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Front-line Supervision of Stock Exchange and Accounting Conservatism

Evidence Based on Annual Report Inquiry Letter

JIANG Yonghong' , LIN Shuzhe®, MU Jingi'
(1. School of Economics, Jinan University, Guangzhou 510632, China;
2. Dongguan Tax Bureau, State Administration of Taxation, Dongguan 523000, China)
Abstract ;. The lack of conservatism of accounting information damage the interests of shareholders and creditors. How to carry out
effective supervision is a common focus of the academic and practical circles. This article empirically analyzes the effect of the
annual report inquiry letter on accounting conservatism in Shanghai and Shenzhen stock exchange, using A-share listed companies
from 2015 to 2019 as the research objects. The study found that, the annual report inquiry letter significantly improve the ac-
counting conservatism of the inquired company. Furthermore, the greater the number of inquiries for the same annual report, the
greater the number of questions in the annual report inquiry letter, the greater the effect of improving the accounting conserva-
tism. When the annual report inquiry letter require an intermediary agency to issue a verification opinion or the company’s post-
ponement letter, the greater the effect it has on accounting conservatism. Further analysis found that for companies with high debt
ratios and poor internal control quality, the annual report inquiry letter has a better supervision effect. At the same time, the su-
pervision relies on the information environment, and the effect is more obvious when the company’s information environment is
better. Besides, the mechanism test shows that the annual report inquiry letter improve accounting conservatism by reducing in-
formation asymmetry, improving the independence of independent directors in performing their duties, and strengthening
investors’ attention. The conclusion shows that the annual report inquiry letter can effectively improve the quality of listed compa-
nies, give full play to the front-line supervision, and provide policy ideas for the supervision to further “strengthen interim and
post supervision, improve hierarchical and classified supervision” and improve the accounting conservatism of listed companies.
Key Words: annual report inquiry letter; front-line supervision; stock exchange; accounting conservatism; information disclo-

sure; asset-liability ratio; investor concern; information environment
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