mainly affected by the scale of the company, the auditors 

and the listing situation. At the same time, the structure of corporate governance and financial 

aspects have little impact on it. The level of voluntary information disclosure is related to the scale 

of the company and financing needs (Lang and Lundhollm, 1993). In the study of Mexican listed 
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companies, Chow and Wong-Boern (1987) find that the voluntary disclosure level of the sample 

listed companies is significantly related to the size of the company. 

Additional Perspectives 

There are many other perspectives that can be considered to influence the accounting information 

disclosure, such as cultural background, government intervention, market forces, legal 

environment, etc. For example, different cultural will cause a different attitude towards accounting 

information transparency; the Government wants to create a much better environment about 

accounting information disclosure, which will publish a series of principles or laws to influence 

the voluntary disclosure of accounting information. External transactions in the market will also 

affect the degree of accounting information disclosure 

2.3 Current Situation of Chinese Listed company’s accounting information disclosure  

Compare with other countries, like America and Australia, China starts to pay attention to the 

transparency of accounting information very late, which causes many problems with our country’s 

accounting information transparency still existing in China. There are not many types of research 

on accounting information transparency in China. Chinese scholars also mainly study from the 

perspectives of corporate governance, financial situation, information disclosure’s law 

environment, etc. The amount of study from the perspective of financial risk indicators is also not 

too much.  

2.4 Problems of Chinese Accounting Information Disclosure 

Untrue Information Disclosure  

The falsity of information disclosure of Chinese listed companies is one of the most serious and 

harmful problems. Managers and actual owners of companies have different goals and motivations 

because ownership and management rights of listed companies are separated. Under the influence 

of interest conflicts, managers of the companies will risk disclosing some false information for 
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their own interests, and even use improper accounting methods, such as underestimating losses, 

overestimating profits, and hiding risks to confuse investors and make the wrong decision.  

Public accounting information transparency is a more possible way to solve the problem 

with asymmetry. The cost of timely public accounting information transparency is lower. “Noise” 

in annual stock returns as a measure of market-valued income may be a correlated omitted variable 

for transparency (Ball et al, 2000).  

Irregular Information Disclosure 

Although China's securities law has been published and implemented, the information disclosure 

system is not completely unified due to the complicated actual situation. For the regulatory 

requirements of information disclosure of listed companies, the government has issued many laws 

and regulations in this filed, and also issued many documents in this file, but it has not attracted 

many corresponding attentions of listed companies.  

Many companies do not take this seriously, they do not care about the content or time of 

information disclosure which takes a lot of randomnesses. Even internal information and sensitive 

information will be disclosed to the outside, which will bring about the instability of the securities 

market and the increase of market risk. The basic reason is that Chinese listed companies do not 

pay enough attention to the disclosure of corporate social responsibility information and still not 

understand the importance of accounting information disclosure to the Chinese market. 

Incomplete information Disclosure 

More than half of the Chinese interviewed enterprises believe that there are serious insufficient 

and incomplete problems existing in the process of accounting information disclosure of Chinese 

listed companies. They are specifically reflected in the omission or intentional concealment of 

information required to be disclosed by laws and regulations, which include related parties’ 

transaction information, external guarantee matters, and the intentional concealment of important 

accounting information by enterprises on the basis of protecting trade secrets. 
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2.5 Research on Financial risk indicators in China 

In China, many scholars have constructed a good early-warning model of financial risk by 

confirming repeatedly. The financial risk model constructed by debt ratio, current ratio, return on 

equity, working capital/total assets and total asset turnover have a good prediction effect (Yang, 

2018). The study and improvement of financial risk indicators can help corporate better conduct 

financial management, find potential financial risks, and adjust management decisions in time 

(Wei and Li, 2009). With higher Financial risk, managers will choose less precise forms for 

accounting information transparency. Compared with good news, bad news matters more in 

transparency (Zhou and Gao, 2009). Different factors, like debt ratio and current ratio, weigh 

different will have different results (Yang, 2018). 

 For the perspectives of corporate governance, the financial situation of the company, there 

is a lot of overlap with the situation abroad in China. In fact, when companies face a greater risk, 

the motivation to hide information will increase accordingly. Therefore, it is meaningful to study 

information disclosure from the perspective of financial risk indicators.  

There are four principles for financial risk indicators, which are predictability, sensitivity, 

compatibility, and stability. 

Predictability principle 

The predictability principle in the direction of a corporate’s risk analysis. It means that the change 

of selected financial indicators should be ahead of the actual corporate’s financial activities of the 

corporates and its problems. This requires that the selected indicators can accurately predict the 

changes and trends of enterprises' financial status, and effectively define the reasonable limits of 

stable development of enterprises' production and operation. 
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Sensitivity principle 

The sensitivity principle is the fundamental purpose of enterprise financial analysis, which means 

that the selected financial indicators can quickly and clearly reflect the financial status of the 

enterprise. On the basis of this principle, the allocation of enterprise resources can be assigned in 

time by changing the control parameters and variables of its financial system. This is a kind of 

abnormal change of enterprise financial situation that can be converted and controlled so that the 

change of enterprise financial situation can always run in a reasonable confidence interval. 

Compatibility principle 

The compatibility principle means that risk indicators can coordinate and cooperate with each 

other. When analyzing financial risk indicators, enterprises should ensure that the business areas 

that may generate financial risks are included in the scope of the investigation. This requires that 

the selected indicators include not only the traditional indicators that reflect the solvency, 

profitability and operating capacity of enterprises, but also the indicators that reflect the growth 

capacity of enterprises. It includes both static and dynamic indicators.  

Stability principle 

The stability principle is an important condition to evaluate the operation effect of the corporate’s 

financial risk index. Corporates should first pass the relevant financial operations, the selected 

indicators of the change range of scientific, effective division, is able to maintain a relatively stable 

index in a long operating cycle. 

2.6 Foreigner Information Accounting Disclosure System 

Transparency and disclosure evaluation system 

Standard and poor’s T & D rate divided evaluation indexes into three main categories, which 

include ownership and investor relations, financial and information disclosure, and board of 

directors and management structure. Each category includes a lot of specific indicators that are 98 

standards of information in total. If the company issue the information in these 98 standards will 
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earn a grade, finally can calculate the total grade of transparency and disclosure evaluation. This 

method main rates the substitution variables of accounting information transparency, but it does 

not evaluate the quality of information disclosure. 

Disclosure Scoring System of The Center for International Financial Analysis and Research 

CIFAR is used by Bushman et al (2004) to rate the information disclosure, which mainly used to 

evaluate the level of information disclosure in various countries. The index of CIFAR according 

to the theoretical analysis of selected 90 important disclosure project in advance, and then based 

on these standards, making statistics of these projects in a number of disclosures in annual reports, 

larger amount of the standards, the CIFAR index is larger. It represents the higher the transparency 

of accounting information, while the disclosure of the score in the investment and theory is widely 

applied, but it likes the T&D disclosure rate system, it emphasized that the amount of accounting 

information disclosure, but do not pay attention to the quality of accounting information disclosure. 

The investment management and research association's disclosure index 

The Association for Investment Management and Research is composed of some experienced 

buyer and seller financial analysts. Its most important purposes are to promote and improve the 

quality of reporting and disclosure of listed companies. The committee will track and investigate 

the accounting information disclosure of listed companies every year and evaluate their 

accounting information disclosure. AIMR divides the company's information from three standards, 

which are annual information, quarterly report and other voluntary disclosure information, and 

investor relationship. Then, AIMR forms different analyst teams in different industries to score 

different listed companies and uses a weighted method to get the overall score and industry 

ranking results of the listed company's accounting information disclosure.  

AIMR has great authority on the rating results of accounting information disclosure of 

listed companies. From the perspective of foreign studies, most of the empirical studies related to 

accounting information transparency mostly use the rating results as the indicators to measure 
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accounting information transparency. For example, Lang and Lumdholmn (1996) use this standard 

in their research. 

2.7 Chinese Accounting Information Disclosure System 

From 2001, Shenzhen Stock Exchange begins to rate the level of listed companies’ accounting 

information disclosure of the exchange and combines the quality characteristics of accounting 

information and the disclosure rules of the listing to develop its own evaluation of accounting 

information disclosure system. Shenzhen Stock Exchange gives listed companies who have very 

good accounting information disclosure “A” and it gives listed companies who have good 

accounting information disclosure “B”.  The listed companies who have general accounting 

information transparency will be rated “C” and who have bad accounting information disclosure 

will be rated “D”. The Shenzhen Stock Exchange tracks the accounting information disclosure 

behavior of listed companies annually, including mandatory accounting information disclosure 

and voluntary information disclosure. It scores listed companies’ level of accounting information 

transparency from many aspects, such as timeliness, information accuracy, integrity, legitimacy, 

and so on. 

In addition, the Chinese Economic Observer Research Institute has released the evaluation 

results in 2004 on the investment trust of listed companies through the investigation of the integrity, 

quality of information disclosure, competitiveness and other conditions of listed companies. 

Although it is not perfect yet, China's accounting information disclosure rating system is 

improving step by step. 

 

III. HYPOTHESIS DEVELOPMENT 

The greater the financial risk indicator an enterprise faces, the transparency of accounting 

information is lower.  

The hypothesizes of different financial risk indicators are showed below: 
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H1: The lower the equity multiplier, the higher the accounting information transparency. 

H2: The higher the total assets turnover, the higher the accounting information transparency. 

H3: The higher the current assets turnover, the higher accounting information transparency 

H4: The higher the return on equity, the higher accounting information transparency 

H5: The higher the sales growth rate, the higher accounting information transparency 

H6: The higher the cash flow from operating activities per share, the higher the accounting 

information transparency quality. 

 

IV. RESEARCH METHODOLOGY 

The models used are that: 

𝐴𝐼𝑇𝑖 = 𝑎0 + 𝛽1𝐹𝐼𝑁𝑅𝐼𝑆𝐾𝐼𝑁 + 𝑒𝑖 

where the AIT is the quality of accounting information transparency, and FINRISK is the 

financial risk of the company.  

To verify the financial risks of the listed companies, constructing a financial risk indicator 

system (Yang, 2018) that is including capital structure, operating capacity, profitability, growth 

capacity and cash flow (Wei and Li, 2009). 

FINRISKIN= 𝑎0 + 𝑎1𝑋1𝑖 + 𝑎2𝑋2𝑖 + 𝑎3𝑋3𝑖 + 𝑎4𝑋4𝑖 + 𝑎5𝑋5𝑖 + 𝑎6𝑋6𝑖 + 𝑒𝑖 

where the X1 is equity multiplier, X2 is total asset turnover, X3 is current asset turnover, 

X4 is the return on equity, X5 is the revenue growth rate of the main business, X6 is cash flow per 

operating activity, and i equal 2005, 2006, ……,2018. More details about the variables are in 

Table 4 in Appendices. 

 

V. EMPIRICAL RESULTS 

The initial data that includes equity multiplier, current asset turnover, total asset turnover, return 

on equity, sales growth rate and cash flow from operating activities per share of Chinese list 



Page 14 of 22 
 

companies are collected from CSMAR. And the data about Chinese listed companies’ level of 

accounting information transparency, Shenzhen Exchange from December 31, 2005, to December 

31, 2018, which includes all data of the listed company in China. After deleting the B type share, 

ST and financial companies missing values, there are 2128 companies and 10,613 observations in 

Table 1. From Table 1, we can see the sample fluctuates a lot. Here, ST means “special treatment”.  

On April 22, 1998, the Shanghai and Shenzhen Stock Exchanges announced that they 

would give special treatment to the stock trading of listed companies with abnormal financial 

conditions or other conditions. Because these companies have "special treatment", the 

abbreviation should be preceded by "ST".  

If any stock with the name of the “ST” that is a warning to the market, investing this stock 

has a large risk. It is as a warning, telling investors this kind of stock has big earnings but also 

risky. If add “*ST” is the stock, it means that the stock has delisting risk and investors are expected 

to be alert. In the specific situation is that the financial statements submitted by the company to 

the CSRC in April will lose money for three consecutive years, which will lead to the risk of 

delisting.  

In any stock list, “*ST” means the company has suffered losses for three consecutive years. 

“ST” means the company has suffered losses for two consecutive years, which should be specially 

treated. “S*ST” means the company has been operating at a loss for three consecutive years, and 

delisting warning and has not yet completed the reform. “SST" means the company has been 

operating at a loss for two consecutive years and has not completed the reform of the stock market. 

“S” means share reform has not been completed.  

The point needed to out is, special treatment is not to the punishment to appear on the 

market company, and just to appear on the market the condition of a kind of objective disclosure. 

Its purpose is to remind investors of the risk of the market and guide investors it can resume normal 

trade when carrying on rational investment if the company unusual condition eliminates.  



Page 15 of 22 
 

Table 1: Summary statistics  

     N   Mean   St. Dev   Median   min   max 

 id 17383 71357.16 126000 2237 2 300760 

 eq 17383 2.022 2.468 1.615 -33.32 161.511 

 cat 17374 1.261 1.114 .992 0 29.082 

 tat 17374 .68 .576 .558 0 12.373 

 roe 17329 .073 .29 .078 -21.998 2.529 

 sgr 16081 1.775 122.06 .139 -1 14883.06 

 cashfps 17383 .336 .939 .263 -16.345 16.294 

Note. eq represents equity multiplier. cat represents current asset turnover. tat represents total asset 

turnover. roe represents return on equity. sgr represents sales growth rate. cashfps represents cash 

flow from operating activity per share. 

 

The Chinese listed companies have the accounting information transparency level started 

in 2001. According to the accounting information transparency rated by the Shenzhen Stock 

Exchange, there have 4 levels for accounting information transparency quality that is A, B, C, and 

D (source: http://www.szse.cn/disclosure/supervision/check/index.html). In this form, A 

represents very good, B represents good, C represents general, and D represents bad.  

Letters cannot be used directly for regression analysis. Therefore, dummy variables needed 

to use to makes them quantized. Assign A to 3, B to 2, C to 1, and D to 0. 

From Table. 2, there is no significant weak correlation between variables that is a low 

correlation, which can be regarded as no multicollinearity problem. So, they can be included in 

the same regression model for testing. Multicollinearity problem means that the model estimation 

is distorted or difficult to estimate accurately because of the exact correlation or high correlation 

between explanatory variables in the linear regression model. Complete collinearity is not very 

common, generally occurs in a certain degree of collinearity, that is, approximate collinearity. 

That's the situation of this research. 
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Table 2: Matrix of correlations  

  Variables   (1)   (2)   (3)   (4)   (5)   (6) 

 (1) eq 1.000 

 (2) cat 0.037 1.000 

 (3) tat 0.044 0.788 1.000 

 (4) roe -0.110 0.060 0.084 1.000 

 (5) sgr 0.018 -0.007 -0.004 0.009 1.000 

 (6) cashfps -0.018 0.154 0.066 0.107 -0.028 1.000 

 

Note. eq represents equity multiplier. cat represents current asset turnover. tat represents total asset 

turnover. roe represents return on equity. sgr represents sales growth rate. cashfps represents cash 

flow from operating activity per share. 

  

 Table.3 presents the regression analysis results with the level of accounting information 

transparency. Equity multiplier (eq) has a negative strong correlation with accounting information 

transparency level which is p<0.01. Equity multiplier represents total assets equivalent to the 

multiple of shareholders' equity, which can represent a company’s capital structure. 

The capital structure represents the value composition and proportion of each capital of an 

enterprise. The reasonable arrangement of creditor's right capital can help enterprises to obtain 

financial leverage benefits, thus increasing the value of the company. Among the quality 

characteristics of the capital structure, it is worth paying attention to the financial leverage status 

and financial risks of enterprises, as well as the adaptability with the future financing needs and 

future development of enterprises. The adaptability of the internal structure and future 

development of the owner's equity. 

Here, equity includes liabilities and owners' equity. A large equity multiplier means that 

the owners account for a small amount of equity in the total assets while the creditors account for 

a large amount of equity (liabilities). In other words, the total amount of assets is mostly belonging 

to other people, is the debt owed, when the equity multiplier is countless large, that means 

insolvency. So, the bigger the equity multiplier, the worse the solvency, of course, that indicates 

higher financial risks. It is an important sign to reflect the financial situation of a listed company 

whether it can repay its debts in time. Through the analysis of solvency, we can examine the ability 
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and risk of the sustainable operation of a listed company, which is helpful to predict the future 

earnings of the listed company. The solvency of a listed company includes two aspects: short-term 

solvency and long-term solvency. 

Total asset turnover (tat) has a positive strong correlation with accounting information 

transparency level (p<0.01) which represents a greater financial risk indicator, the lower 

accounting information transparency level. Total assets turnover refers to the ratio between the 

net business income and the average total assets of an enterprise in a certain period. Total asset 

turnover is an important index to evaluate the operation quality and utilization efficiency of all 

assets. The higher the turnover rate, the faster the turnover of total assets, reflecting the stronger 

sales capacity.  

Listed companies can speed up the asset turnover rate and increase the absolute profit 

through the way of small profits but quick turnover (return). Therefore, the higher the total asset 

turnover is the lower the financial risks.  

The higher the total assets turnover is, the better the listed companies’ operating capacity 

will be. And it is more likely to attract the attention of investors and financial analysts. Therefore, 

it needs to disclose more relevant information and thus tend to disclose high-quality accounting 

information. The lower this ratio, the lower the utilization rate of all assets, the lower the future 

profit, the weaker long-term operating capacity, and the less likely the listed company is to 

disclose high-quality accounting information. 

Return on equity (roe) has a positive strong correlation with accounting information 

transparency level (p<0.01) which represents a greater financial risk indicator, the lower 

accounting information transparency level. Return on equity is the percentage of net profit to 

average shareholders' equity and the percentage of a company's after-tax profit divided by its net 

assets, which reflects the level of return on shareholders' equity and measures the efficiency with 

which a company uses its own capital.  
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Return on equity can represent the profitability of a listed company, which is the crucial 

ability to the success of the listed company, which refers to the ability to obtain profits. Only the 

long-term profitability, a listed company can achieve real sustainable operation. Therefore, 

external users take it seriously. Generally, the higher the return on equity, the higher the return on 

investment which represents lower financial risks. 

Cash flow from operating activities per share has a positive strong correlation with the 

level of accounting information transparency (p<0.01), which can represent that if a listed 

company has a greater financial risk indicator, the lower level of their accounting information 

transparency of the listed company.  

From Table 3, we can see that. Cash flow from operating activities per share is the ratio of 

net cash flow from operating activities to total equity and is used to reflect a company's ability to 

pay dividends and capital expenditure. In general, the higher the ratio, the stronger the company's 

ability to pay dividends and capital expenditure which will have lower financial risk. In the 

development process of modern enterprises, it is cash flow that determines the rise and fall of 

enterprises and reflects the essence of enterprises most. Among numerous evaluation indexes, the 

evaluation based on cash flow is also the most authoritative. 

From Table 3, current asset turnover(cat) and sales growth rate (sgr) have no significant 

relationship with the level of accounting information transparency, which means that the 

hypothesizes 3 and 5are false. 
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Table 3: Regression of Financial risk indicators on the level of the accounting information 

transparency  

 (1) (2) 

VARIABLES level level 

   

eq -0.020*** -0.020*** 

 (-9.457) (-2.979) 

cat -0.006 -0.006 

 (-0.768) (-0.805) 

tat 0.086*** 0.087*** 

 (6.009) (4.963) 

roe 0.357*** 0.358** 

 (19.137) (2.404) 

sgr -0.000 -0.000 

 (-0.219) (-0.411) 

cashfps 0.064*** 0.064*** 

 (12.204) (8.157) 

Constant 1.776 2.753*** 

 (0.000) (73.943) 

   

Observations 16,013 16,028 

R-squared 0.090 0.090 

Year FE YES YES 

Industry FE YES YES 

   

t-statistics in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 

Note. eq represents equity multiplier. cat represents current asset turnover. tat represents total asset 

turnover. roe represents return on equity. sgr represents the sales growth rate. cashfps represents 

cash flow from operating activity per share. 

 

VI. CONCLUSIONS 

This study chooses the Shenzhen Stock Exchange accounting information disclosure evaluation 

results as indicators of the accounting information transparency, and A-share main board listed 

companies as the research objects, build up a reflection of the company's financial risk index 

system, establish the empirical model, conducted descriptive statistical analysis, correlation 

analysis, and regression. Through analyses 2182 sample companies from December 31, 2005, to 

December 31, 2018, the empirical results show that the equity multiplier, total asset turnover, 

return on equity and cash flow from operating activities per share have a significantly stronger 

relationship with quality of accounting information transparency all the time.  
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These indicators chosen are reflecting listed companies’ financial risks of the five aspects that are 

capital structure, operating capacity, profitability, growth capacity, cash flow. Among the result, 

the equity multiplier has a negative influence on the quality of information disclosure. Total asset 

turnover return on equity and cash flow from operating activities per share have a positive 

influence on quality information disclosure. They test the hypothesis 1, 2, 4, and 6. 

 This paper mainly demonstrates the impacts of financial risk indicators on Chinese listed 

company’s accounting information transparency, some useful conclusions are come up with. At 

present, China still has a lot of serious problems with accounting information transparency. People 

in related industries need to make a huge effort to find an appropriate way to improve this kind of 

situation. 

 Because of personal ability and some objective factors, this paper has many limitations. 

The first is that financial ratios vary by industry because different industries have different 

characteristics. This paper analyses be different kinds of industries together, such as agriculture, 

forestry, animal husbandry, fishery, manufacturing, real estate, and so on, which do not analyze 

each industry separately. The second limitation is that the selected measurement indicators to 

represent financial risk are not comprehensive enough because China has not yet established a 

unified financial risk theory guidance system, the relevant indicator system standards are not 

consistent. 
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APPENDICES 

Table 4: Variables Description 

Variable  Description Expected Coefficient 

Sign 

Equity Multiplier (X1) Total asset/Stockholder’s equity - 

Total Asset Turnover (X2) Net operating revenue/Average 

total asset 

+ 

Current Asset Turnover (X3) Sales revenue/Average balance 

of current assets 

+ 

Return on Equity (X4) Net profit/average shareholder’s 

equity*100% 

+ 

Revenue Growth Rate of 

Main Business (X5) 

(this period main business 

income- previous period main 

business income)/ this period 

main business income*100% 

+ 

Cash Flow from Operating 

Activities Per Share(X6) 

Net cash flow from 

operating/Number of common 

shares 

+ 
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