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ORIGINAL ARTICLE

Study on the Financial Performance of Yunnan Baiyao in the Context 
of Mixed Ownership Reform
Ni dan

Yangzhou University; Yangzhou, Jiangsu 225000, E-mail:19825302287@163.com

Abstract: Since the 18th Party Congress, the reform of state-owned enterprises has entered a pilot phase and 
accelerated. To improve corporate performance, a large number of outstanding enterprises have carried out mixed 
ownership reform. As a major restructured enterprise in Yunnan Province, Yunnan Baiyao's performance capability 
has been declining year by year under the influence of medical industry consolidation, but its brand value is high, so 
Yunnan's state-owned assets department has carried out mixed ownership reform of Yunnan Baiyao in order to be able 
to improve the financial performance of the enterprise. Using Yunnan Baiyao as a case study, this paper describes the 
process and motivation of the mixed ownership reform of Yunnan Baiyao, and analyzes the financial performance of 
Yunnan Baiyao before and after the mixed ownership reform in four dimensions, including profitability, solvency, 
development, and operational capacity, and the results show that the financial performance of the enterprise has been 
enhanced after the mixed ownership.

Keywords: mixed ownership reform; financial performance; development capacity

1. Introduction
In November 2013, the Third Plenary Session of the 18th CPC Central Committee adopted the "Decision of the 

CPC Central Committee on Several Major Issues of Comprehensively Deepening Reform", which also pointed out 
the requirement of "actively developing mixed ownership economy", and in September 2015, the central SOE reform 
program was implemented and provincial SOEs became the focus of a new round of reform. In January 2016, the 
Yunnan provincial government responded to the call of the central government and issued supporting documents to 
promote the reform of state-owned enterprises, including Yunnan Baiyao, and in October 2019, the State-owned Assets 
Supervision and Administration Commission (SASAC) formulated the "Operational Guidelines for Mixed Ownership 
Reform of Central Enterprises", which led to a new phase of state-owned enterprise reform and the opening of a 
comprehensive deepening of reform, all of which established policy support for the implementation of mixed reform of 
state-owned enterprises.

As of May 2021, several SOEs have completed their mixed ownership reforms. However, whether there is a 
significant improvement in the financial performance of firms before and after the hybrid reform has been intensely 
discussed by many scholars from multiple perspectives. Jensen et al. (1976) argued that at the corporate governance 
level, how the equity structure is arranged has a significant impact because a reasonable configuration of the equity 
structure will have a decisive role in upper-level resolutions such as corporate investment decisions, which in turn 
affects corporate governance, and corporate financial performance. [1] Megginson (2001) pointed out through a study 
that the entry of private capital, in whole or in part, into state-owned enterprises will establish joint-stock companies 
and improve corporate performance [2].Byung-Yeon Kim et al. (2012) found that market-oriented SOEs outperformed 
typical SOEs, which suggests that the introduction of non-state capital into SOEs can improve corporate governance. 
The introduction of non-state capital such as private strategic investors helps them to play an active role in participating 
in corporate governance. [3] In terms of mixed ownership reform and financial performance, Guy S. Liu, John Beirne, 
and Pei Sun (2015) show that mixed ownership is the best performing form of capital composition among Chinese firms 
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today, using a sample of over 1100 Chinese firms. Reform can lead to optimal firm development [4] .Duc Nam Phung and 
Ani1 v Misshra (2016) used the construction of a double difference model to argue that diversifying the equity structure 
of listed companies in Singapore will have a positive effect on the improvement of the financial performance of firms. 
Therefore firms need to make full use of the equity structure mix as a way to carry out reforms. [5]

In summary, the views of scholars differ on the financial performance of firms after mixed reform. This paper 
uses Yunnan Baiyao as a case study of mixed ownership reform, aiming to analyze its impact on corporate financial 
performance before and after the mixed reform. It is also used as a case study hoping to provide experiences and lessons 
for the mixed ownership reform of state-owned enterprises.

2. History and motivation of Yunnan Baiyao's mixed ownership reform
2.1	Basic	information	of	the	three	parties	of	the	hybrid	reform

2.1.1 Yunnan Baiyao Overview
Founded in 1902, Yunnan Baiyao was one of the first national innovative enterprises by virtue of its "Baiyao secret 

recipe" and was successfully restructured in 1993 and listed on the Shenzhen Stock Exchange (stock code: 000538) as 
the first listed company in Yunnan. After more than 50 years of development, the main business in the development of 
the pharmaceutical industry is clear, mainly divided into four segments: pharmaceuticals, health products, traditional 
Chinese medicine resources and pharmaceutical logistics, and the business scope has been continuously expanded in 
the later stage of development and now covers the field of large medical devices. At present, it is the most powerful and 
influential large industrial and commercial pharmaceutical enterprise in Yunnan Province.

2.1.2. Introduction of New Huadu Industrial Group
In 1995, Xinhuadu was established as the first department store. In 1997, Xinhuadu established Xinhuadu Industrial 

Group after reorganizing and restructuring some of its high-quality assets, which is a group company with retail as the 
main industry. So far, the business field has been expanded from department stores and supermarkets to engineering 
machinery and real estate industries, and actively involved in tourism development companies and mining.

2.1.3. Introduction of Jiangsu Yuyue Technology Development Co.
Ltd. was established in 1998, and in 2008, Yuyue Medical stock was listed on the Shenzhen Stock Exchange 

(stock code: 002223), which is a company integrating home medical care, clinical medical care, life rescue and 
Internet medical care. With the development of the company, the technological innovation of existing products and the 
development of new products are constantly enhanced.

2.2 The history of Yunnan Baiyao's mixed ownership reform
（1）2016-2017 Capital increase
In December 2016, Yunnan Baiyao chose to take the lead in reform at the level of the controlling parent company 

- Baiyao Holdings. In March 2017, Xinhuadu formally increased its capital to Baiyao Holdings. in June 2017, in order 
to introduce a strategic investor with a medical background, Jiangsu Yuyue increased its capital to Baiyao Holdings by 
RMB 5.638 billion, accounting for 10% of Baiyao Holdings' shares, becoming the third largest shareholder of Baiyao 
Holdings. the introduction of two private companies The introduction of two private companies has changed the capital 
structure of Baiyao Holdings. The introduction of two private companies changed the capital structure of Baiyao 
Holdings. The equity structure of Yunnan SASAC and the two private companies is 45%, 45% and 10% respectively. 
This investment redistributes the equity of Baiyao Holdings to achieve the effect of equity checks and balances.

（2）2018.09-2019.07 Company listing 
In November 2018, Yunnan Baiyao achieved the absorption of Baiyao Holdings by exchanging 1 share for 1 share 

to the three major shareholders of Baiyao Holdings, namely Yunnan SASAC, Xinhuadu and Jiangsu Yuyue. In July 
2019, in order to reduce the pressure of interbank competition, Yunnan Baiyao was listed as a whole.

2018.11-2019.12 Employee shareholding 
In 2018, we launched the employee stock ownership plan proposal and formally implemented the employee stock 
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ownership plan in 2019 to repurchase 3,301,001 shares of the company with our own funds, accounting for 0.26% of the 
total share capital of the company, and the repurchased shares were transferred to the special account of "Yunnan Baiyao 
Employee Stock Plan" in the form of non-trading transfer. In 2020, the company completed the registration of the first 
batch of stock incentive grant, and the first batch of incentive targets were 687 people. 687 people and 16,956,000 stock 
options were granted.

2.3 Motivation of Yunnan Baiyao's mixed ownership reform
2.3.1. Policy orientation
Since 2013, the state has gradually formed a system of "l + N" policy documents to deepen the reform of state-

owned enterprises, after the state particularly emphasized the importance of developing mixed ownership system in 
major conferences. In the context of the national policy call, in February 2016, Yunnan Provincial People's Government 
issued the "Implementation Opinions on the Development of Mixed Ownership Economy in State-owned Enterprises", 
and Yunnan Baiyao became a pilot of mixed reform in the relevant departments of Yunnan Province, which was 
approved and strongly supported by the Yunnan Provincial State-owned Assets Supervision and Administration 
Commission.

2.3.2. Industry promotion
During the "12th Five-Year Plan" period, a series of policies and measures were introduced to regulate the 

development of the pharmaceutical industry and adjust the structure of the pharmaceutical industry. Many medical 
reform policies have been implemented and drug prices have been adjusted downward. The sales revenue of the 
pharmaceutical industry dropped from 26.10% in 2011 to 9.00% in 2015, with a growth rate of 65.52%. Yunnan Baiyao, 
as a leading enterprise in the pharmaceutical industry, has been strongly impacted by the traditional pharmaceutical 
segment, and the growth rate of operating revenue and net profit has been decreasing year by year in the process of 
industry adjustment.

2.3.3. Enterprise development
(1) Poor performance
Yunnan Baiyao is a leading pharmaceutical company of a certain scale in China's pharmaceutical industry. As 

a result, its sales revenue has been growing at a steady rate until 2014. However, Yunnan Baiyao's net profit growth 
rate was 6.83% in 2014, which was 40% lower than the previous year, and the growth rate was -23.14% by 2016. 
Meanwhile, the return on total assets and operating income growth rates continued to decline from 2013 to 2016, with 
total assets return falling from 19.72% to 13.36% and operating income falling from 15.11% to 7.97% as of 2016, which 
is not a good overall situation.

(2) Incomplete governance structure
Yunnan Baiyao's previous key management has been the leaders of state-owned enterprises, directly appointed 

by the government, which made the executives put their attention to government department assessment targets and 
political promotion, and their private interests are not closely linked to the interests of the future development of 
the company, resulting in a slow development process. According to previous studies, the effectiveness of corporate 
survival and development is inextricably linked to the management of the company, Hambrick D C (1984) argued that 
the leading role of top management in the company should be brought into play, so that the personal performance of top 
managers is linked to the interests of the company [6].Blasi et al. (2016) used a sample of 100 companies and the study 
noted that in companies that use incentives employees are able to participate more extensively in decision making, 
contribute to the cohesion and construction of company culture, and improve return on equity [7]. However, the salary 
performance appraisal of Baiyao Holdings has been using the appraisal method developed in 2002, and this previous 
incentive mechanism reduces the motivation of executives and is not conducive to solidifying insiders and attracting 
other talented people compared to other pharmaceutical companies of the same size.

3.Analysis	of	Yunnan	Baiyao's	financial	performance	before	and	after	the	
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hybrid	reform
Financial performance is the contribution that a company's strategy and its implementation and execution are 

making to the ultimate business performance. Analyzing financial performance reflects the overall level of business 
management and gives managers and investors the right judgment. The following section will analyze whether 
the financial performance of Yunnan Baiyao has been boosted before and after the hybrid reform in four aspects: 
profitability, solvency, growth and operational capacity.

3.1	Profitability	analysis
In this paper, return on net assets, operating profit margin, net sales margin, profit margin from main business 

and net profit margin from total assets are selected to analyze the changes of corporate earnings before and after the 
hybrid reform of Yunnan Baiyao. Table 1 shows that the return on net assets and net profit margin of total assets show 
a decreasing trend year by year from 2015 to 2019 and reach the lowest value of 11.03 and 10.43 respectively in 2019, 
which is due to the fact that Yunnan Baiyao is in the adjustment period of listing after the hybrid reform in 2019, and 
various management has not yet been implemented; on the other hand, it is due to the downturn of the Chinese medicine 
industry brought about by the impact. The operating profit margin, sales margin and main business profit margin have 
not changed much from 2015-2019. 2020 financial indicators show a significant increase compared to 2015-2019, which 
indicates that Yunnan Baiyao's profitability has improved in the long run after the hybridization.

Table	1	Yunnan	Baiyao	Profitability	Indicators	Data,	2015-2020

Year 2015 2016 2017 2018 2019 2020

Return on Net Assets 20.63 18.57 17.44 16.72 11.03 14.50

Operating Margin 15.28 14.81 14.89 14.35 15.99 20.80

Sales Margin 13.29 13.08 12.88 12.32 14.07 16.83

Profit margin from 

main business
30.03 29.18 30.49 29.89 28.08 27.25

Net profit margin on 

total assets
15.47 13.36 11.98 11.33 10.43 10.51

Data source: WIND database

3.2 Solvency Analysis
In this paper, four aspects of current ratio, quick ratio, gearing ratio and shareholders' equity ratio are selected to 

analyze the changes of corporate debt service before and after the hybridization of Yunnan Baiyao. As shown in Table 
2, the current ratio and quick ratio of Yunnan Baiyao decreased year by year from 2015 to 2018, and reached the lowest 
point of 2.68 and 1.7 in 2018, and increased in 2019. "In 2019, Yunnan Baiyao's pharmaceuticals segment joined hands 
with the Baiqiu'en Charity Foundation to build a "device + e-commerce + new media " marketing matrix, so that the 
current year's gearing ratio in 2015-2020 ratio lowest to 23.28%, the enterprise financial risk becomes smaller, long-
term solvency improved. Overall, the overall solvency of Yunnan Baiyao has improved.

Table	2	Data	on	solvency	indicators	of	Yunnan	Baiyao,	2015-2020

Year 2015 2016 2017 2018 2019 2020

Current Ratio 3.61 3.28 3.34 2.68 4.65 3.15

Quick Ratio 2.41 2.25 2.18 1.70 3.43 2.45
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Gearing ratio 29.87 35.56 34.51 34.42 23.28 30.56

Shareholder equity ratio 70.14 64.44 65.49 65.58 76.72 69.44

Data source: WIND database

3.3 Development capacity analysis
This paper measures the development ability of Yunnan Baiyao before and after the hybrid reform in four parts: 

main business revenue growth rate, net profit growth rate, net asset growth rate and total asset growth rate. As can be 
seen from Table 3, the growth rate, net profit growth rate, net asset growth rate and total asset growth rate declined year 
by year from 2015 to 2018, and the business situation was problematic, but in 2019, the company completed the hybrid 
reform and achieved overall listing, the four indicators showed leaps and bounds, especially the net asset growth rate, 
which reached 830%, and Yunnan Baiyao continuously enriched the product content of its four business segments, 
including pharmaceuticals, health products, traditional Chinese medicine resources and pharmaceutical business, 
through an innovative model to enhance its operating performance. As a result, the hybrid reform has significantly 
improved Yunnan Baiyao's development capabilities, further optimized its industrial structure, and continued to improve 
the quality of its asset operations, market image and brand value.

Table	3	Yunnan	Baiyao	Development	Capacity	Indicators	Data,	2015-2020

Year 2015 2016 2017 2018 2019 2020

Growth rate of main business revenue 10.23 8.07 8.50 9.84 11.07 10.38

Net profit growth rate 10.34 6.36 6.88 5.02 26.85 32.06

Net Assets Growth Rate 19.77 17.12 14.51 9.81 91.24 0.64

Total assets growth rate 18.05 27.45 12.67 9.66 63.47 11.20

Data source: WIND database

3.4 Operating Capacity Analysis
This paper measures the operating capacity of Yunnan Baiyao before and after the hybrid reform in terms of 

accounts receivable turnover ratio. The five components of inventory turnover, fixed asset turnover, total asset turnover 
and current asset turnover are used to measure the operating capacity of Yunnan Baiyao before and after the hybrid 
reform.As can be seen from Table 4, the accounts receivable turnover, inventory turnover, fixed asset turnover and 
current asset turnover are basically in a decreasing trend from 2015 to 2020, which indicates that the enterprise's 
inventory goods are stagnant in 2015. In September 2019, Yunnan Baiyao produced a "smart" toothpaste, marking 
its progress from manufacturing to "smart" manufacturing, and its inventory The inventory turnover rate also rose to 
2.08%. As a result, the mix has not significantly improved Yunnan Baiyao's overall operating capacity.

Table	4	Yunnan	Baiyao	Operating	Capacity	Indicators	Data	for	2015-2020

Year 2015 2016 2017 2018 2019 2020

Accounts Receivable Turn-

over Ratio
25.72 21.66 21.65 17.30 15.25 11.71

Inventory turnover rate 2.72 2.51 2.15 1.99 1.95 2.08

Fixed asset turnover rate 12.19 12.72 13.35 14.88 15.39 12.50

Total assets turnover ratio 1.16 1.02 0.93 0.92 0.74 0.62
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Current asset turnover ratio 1.34 1.15 1.03 1.02 0.82 0.70

Data source: WIND database

4. Summary
Through the above analysis, after Yunnan Baiyao underwent the mixed ownership reform, two major companies, 

Xinhuadu and Jiangsu Yuyue, were introduced as investors to broaden the offline sales platform and expand the 
technological research and development capabilities, and at the same time, the company implemented policies such 
as equity incentives to motivate employees after the overall listing after the mixed reform, which made the employees 
highly motivated and made the profitability, solvency, and development capabilities significantly improved. Therefore, 
the hybrid reform of Yunnan Baiyao shows that the effect of mixed ownership reform on the financial performance of 
enterprises is positive and has a strong demonstration significance, which is a benchmark for the hybrid reform of local 
SOEs in China and can also provide some experience to local SOEs that are preparing for the hybrid reform.

However, the current indicators of the company's operating capacity, despite the increase in 2020, have a significant 
downward trend overall. In the future, the company should adhere to policy leadership, follow market trends, optimize 
its business structure, develop diversified health products, improve product innovation, broaden market space, and sell 
products online and offline through the Internet+ to bring more convenient services to consumers and create a higher 
level of performance for the company. The company will also be able to provide online and offline sales of its products 
through "Internet+" to bring more convenient services to consumers, create higher performance levels for the company, 
and strengthen Yunnan Baiyao's position in its core business.
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Analysis on the Effect of Willow Weaving Service Industry 
Development in County Industry            

——Based on Funan Willow 
Zhu Huayue

School	of	economics,	Anhui	University	of	Finance	&	Economics,Bengbu,	Anhui	Province		233030，2890443273@
qq.com

Abstract: Due to the lack of service innovation awareness, the wicker service industry has gradually been ignored 
by the market in recent years. In order to solve the problem, this article analyzes the entire industry of Funan willows 
through survey data, and measures the density of Funan willows by using the location quotient, and analyzes the 
advantages and disadvantages of Funan willows by SWTO analysis and financial statements. In this paper, financial 
statements are used to analyze the cash flow of the willow company within a certain period of time. The results show 
that the financial situation of the willow service industry is promising. Therefore, we recommend that the willow 
service industry achieves its own development by building a reputation brand and relying on the effect of industrial 
agglomeration to promote the development of the county industry.

Key words：Willow; location trade; foreign trade; agglomeration and industrial economic belt

1. The status quo of Funan market
1.1	Difficulties	in	business	management	and	promoting	industrialization.

Some farmers lack the understanding of the industrialization of willow weaving, and are content with "planting 
good grains and oils and not worrying about eating and drinking." Some companies still adhere to the old ideas and 
concepts, and are unwilling to be flexible, and do not learn from the successful experience of other local companies. 
They go their own ways. They lack a unified industry association leadership system and it is difficult to coordinate in 
management[]. 

1.2 Low technical level and high export resistance. 
Simple manufacture equipment and insufficient supply of equipment as well as the poor technical level will 

inevitably result in poor quality of exported products. And there followed by a series of environmental problems and 
safety hazards. Big data shows that the demand for foreign willow weaves has stabilized in recent years, and willow 
marketers have been increasing year by year[]. The rich profits of the willow weaving industry have made more and 
more people join in it. With the establishment of seller’s market of willow weaving products in foreign countries, the 
competition among willow weaving manufacturers will be more intense. 

1.3 The development of the industrial chain is immature and the product price is high. 
Although Funan County is the "Hometown of Willow Weaving in China", it has not yet formed a complete 

industrial chain. The corresponding auxiliary industries and basic industries need to be improved. The processing of 
willow weaves is not smooth, and the increasing cost has caused the market price of willow weaving to exceed the 
price of willow products in neighboring cities. In addition, Funan wicker products have not yet formed their own 
characteristics, which led to rational consumers tend to buy wicker products from other cities. This puts wicker products 
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at a disadvantage in the fierce market competition. Most of the manufacturers that had previously sold willow woven 
products have moved to other industries.

2. Analysis of the development status of the willow industry in Funan
2.1 Location Quotient of Funan Willow Weaving

Willow weaving, as an industry with local rural characteristics, is growing with the continuous growth of consumer 
demand in our country and the rising of foreign trade. The willow industry has also gained a share in foreign trade. In 
regional economics, location quotient is generally used to judge whether an industry can form a regional specialized 
department. Which is: 

Among them, Rij represents the location quotient of i industry in zone

2.2 Willow trade
Funan County Willow Products Base is a national-level foreign trade transformation and upgrading demonstration 

base. In recent years, it has actively developed markets along the "Belt and Road" and created a new method for 
industrial transformation and upgrading. In the first half of this year, the cumulative export of willow products was 
about 100 million US dollars, with an increase of about 87% year-on-year, accounting for 60% of the province’s exports 
of the same product and 30% of the country’s total. 

2.3 SWOT analysis

e x c e l l e n t 
Potential

Field advantages: strong support from the school, policies and professional teachers and students, 
etc.; well-equipped professional team in the field , innovative design concepts, and rich practical 
experience; Have rich experience in willow weaving experience craftsman; Sufficient talent reserve 
based on the campus environment, which makes students possess great participation  enthusiasm and 
the professional teachers and outside professionals provide effective organizational management and 
skill training support to students; the outstanding entrepreneurial talents, and high entrepreneurial 
enthusiasm create high-quality cultural crafts; Customer resources: The shocking speed of 
dissemination brought by online media has enabled willow design to be continuously promoted, in 
line with the public's aesthetics, and welcomed by the masses, which will accumulate a wealth of 
customer resources.

i n f e r i o r 
Potential

Insufficient experience in handicrafts: Because it is an innovative industry, there is not much previous 
experience to learn from, and most of them need to be developed and created by themselves, which is 
more difficult.
Insufficient management experience: The entire base is composed of post-90s, and there are fewer 
talents with management experience.

machine Meet

Strong policy support: The government strongly supports entrepreneurship and innovation. It 
shall establish and improve the government's purchase of public entrepreneurship service systems 
and mechanisms and establish a youth entrepreneurship guidance system and relax loans, etc. 
Entrepreneurship environment: Following the "three innovations" spirit, the social entrepreneurial 
environment has good prospects and feasible ideas can get good investment. 
Market opportunity: At present, the wicker weave market is not yet saturated, and the market has 
great potential for development. We should seize the opportunity to develop customer base, and seize 
the market to accelerate the development of wicker weave manufacturing technology and innovative 
design, so as to form our own brand advantage.

P r e s t i g e 
Threaten

Squeezed out by the same industry: Due to the lack of innovative wicker manufacturers in the market, 
the initial formation of this workshop can easily be suppressed by traditional manufacturers.

2.4 Financial analysis
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In this regard, we take a certain willow company as an example to investigate the trading situation in its willow 
market.

2.4.1Equity structure and scale
Through the company's financial budget, the company's registered capital is 200,000 yuan. The share capital 

structure and scale are shown in the table below.

Name
Investment amount (unit: ten 

thousand yuan)
Investment Ratio(%) Type of investment

Miss.zhang 4 20% Money funds
Mr.Hu 3 15% Money funds

 Mr.Zhu 3 15% Money funds
Mr.Lu 3 15% Money funds

Mr.Gong 2 10% Money funds

Mr.Xu
3 15% Fixed assets

2 10% Intangible assets

Table	1	The	company's	initial	equity	composition	table	(unit:	ten	thousand	yuan)

2.4.2 Source and use of funds
Most of the funds came from shareholders' investment of 120,000 yuan, including 78,000 yuan in monetary capital 

and 30,000 yuan in fixed assets. Cooperators invested about 40,000 yuan in monetary funds, mostly for investment in 
fixed assets and current assets and payment of start-up expenses.

Sources of funds
Specific projects (source of monetary funds) Amount

Shareholder investment 20

fund application

Direct labor 1.3

Fixed assets 1.7

Intangible assets 3.4

Current assets 2.5

Start-up cost 0.5

Daily office expenses 0.4

sales expense 5.3

Management fees 3.6

Financial expenses 1.3

Table	2	List	of	Sources	of	Funds	and	Utilization	(Unit:	Ten	Thousand	Yuan)

2.4.3 Cash flow statement (unit: ten thousand yuan)

Item January February March April May

Cash inflow

Main business income 1.87 2.93 4.25 6.37 8.94
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Other operating income - - - - -

Cash inflow 1.87 2.93 4.25 6.37 8.94

Cash outflow

Buy equipment 1.2 - - - -

Platform fee   2.5 - - - -

Rental fees 0.55 0.55 0.55 0.55 0.55

Office expenses 0.1 0.1 0.1 0.1 0.1

Travel expenses 0.09 0.09 0.09 0.09 0.09

Renovation costs 1.13 - - - -

Network fee 0.05 0.05 0.05 0.05 0.05

telephone fee 0.03 0.03 0.03 0.03 0.03

Utility bill 0.11 0.11 0.11 0.11 0.11

Financial expenses 1.05 1.05 1.05 1.05 1.05

Employee compensation 
payable

- 2.5 2.5 2.5 2.5

Cash outflow 6.81  4.48 4.48 4.48 4.48

Beginning cash balance 20 15.06 13.51 13.28 15.17

Net profit 13.19 10.58 9.03 8.8 10.69

Table	3	Cash	flow	statement	(unit:	ten	thousand	yuan)

It can be observed from the cash flow statement of the financial plan that the inflow of funds from operating 
activities is always higher than the outflow of funds, and the accumulated surplus funds generated by enterprises 
engaged in operating activities, investment activities and financing activities gradually declining, which shows that the 
enterprise has a certain financial viability.  

2.4.4 Cash flow statement (unit: ten thousand yuan)

Item January February March April May

1.the main business income 7.25 8.531 13.23 31.51 31.51

Less: main business cost 5.38 5.601 8.98 25.14 28.57

  Taxes and surcharges 0.322 0.357 0.573 1.604 1.823

Profit from principal operations 1.548 2.573 3.677 4.766 7.117

Less: administrative expenses 2.06 0.93 0.93 0.93 0.93

Operating expenses 0.08 0.08 0.08 0.08 0.08

3.operating profit -0.592 1.563 2.667 3.756 6.107

4.The total profit -0.592 1.563 2.667 3.756 6.107

Less: Income tax - 0.515 0.877 1.236 2.009
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5.Net profit -0.592 1.0481 1.790 2.52 4.098

Plus: profit distribution at the beginning 
of the month

0.00 -0.592 0.243 1.152 2.08

6.Distributable profit -0.592 0.456 2.033 3.672 6.178

Withdraw surplus reserve - 0.069 0.305 0.5508 0.9267

 Include: statutory surplus reserve - 0.046 0.203 0.3672 0.6178

      Discretionary surplus reserve - 0.023 0.102 0.1836 0.3089

Distributable profit - 0.121 0.576 1.0404 1.751

Undistributed profit -0.592 0.243 1.152 2.08 3.501

Table	4	Assets	income	statement	(unit:	ten	thousand	yuan)

2.4.5Balance sheet (unit: ten thousand yuan)

Item January February March April May

Current assets:  

Total currency current assets  0.589 3.284  5.437  10.524 13.762

Long-term investment:  

Long-term investment  0.589 3.284 5.437  10.524 13.762

Fixed assets:

Fixed Assets - - - - - 

Less: accumulated depreciation 0.285 0.285 0.285 0.285 0.285

Net value of fixed assets 0.037  0.089  0.127 0.196 0.23 

Total fixed assets 2.785 2.657 2.326 2.561 2.345 

Deferred tax: 2.785 2.657 2.326 2.336 2.761

Deferred tax debit - - - - - 

Total assets - - - - - 

Liabilities and owner's equity 8.957 8.567 8.635 10.532 14.856

Accrued expenses - - - - - 

Total current liabilities - - - - - 

Long-term liabilities: - - - - - 

Long term loan 0.0 0.0 0.0 0.0 0.0

Total long-term liabilities - - - - - 

Owners' equity: - - - - - 

Deferred tax loan - - - - - 
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 Paid-in capital - - - - - 

Total Liabilities 11.0 11.0 11.0 11.0 11.0

Surplus reserve - - - - - 

Including: The Community Chest - - - - - 

Capital reserve - - 0.315 0.786 1.256

Undistributed profit - - - - - 

 Total owner's equity -0.732 -0.587 -0.957 1.254 1.548

Debt and owner benefits in total 10.268 10.413 12.272 13.04 13.804

										Table	5	Balance	Sheet	(Unit:	Ten	Thousand	Yuan)

Note: Both the balance sheet and the income statement are in simplified format. At present, the studio is gradually 
growing and the members are still learning. In the early stage, the main purpose is to learn knowledge and experience 
and return to the campus. The income is relatively small. The above table is for reference only. 

2.4.6 Profitability

the first season Second quarter the third quarter

Profit margin -0.31 0.11 0.36

Return on Assets 0.04 0.08 0.05

Return on Shareholders' Equity 0.04 0.08 0.05

	Table	7	Estimated	profitability	analysis	table	for	the	first	three	quarters	of	2019	(unit:	ten	thousand	yuan)

the first season Second quarter the third quarter

Inventory turnover 0.32 0.87 0.65

Asset turnover 0.07 0.14 0.12

Table	8	Estimated	asset	operation	capability	analysis	table	for	the	first	three	quarters	of	2019	(unit:	ten	thousand	
yuan)

2.4.7Main economic and technical indicators

Indicator name unit Quantity Remarks

1 Construction scale

1.1 construction area

Square meter 150 lease

2 Annual operating hours day 280

3 Project quota people 5

4 total project investment Ten thousand yuan 50

Construction Investment Ten thousand yuan 5
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Liquidity Ten thousand yuan 2.4

5 Annual sales (operating) income Ten thousand yuan 4

6 total cost Ten thousand yuan 3.5

7 Financial profitability analysis

7.1 Financial internal rate of return

Before all investment income tax 20.58%

After the investment income tax  17.46%

After the capital  income tax 

7.2 Financial net present value

Before all investment income tax Ten thousand yuan 2.33 (ic=12%)

After all investment income tax Ten thousand yuan 2.05 (ic=12%)

After capital income tax Ten thousand yuan

8 All investment after-tax investment 
payback period

   year 5.69 Including con-
struction period

9 Investment profit rate 13.28%

10 Investment tax rate 20.74%

11 Breakeven point 31.36%

	Table	9	Table	of	main	economic	and	technical	indicators

2.4.8Breakeven analysis

It can be seen that as long as the project has 31.36% of the design training capacity, the total annual consumption 
can be deducted, and the project has strong anti-risk ability.

2.4.9 Payback period 
Payback period = number of years when the cumulative net present value is positive -1+ (unrecovered cash/current 

year limit) 
The calculation results show that the investment payback period is about 0.5 years, indicating that the investment 

plan is reasonable.
2.4.10 Embedded rate of return 
The formula is as follows:

b
cb

IRR rrr ×










+
−

+= 12
1

Calculated IRR=46.25% Obviously, the embedded rate of return reaches about 45%, which is much higher than 
the cost of capital rate of 10%. Because this industry is high in quality and low in price, the sales profit rate is high, the 
market growth is good. 

2.4.11 Conclusion
The willow weaving industry can promote the development of agriculture and the handicraft industry which 
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produces willow weaving, help Funan county to shake off the poverty cap and promote the industrial development of 
Funan county. With the revitalization of the rural industry in Funan County, the development of the industry in Fuyang 
region is driven, and even become an important driving force for the rise of the central region. In the long run, with the 
development of logistics, Liuweaving can be sold to all parts of the country with the help of favorable traffic conditions 
in Funan, and the construction of Shenghe Hangzhou high-speed railway can further expand the market of Liuweaving. 
Traffic line can also be a link to create willow weaving industry economic belt, in line with our One Belt And One Road 
strategy, willow weaving industry to the world.

3. Analysis of the role of Funan willow industry in promoting the economic 
development of Funan counties
3.1 Industrial structure optimization 

In the past, under the influence of the traditional small-scale peasant economy, people produced wickerwork for 
the purpose of supporting their families, and most of which were produced in the form of traditional small family 
workshops, with poor production efficiency and low output. Now, by bringing together every family unit that produces 
willow weaves and implementing large-scale specialized production, production efficiency and output has increased[]. 
With the rise of the willow industry in Funan County, industries related to the willow industry, such as the willow 
collection industry, and the willow processing industry have also prospered. 

3.2 Market supply and demand promotion 
For a long time, the supply of willow weaving only met local needs and the market supply was low. As a result, 

the enthusiasm for wicker manufacturing is not high, and the wicker trade market is in a downturn. Thus people get 
low profits from wicker production, which to a certain extent dampens the enthusiasm of residents to expand wicker 
production. As a result, economic development has entered an endless cycle. This limits the economic development of 
Funan County. In recent years, as the country implements the strategy for the rise of central China and the country’s 
revitalization strategy, the number of willow handicrafts continue to increase and Funan County has also taken this 
opportunity to build a local tourism characteristic cultural industry, attracting some tourists from other places, and 
the willow industry has gradually going out after the demand for willow crafts has also increased. More and more 
people join in the wickerwork production team, making the market competition increasingly fierce. In order to gain an 
advantage in the fierce market competition, each manufacturer strives to work hard on its own products so as to inspire 
the new driving forces for the economic development in Funan County. 

4. Countermeasures and suggestions to improve the development of Funan 
willow industry and promote the economic improvement of Funan county 
4.1 Form a unique Funan willow industry

4.1.1 Brand-building 
To build a well-known brand, we held various cultural and artistic activities so as to carry forward the Funan 

willow culture and makes people love Funan willow products through our dissemination of information by the crowd 
Effect based on the brands of "Chinese Willow Capital" and "National intelligence Cultural Heritage". 

4.1.2 A brand new world for the online marketing 
In the past, Funan wickerwork was restricted by factors such as traffic and geographical location. It was difficult for 

the market to expand further. With the rising of e-commerce, people can do business with people from all over the world 
on the Internet, which provides a good market for wickerwork..With the rising of the "Internet + agriculture" model, the 
three rural e-commerce also began to sprout. Funan willow can fit the reality and adopt 4C marketing strategy to create 
a new online sales model to attract consumers' interest. 

4.1.3 Accelerate the construction of industrial chain and block economy 
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 Funan County should be guided by planning, relying on the economic development zone Liumu Cultural 
and Creative Industrial Park, Huanggang,Zhonggang Liumu characteristic industry cluster professional town as a 
starting point, the overall planning and detailed planning,  speed up the construction of infrastructure and supporting 
facilities,strengthen the absorption capacity of parks and professional town;On the basis of the industrial development 
zone,Built the park and create a new power engine for economic development,to build the park economic,to create a 
new engine of economic development.Contributing to a willow culture creative economic development zone industrial 
park,Huanggang, medium duty, Gao platform, Cao sets base, radiation to the bridge, town and field set, miao set, wood 
set workshop for poverty alleviation, such as a park + base + + weaving workshop production marketing system[] , 
formed in Funan County as the core, the surrounding villages and towns for the edge area industry layout.
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Abstract.:Innovation is the core force of economic development and social progress. Entrepreneurship, as the 
foundation of innovation, leads the development trend of the times. A large number of innovative enterprises are 
constantly emerging, providing a powerful impetus for economic growth. However, the high risk of start-up enterprises 
will inevitably lead to financing difficulties. The participation of venture financing can obviously affect the growth 
efficiency and efficiency of enterprises, and the capital expansion ability, profitability, solvency, operation ability and 
innovation ability of enterprises with venture financing are better than those without venture financing; The background 
and financing type of venture capital will also affect the solvency and operational ability of enterprises to varying 
degrees; However, the risk financing participation and its characteristic variables have no significant influence on 
enterprise management ability. Risk financing has a time effect on the growth efficiency of enterprises, and its effect 
weakens with the increase of years. This paper analyzes the effect of venture financing on the growth of enterprises 
accurately, and provides reference for venture enterprises to strive for venture capital and increase the growth of fans. 

Keywords: Entrepreneurial enterprises; Venture financing; Enterprise growth. 

1.	Relevant	basic	theory	of	the	influence	of	venture	financing	on	enterprise	
growth
1.1	Definition	of	related	concepts	of	start-up	enterprises

With the continuous improvement of China's scientific and technological level, high-tech industry have become an 
important force driving economic growth. Its characteristics of high income, high growth and innovation have injected 
an inexhaustible power into the improvement of national innovation level. Compared with traditional enterprises, high-
tech enterprises have the following characteristics.

Technology-intensive and capital-intensive. High-tech enterprises generally rely on high-level technology, which 
is complex and difficult to understand. Enterprises need to bring in a large number of high-quality scientific research 
personnel. According to the survey, the number of scientific and technical personnel required for R&D of high-tech 
enterprises is about five times that of traditional enterprises. However, high-intensity R&D also needs a lot of money. 
The cost of developing high-tech industries is 10-20 times higher than traditional enterprises. R&D expenses account 
for 5-15% of sales revenue, which is 2-8 times higher than traditional enterprises. An enterprise needs a lot of money to 
invest in product research and development at the initial stage of its establishment.

With high growth, it is easy to occupy the market. The core of the growth of high-tech enterprises lies in 
technological breakthroughs, so its development presents a leap-forward growth. On the one hand, the high technology 
content of the enterprise products will bring high profits and promote its rapid growth. At the same time, high-tech 
products have a strong market monopoly. Once a technological breakthrough is achieved and accepted by the market, 
the market will soon be occupied by fans.

Both high risk and high return coexist. The core of high-tech enterprises lies in the technical level. They are at the 
forefront of technology research and development, and there are too many unknown contents, so it is difficult to break 



17Volume 10 Issue 1 | 2021 | Financial Forum

through technology. Once they fail, the enterprises will face enormous risks. However, high risks is accompanied by 
high returns. Once the products of high-tech enterprises are successfully developed, the enterprises will get huge returns, 
and investors will also get tens or even hundreds of times of the original investment. [1]

1.2	Meaning	of	starting	a	business
The definition of start-upnterprise refers to the process of capitalizing a potential opportunity under the organization 

of entrepreneurs, which is the initial definition of start-up. After that, compared with ordinary enterprises, start-up 
enterprises take innovation as the core of enterprise development and engage in no less than one innovative behavior. 
Therefore, most start-upnterprises are small enterprises, but small enterprises are not necessarily start-up enterprises. 
Chinese scholars also put forward the definition of start-uperprise, among which Zhu Jianfeng thinks that start-up 
enterprise is an enterprise at the early stage of start-up based on high technology, which has mastered a certain high 
technology and developed corresponding products or services with this technology as the core. Jiang Wei thinks that a 
start-up enterprise is an innovative and pioneering enterprise because it is in the initial stage and has a strong innovative 
spirit, creativity, high risk and high profitability. Jiang Sanliang explained the entrepreneurial process and thought he 
was the founder of the company. He collected, analyzes and acquires related resources, information and technology, and 
then created a new enterprise. By continuously improving the value of the enterprise, he led the enterprise through the 
dangerous period of initial stage, which enabled the enterprise to achieve long-term survival and rapid growth.

According to the theory of enterprise growth life cycle, the life cycle of small and medium-sized enterprises can 
be divided into five stages: seed stage, creation stage, growth stage, expansion stage and maturity stage. Most scholars 
believe that the start-up stage means that the technological research and development achievements of enterprises have 
been relatively mature, and then the technological achievements are transformed into products and industrialization, 
and gradually move towards the market. This stage is an important period for high-tech enterprises to realize the 
productization and commercialization of technologies. 

1.3 Financing structure of start-up enterprises
Although the financing priority theory reveals the financing order of enterprise, the financing contract theory is 

consistent with the financing priority theory to a certain extent. But for start-ups, because they are in the early stage 
of enterprise development, the risks are very great. If they succeed in starting businesses, there will be a high returns. 
Therefore, the financing structure of start-ups should be treated differently from the traditional theory of financing 
structure. In the external financing structure, their equity financing usually takes priority over debt financing.

As far as the risk level is concerned, the traditional financing theory takes general enterprises as the research 
object, and its risk level is consistent in all stages, but for start-up, its risks is relatively large, and it faces different risks 
in all stages of enterprise development, and its risk level gradually decreases with the growth of enterprises. However, 
investors in most enterprises are risk-averse, hoping to get relatively satisfactory returns in the future with less risks, 
while investors in start-up enterprises tend to be risk-biased, hoping to get high profits from investment.

As far as the types of risks are concerned, the risks involved in financing theory are often financial risks, while as 
far as start-ups are concerned, the survival and development of enterprises are based on technical capabilities. Therefore, 
the risk of technological innovation is the most important risk for an enterprises. Because technological change requires 
a large amount of capital to invest in R&D and production, all the processes can not guarantee the innovation and 
applicability of technology, so the risks is very high. [2]

2.	Enterprise	financing	mode	and	theory
2.1 Life cycle theory of enterprise growth

In order to better understand the changing rules of financing methods of SMEs in different stages of development, 
Weston and brigham put forward the hypothesis of enterprise financial life cycle in 1970. In the early stage of the 
establishment of enterprises, the assets were small, the products were not produced or put on the market, and the 
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relevant business records and financial audit were lacking. The information of enterprises was closed and not open 
to the public, which led to asymmetric information. Investors couldn't get the key information of enterprises, and the 
possibility that the enterprises can obtain financing through external channels was very low. Therefore, enterprises 
mainly rely on internal financing. When the enterprise develops gradually and enters the growth period, it needs to 
expand its scale and increase its capital demand. With the expansion of its business scale and the increase of profits, the 
assets available for mortgage increase, while the enterprise information is relatively open, and the public information of 
the enterprise held by external investors increases, so enterprises begin to adopt foreign debt financing methods; After 
entering the mature stage of stable development, the enterprise's strategic layout, product form and related financial 
management are gradually improved, and funds can be obtained through equity financing such as public listing. At this 
time, the proportion of equity financing increases, and the possibility of the development and growth of enterprises 
increases. Therefore, according to this theory, it can be concluded that the financing methods of enterprises are different 
at different stages of their growth. At the initial stage of their establishment, they mostly use their own funds and 
retained earnings to obtain financing, and the financing channels are narrow. With the growth and scale expansion of 
enterprises, they often use external financial institutions and capital markets to obtain funds, thus spreading the risks of 
enterprises. 

Table	1	Financing	sources	of	enterprises	at	different	stages	of	development

stage Sources of financing Potential problem
Founding period Entrepreneur's own funds Low capitalization

Growth stage 1
Self-owned funds, retained profits, commercial credit, 

 short-term bank loans and lease investment
Excessive inventory  

and liquidity crisis
Growth stage 2 Long-term financing from financial institutions Financial gap
Growth stage 3 Securities issuing market Decentralized control

Mature period All the above sources
Conservative return 

 on investment

Recession period
Withdrawal of financial resources, mergers and acquisitions,  
stock repurchase, liquidation, etc.

D e c l i n i n g  r e t u r n  
on investment

2.2 Financing methods of start-up enterprises 
Since start-up enterprises are in the initial stage, their future development is uncertain, and information asymmetry 

leads to difficulties in financing. In addition, it is difficult to get the support from financial institutions, and the credit 
level can not be investigated. Therefore, traditional financing methods such as bank loans are difficult to obtain, while 
angel investment, venture capital and private equity investment in venture capital provide a good opportunity for start-
ups and make up the "financing gap".  

2.2.1 Angel Capital
Angel investment originated in the 19th century. At first, investors invested in Broadway drama performance out 

of support for art. In the 1980s, the Venture Capital Research Center of New Hampshire University used "angel" for the 
first time in the research field to express specific investors and investment ways who are willing to invest in enterprises 
and meet their investment needs. According to Liu Chao, angel investment is a wealthy individual with idle assets and 
high risk tolerance, and invests idle funds in more interesting fields. Angel investment is generally located in the seed 
stage or initial stage of enterprise development, and the enterprise products are initially put into operation, but its model 
has not been effectively certified, and the investment risk is relatively high. Angel investors include entrepreneurs or 
professional angel investment institutions. Usually, angel investment institutions will carry out industry analysis, due 
diligence and value-added services for enterprises in a professional way. Their investment strategies includes three 
levels: S, A and B, in which S-level projects actively participate in the board of directors in the form of lead investment, 
and A-level projects participate in directors and supervisors in the form of joint investment. At the same time, docking 
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the strategic resources of investment institutions, and assisting enterprises to upgrade projects. Class b projects are only 
responsible for regular follow-up, and when the enterprise has a development trend, consider continuing to invest. Angel 
investment started late in China, but it developed rapidly. In 2015, there were 2,075 angel investment cases, up 170.9% 
year-on-year, and investment financing exceeded 10.188 billion yuan, up more than 214.9% year-on. The Internet, 
telecommunications, value-added services and IT industry have become the main investment directions of angel 
investors in China. Angel investment are mainly concentrated in Beijing. In 2015, there were 902 investment cases, with 
an investment of about 4.341 billion yuan. Shanghai and Shenzhen followed closely, with 341 investment cases and 185 
investment cases, respectively. See Figure 1 for details. [3]

Fig.	1	Development	of	Angel	Investment	from	2008	to	2015	(Source:	Zero2IPO	Database)

2.2.2 Venture Capital
In a broad sense, venture capital includes all investments with high risks and high potential returns. In the narrow 

sense, venture capital is based on high-tech, producing and managing technology-intensive products. The risk capital 
defined here is the risk capital in a narrow sense. Venture capital is generally in the early or growing stage of enterprise 
development. At this time, the enterprise's project development is perfect, the operation mode is stable, there are 
operational data that can be evaluated, and the risks is relatively reduced. There are a, b and c rounds of venture capital, 
and some enterprises even have d rounds. Venture capitalists are also professional investment institutions, including 
government-backed institutions such as Shenzhen Venture Capital, an investment fund set up by the government, and 
foreign-funded institutions such as Sequoia Capital and IDG Capital. It is more professional, and has a more complete 
operation flow and investigation method. The specific data are shown in Figure 2. 

Fig.	2	Development	of	Venture	Capital	from	2005	to	2015

3. Analysis on the Impact of Entrepreneurial Financing on Enterprises
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3.1	Analysis	of	the	Influence	of	Venture	Financing	on	the	Growth	Efficiency	of	Enterprises
According to financing priority theory, internal financing is better than external financing, and debt financing is 

better than equity financing in external financing. However, for start-ups, the internal financing channels is not enough 
to maintain the long-term development of the enterprise, so they must obtain funds through external financing. However, 
due to the lack of complete financial information, product information and operational data information, start-ups can 
not provide credit guarantee to investors. The development of enterprises is faced with great risks. At the same time, 
creditors face little risks in debt financing. However, when the enterprise is facing bankruptcy liquidation, creditors 
can only get few benefits through limited creditor's rights. Even if the enterprise is successful in starting a business, the 
income obtained by creditors is relatively fixed. Therefore, it is relatively difficult for start-ups to get debt financing. As 
far as the characteristics of start-ups are concerned, the characteristics of high risk and high return determine that equity 
financing becomes a better way for enterprises to obtain financial support. An incentive and restraint mechanism can be 
established between investors and enterprises through equity financing. Especially for the financing method of venture 
capital, investors are risk-biased and pursue excess profits brought by high risks, so startups get more financial support 
through equity financing, especially venture capital.

For start-upscapital demand is the key factor of success or failure, and the lack of financing funds will limit the 
rapid growth of start-ups. After obtaining the capital of venture capital, start-ups will invest their main capital into core 
technology R&D, product production and market expansion. While ensuring the improvement of technology R&D 
expenditure and innovation ability, they will also tap the potential markets, dig deep into customer needs, and occupy 
the leading position in the industry with excellent technical level, thus obtaining a significant improvement of their own 
innovation ability, and obtaining rich profit returns and expansion of capital capabilities; On the other hand, after the initial 
investment, venture capitalists will still follow up and supervise the development of enterprises, actively provide follow-
up financing support for venture enterprises, and let enterprises obtain A, B or even C rounds of financing. This follow-
up financing support can alleviate the stagnation of development caused by the shortage of funds in time, increase the 
growth of start-ups, and promote their profitability and efficient use of funds. 

3.2	Analysis	of	the	Impact	of	Entrepreneurial	Financing	on	Enterprise	Growth	Efficiency	
Judging the growth of a start-up includes not only the improvement of its efficiency, but also the increase of its 

efficiency. According to Penrose's theory of enterprise resource growth, the speed, mode and boundary of enterprise 
growth are determined by enterprise capability, and the core of enterprise capability is management capability. 
According to Chandler, the growth of an enterprise is the result of the joint action of technological change and market 
expansion, that is to say, the growth of an enterprise also includes the improvement of its technological level. Early 
research has proved that venture capital institutions support enterprises in two aspects: "screening" and "counseling". 
The theory of "screening" shows that investment institutions can screen and choose enterprises with high growth 
potential in reverse. The theory of "coaching" shows that it can provide guidance and suggestions for the technology, 
management, market, production and operation of the selected enterprises. Therefore, the impact of venture financing 
on the growth efficiency of enterprises is mainly manifested in the "coaching" effect of value-added services brought by 
the investment institutions, thus providing potential support for enterprises to innovate and improve their management 
capabilities. [4]

3.2.1 Technical guidance
Venture capital institutions can not only solve the financing needs for start-ups, but also provide enterprises with 

more professional technical guidance. As a professional venture capital institution, it has rich industry information and 
market pre-judgment ability, and can grasp industry direction and market demand. Many venture capital institutions also 
have industry experts in a certain field to assess the feasibility and potential value of technology, so as to provide certain 
technical support and guidance for start-ups. Because venture capital institutions determine the invested enterprises 
through screening, the development status and future growth potential of enterprises are directly related to whether the 
investment institutions can obtain excess profits. The venture capital institution will participate in the management of 
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enterprises after investing the funds. Core technology, as a key factor for the success or failure of start-ups, is bound 
to provide some guidance for technological innovation of enterprises, and the innovation capability of enterprises will 
serve as a reference for investment institutions to follow up the development and sustainable investment of enterprises, 
thus promoting the remarkable improvement of innovation capability of enterprises. 

3.2.2 Strategic support
After obtaining financing, venture capitalists usually keep close contact with the managers of enterprises, obtain 

the management right of the enterprise, and provide certain strategic support for the enterprise by attending the daily 
meeting or the board meetings of enterprise. Especially for joint venture investment, we have cooperated with many 
investment institutions through leading investment, and jointly negotiated and determined strategy. According to the 
theory of enterprise internal governance, after the change of senior management, enterprises will seek the right of 
external supervision. Therefore, by obtaining more board seats, investment institutions will play a role in supervising, 
restraining and guiding senior executives, and make use of their deep industry experience and in-depth understanding 
of industry trends, market potential and technical level, so as to enhance the professional level of managers. Therefore, 
they can effectively help enterprises grasp the future development direction, improve enterprise decision-making, and 
improve the level of internal governance. 

3.2.3 Resource information sharing
Generally speaking, venture capitalists have abundant government relationship resources, enterprise and network 

resources, and related services, technologies and information sharing platforms, which can control the dynamic grasp 
of the industry and the use of relationship resources well. Therefore, they can build a communication platform for 
emerging high-tech enterprises and key resource providers and establish industrial ties. Enterprises can also use the 
intangible relationship network established by venture capital institutions to enjoy relevant technical support and market 
development services, so as to promote the smooth production and service of enterprises and quickly explore potential 
markets, especially for start-up enterprises in seed stage, start-up stage and growth stage, which is crucial to the success 
of enterprises. At the same time, the support of information sharing, management experience and relationship resources 
provided by venture capital institutions for start-ups can effectively explore potential customers and business partners 
for enterprises, and finally promote strategic alliances. Start-ups can also know the policy orientation and industry trends 
in time through cooperation, thus increasing their growth confusion and scale expansion. 

4. Summary
This paper theoretically analyzes the mechanism of venture financing and its influence on the growth of enterprises, 

clearly defines venture enterprises, venture capital and high-tech enterprises, and combs the ways and structures of 
venture financing. Then, this paper gives a theoretical overview and definition of the growth of start-up enterprises, 
and constructs an effective index system to measure the growth of start-up. Finally, the influence mechanism of venture 
financing on enterprise growth is analyzed, and its influence mechanism is discussed in detail from two main lines of 
venture financing affecting enterprise growth efficiency and enterprise efficiency. 
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Abstract: Public investment is an important means of promoting stable economic development, quelling economic 
fluctuations, and the government’s macro-control. However, in the process of my country’s continuous deepening of 
reforms, public investment has exposed problems such as waste of resources, corruption, and policy incoherence. The 
performance level of public investment is relatively low. Based on the perspective of performance auditing, this article 
discusses the key points of public investment performance auditing, the institutional issues of public investment and the 
path of influence on public investment. Finally, this article puts forward policy opinions on improving public investment 
performance through public investment performance auditing.
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1. Introduction
Public investment is an important force to promote the healthy growth of the national economy. With the 

development of society, the proportion of public investment in government expenditure is increasing. In the new era, 
public investment projects can not only realize the common interests of the public, but also improve the efficiency 
of public investment. However, the efficiency of public investment at this stage is low, and its function of promoting 
economic growth and improving the overall level of social welfare cannot be brought into full play. In this context, 
public investment performance auditing, as an important part of national auditing, provides an important starting point 
for exploring and adapting my country’s public investment strategies and measures in the new era. The study of public 
investment performance audit has important practical significance for promoting the reform of public investment 
performance auditing and promoting the vigorous development of the national economy.

The key points of public investment project performance audit stand in different positions, and accordingly have 
different focuses. First of all, in the decision-making process, the audit work of public investment projects should pay 
attention to standardization. When conducting an audit, staff must not only fully consider the scientificity and rationality 
of the decision-making, but also need to check the source of project funds and the scope of use of funds in detail. 
Secondly, for investment project management audits, it is necessary to strictly supervise the implementation of legal 
person responsibilities, and pay attention to the establishment of the internal control system of the audited unit and other 
related content, because a reasonable internal mechanism can serve as the economic goal of public investment projects. 
At the same time, we must also do a good job in the management of public investment project contracts and audits 
such as bidding. Finally, as for comprehensive auditing, all benefits of the project need to be audited. While effectively 
achieving public welfare goals, it is also necessary to take into account the effective improvement of audit efficiency.

2.	The	problem	of	public	investment	in	China
2.1	Institutional	incentives	for	problems	in	my	country's	public	investment

2.1.1 In terms of decision-making system: the malpractice of the public investment system leads to a loss of 
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efficiency
Chinese public investment system has institutional flaws and lacks rationality in project decision-making[1]. In 

order to pursue rapid economic development, some local governments pay too much attention to infrastructure and one-
sidedly pursue economic growth goals. The end result is that the government repeatedly builds infrastructure, which 
greatly wastes social resources and increases the burden of social costs.

2.1.2 During the implementation process: the supervision and management responsibilities of relevant departments 
are not in place

Some local governments only focus on the approval of public investment projects and the allocation of funds. They 
have not committed to the establishment of a public investment-related accountability system[2]. They have insufficient 
supervision of public investment projects and abuse of funds in public investment projects. And the use of power for 
personal gain is widespread. In terms of investment auditing, some auditing agencies focused their efforts on reviewing 
and reducing project investment settlement payments, and failed to implement the supervision of management 
responsibilities and the improvement of audit performance, which greatly violated the inherent requirements of audit 
supervision.

2.1.3 In terms of evaluation system: the system of public investment is not sufficiently binding
At present, Chinese public investment lacks a sound evaluation system. In reality, the implementation of public 

investment projects has serious work flow and the wrong tendency of one-sided pursuit of high economic indicators [3]. 
The audit results of public investment performance evaluation are seriously deviated from the established targets. Such 
adverse consequences will adversely affect public investment performance evaluation and related audit work.

2.2	Auditing	mechanism	for	changes	in	investment	efficiency
First, when conducting audits, audit institutions must fully disclose violations of laws and regulations in accordance 

with relevant laws. While writing and submitting the audit report to the government, the audit agency should also make 
corresponding recommendations for the disclosed issues. Second, the audit agency must correct violations of laws and 
regulations and implement corresponding rectification measures. Third, audit institutions should promote transparency 
in public investment projects, conduct true and objective evaluations on all aspects of public investment project 
activities, and ensure that the final results of audit evaluations conform to the objective reality. At the same time, the 
audit agency conducts a comprehensive analysis based on the various problems exposed in the work process, determines 
the specific root cause of the problem, and prescribes the right medicine.

3.	The	main	problems	in	the	audit	of	public	investment	projects
3.1 The legal protection system is not sound

At present, the only laws and regulations related to investment audit in my country are the Audit Law of the 
People's Republic of China and the Implementation Regulations of the Audit Law of the People's Republic of China. 
However, the two documents did not give specific evaluation indicators and the standard procedures to be followed 
when conducting audits. The lack of these important contents will bring all kinds of troubles to the performance audit 
of public investment. Therefore, my country urgently needs to establish a stable and binding legal system to impose 
institutional constraints on public investment auditing.

3.2 Evaluation indicators are not yet clear
There are many types of public investment projects, and different project types require different audit indicators. 

Therefore, audit institutions need to further clarify the evaluation indicators corresponding to different categories. In 
the process of public investment projects, some indicators will change with changes in the institutional environment, 
social policies and other conditions. However, due to the lack of a clear evaluation indicator system, auditors cannot use 
appropriate indicators to replace them in a timely manner. This will adversely affect the reliability of public investment 
projects and the authenticity of returns.
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3.3 The auditors lack professionalism
The audit work in the new era puts forward higher requirements on the professional quality and professional skills 

of the auditors. Traditional financial and accounting auditors can no longer meet the development requirements of public 
investment project audits. Modern public investment performance audits require compound talents with solid knowledge 
of laws, statistics, and psychology to conduct audit work. The requirements for professional qualities and skills have 
been greatly improved. Therefore, it can be seen that the professional quality and skills of public investment project 
auditors in my country urgently need to be further improved to meet the requirements of public investment performance 
audit work.

4.	Implementation	path	of	performance	audit	of	public	investment	projects
4.1 Improve the legal guarantee system for performance auditing

In the context of a comprehensive rule of law, the establishment of a unified, stable and predictable performance 
audit legal system is an effective path to promote the stable development of public investment project audits, and 
provides legal support for the orderly conduct of audit work. At the same time, it is necessary to optimize performance 
audit standards and specific audit work processes to improve the efficiency of public investment performance audits, 
improve the performance audit internal audit system, and standardize the efficient development of internal audit work 
through the internal audit system.

4.2 Strengthen the independence of audit institutions
Audit work is an independent work link, and independence is the prerequisite and basic condition to ensure its 

effective development. Enhancing the independence of audit institutions means to strengthen the independent decision-
making power of audit institutions so that they can make audit conclusions fairly and impartially without interference 
from other factors. Such audit results are an effective reflection of the true situation of public investment projects, and 
help the government to take corresponding rectification measures and improve performance.

4.3 Promote the quality construction of auditors
It is necessary to increase the training of comprehensive talents and promote the quality and capacity building of 

audit staff. At the same time, relevant departments must strictly conduct the selection of audit staff, raise the threshold 
for entry, optimize the number and hierarchical structure of staff in various agencies, so as to reduce unnecessary cost 
losses.

4.4 Adopt innovative audit methods
On the basis of the existing traditional auditing methods, we must increase the intensity of innovation and keep up 

with the development of the times. It is necessary to fully strengthen the use of new technologies, build an audit digital 
information sharing platform, further promote the information construction of audit work, improve work efficiency, 
strengthen work exchanges between various agencies, and promote the reform process of performance audit work.

5. Policy suggestion 
5.1 Improve performance system and management mechanism

First, the government should improve the performance audit index evaluation system and conduct a comprehensive 
audit of the social and performance benefits brought by public investment projects. Based on the results of the 
audit, the government conducts comprehensive considerations in many aspects and puts forward effective policy 
recommendations.

Second, the government should improve the management mechanism of public investment projects and improve 
the efficiency of performance auditing. The government must increase the sense of responsibility of audit institutions 
and carefully plan the annual investment audit plan. The government must make plans that are compatible with actual 
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capabilities and further improve the efficiency of performance auditing.
Third, improve the audit and supervision mechanism. It is necessary to incorporate the budget plan into the audit 

work and promote the effective development of budget audit performance evaluation. Audit institutions should make 
performance audit work throughout the entire public investment project, and fully expose problems such as duplication 
of construction, corruption, and waste of resources. At the same time, it is necessary to strengthen the effective 
cooperation and information sharing between the national audit agency, the discipline inspection and supervision 
agency, and the judicial agency.

5.2	Expand	the	breadth	of	public	investment	audit	and	strengthen	the	depth	of	audit
First, we must break down the barriers between performance audit work in different industries, different regions 

and different project audit circles, strengthen investment audit and policy implementation follow-up audit, as well as the 
horizontal collaboration and process coordination of various audits such as finance, finance, and enterprises.

Second, because many major public investment projects have a relatively long time span for project development, 
it is necessary to track and pay attention to every engineering link in the project development process. New development 
concepts and regional key development strategies should be embedded into the follow-up audit platform to achieve 
performance auditing to keep pace with the times, and to fully adapt performance audits to social changes.
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ABSTRACT:How to apply machine learning in the field of financial investment has been a hot research topic in 
academia and finance. In this paper, the support vector machine method (SVM) in machine learning is combined with 
Fama-Fench three-factor model to construct a new quantitative investment strategy, and the empirical analysis is carried 
out by using A-shares. Research shows that support vector machine (SVM) combined with the traditional three-factor 
model can build a more effective portfolio.
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1. Introduction to Model Theory
1.1Fama-Fench three-factor model

The capital asset pricing model (CAPM) proposed by Sharpe (1964), Lintner (1965) and Mossin (1966) is a 
milestone. Under certain assumptions, they rigorously deduced the pricing formula of any securities in the equilibrium 
state:

Fama (1973) verified CAPM and found that the β value of the combination and its return rate’s linear relationship 
is approximately true, but the intercept is high and the slope is low, indicating that β cannot be solved[1]. Then Fama & 
Fench (1992) analyzed the causes in detail about the influence of CAPM anomaly factor on cross-sectional return of 
securities. The results show that all these factors have a separate explanatory power on the cross-sectional return rate, 
but when the market value and the interpretation of the target value ratio (BE/ME) are combined, these two factors 
largely absorb the effect of the estimated ratio (E/P) and leverage ratio. Based on this, Fama & Fench (1993) built a 
multi-factor model[2]. The two factors of SMB and HML are considered. For here, the three-factor model can be written 
as :

1.2	Support	Vector	Machines	(SVM)
Support vector machine (SVM) is the most successful machine learning method in the 1990s. Its basic idea is to 

solve the separating hyperplane which can correctly divide the training data set and has the largest geometric interval. 
The hyperplane can be used for data. The standard of classification originates from logistic regression, which aims at 
feature learning 0/1 classification model, logistic function (sigmoid function) can be expressed as[3] :

This	model	takes	the	linear	combination	of	features	as	independent	variables.	Due	to	the	value	of	independent	
variables	The	range	is	from	negative	to	positive	infinity,	so	the	sigmoid	function	maps	independent	variables	
to	(0,1),	the	corresponding	category	is	represented	by	γ,	which	can	be	taken	as	−1	or	1.	Logarithm	based	on	

probability	of	loss	according	to	the	classification,	and	the	sigmoid	function	image	is	shown	in	Figure	
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Figure 1 Sigmoid function graph

Support Vector Machine also uses the above classification principle to classify data. Constructing a maximum 
margin classifier γ to maximize the distance between two margin boundaries and fall on the margin. The point is called 
support vector, obviously

When the data cannot be linearly separable, it is necessary to use the nonlinear model to classify the data well. 
When the data cannot be separated by a straight line, constructing a hypersurface can separate the data. SVM adopts 
the method of selecting a kernel function, by mapping the data to high-dimensional space, constructing the optimal 
classification hyperplane in this space, using linear classification method for data classification. 

However, it is difficult to determine which kernel function is appropriate without knowing the form of feature 
mapping. Therefore, the selection of different kernel functions may face different results. If the selection of kernel 
functions is not appropriate, it means that the sample is mapped to an inappropriate feature space, which may lead to 
poor results. Common kernel functions are shown in Table 1

Table	1	Common	kernel	functions

Linear kernel
Polynomial kernel
Gaussian amplifier kernel
Laplacian kernels
Sigmoid kernels

2.Empirical Analysis and Application
2.1Data declaration

The training data are from the stock factor values of Shanghai and Shenzhen 300 constituent stocks traded on the 
last trading day of each month from August 1, 2012 to August 1, 2016. The market value factor SMB and book value 
ratio are shown in Table 2. All factor data are standardized and processed. PB and market value are used to predict the 
price of the stock and the price of the next month, and support vector machine is used to train in machine learning. The 
rise and fall of each trading day are 1, and the decline and stock price are marked as 0. The cross-validation method is 
adopted, in which 80% of the data are the training set and 20 % of the data are the test set. The e1071 package in R is 
used for analysis.

Table	2	The	market	value	factor	SMB	and	book	value	ratio

Factor number Factor name Factor type Factor description

1 marketValue Scale factor
Market value of logarithmic cir-

culation
TTM algorithm

32 PB Valuation factor Net market rate TTM algorithm

2.2Strategy retest
The experimental results show that the prediction accuracy of SVM test set is 62.32 %, and the back-test strategy is 
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to buy the top 20 stocks with equal weight in the month 's forecast rise probability, and adjust the warehouse on the first 
trading day of the early month. The back-test interval is from July 1, 2013 to February 28, 2017, and the initial capital 
is set to 1000000 yuan. The back-test is carried out by using the quantitative platform of excellent ore. Table 3 is partial 
hold records for policy backtesting. Policy effects are shown in Figure 2 and Table 3.

Table	3	Policy	effects	:

Date Code Number of warehouses held Mean price Closing price Cash position
2013/7/1 61 10400 5.88 5.93 69933.25
2013/7/1 2385 8300 4.45 4.51 37441.3
2013/7/1 60058 58100 6.01 6.25 363125
2013/7/1 601888 600 28.26 29.37 17619
2013/7/1 6001888 17000 9.27 9.44 160548

... ... ... ... ... ...
2017/2/28 600754 2400 32.7 31.07 74568
2017/2/28 2299 2900 29.48 18.59 53911
2017/2/28 300182 11100 11.5 10.2 113220
2017/2/28 600304 10500 25.32 25.62 269010
2017/2/28 600252 68100 4.35 4.73 322113

Table	4	Core	indicators

Annualized 
return rate

Benchmark an-
nualized yields

Alpha Beta
Sharpe ra-

tio
Y i e l d 
volatility

Informa-
tion ratio

M a x i m u m 
retracement

Buying-sell-
ing rate

22.4% 13.4% 8.2% 1.07 0.64 29.4% 1.29 48.1% 8.94
Since the multi-factor model is usually a robust strategy, in order to avoid the high transaction costs caused by 

frequent transactions, this strategy adopts the monthly regular position adjustment. According to Table 4, the transaction 
strategy designed by the support vector machine algorithm combined with the Fama-Fench three-factor model has an 
annualized return rate of 22.4 % in the retest interval, which exceeds the benchmark market return rate of 13.4 % and 
obtains the Alpha of 8.2 %, indicating that the Fama-Fench three-factor model is still effective in the A-share market. 
At the same time, we can see that the maximum withdrawal of the strategy is 48.1 %, indicating that the strategy cannot 
achieve good hedging effect without adding stop loss and stop surplus. From the perspective of quantitative investment, 
hedging with stock index futures is a good choice for multi-factor strategy.   

3.Conclusion
The research shows that machine learning method has a good application space in the financial market. In 

the era of big data, the traditional statistical model cannot extract effective information features from complex and 
multidimensional financial data, and machine learning algorithm is good at dealing with complex and high dimensional 
data. This is also the reason why artificial intelligence investment has more and more attention in the financial industry. 
From the perspective of quantitative investment, how to apply machine learning method to the field of financial 
investment is still a controversial topic,.

Reference:
[1]Fama ,E.F.& K.R .French(1992), “The cross-section of expected stock returns”, Journal of Finance 47:427-466.
[2]Fama , E.F.& K.R .French (1993), “Common risk factors in the returns on stocks and bonds”Journal of Financial 

Economics 3:33-56.
[3]Cortes C, Vapnik V. Support-Vector Networks.[J].Machine Learning.1995.20(3):273-297.

| Peng Yun Wang et al.



29

How can China’s Free Trade Zones Meet the International Advanced 
Standards?
LingYan Meng

Universiti 	 	 Pendidikan	 Sultan	 Idris(UPSI)，Faculty of Management and Economics, 359000，
Tanjong	MalimPerak	Darul	Ridzuan,	Malaysia，MLY18903294777@163.com

Abstract: There is little difference between a free trade zone (FTZ) and a free trade port. Relatively speaking, 
a free trade port enjoys a wider degree of openness and can be exempted from customs supervision in a border area. 
Although certain achievements have been made during China's free trade zones construction with the development of 
global economy, there are still some shortcomings compared with other zones abroad. Therefore, China must build 
and reform FTZs based on its own economic situation, laws, regulations and market demands if China wants to build 
a more competitive and open free trade zones to have a stronger influence in the new round of international economic 
competition.
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1.Introduction
The international FTZ was originated from "free zone", an economic zone set up in a country or region to isolate 

tariffs, or specially supervised by customs. However, different from foreign definition and connotation, FTZs in China 
contain multiple areas and take on responsibilities of exploration and reform in different trade focuses. FTZs are built 
to liberalize the economy and trade and to promote the China’s economic to be more prosperous. These places will also 
make related overseas trade more convenient by means of tax reduction and exemption. However, most FTZs in China 
are still pilot zones set by the central government, being relatively immature. Therefore, one of the most important goals 
for the construction of FTZs is to broaden the scope of "freedom".

2.	Current	progress	and	problems	during	the	construction	of	China’s	FTZs
China’s opening-up strategy for the future has been continuously promoted, including constructions for FTZ. In 

September 2013, Shanghai Free Trade Zone was formally established. Until August 2019, China had successively built 
18 FTZs in five batches in basically all coastal provinces and some inland area, forming a unique free trade network. 
While expanding the scope of opening-up, bringing about great help to economy and trade of these inland cities, FTZs 
also help China adapt to new rules of international economy and trade, constantly enhance the level of opening up, and 
drive the marketization and internationalization of the national economy.

However, FTZs are relatively immature for China's economic construction. The socialist market economy is still 
in building. Currently, free trade zone construction must be improved in line with China's economic laws. It cannot, of 
course, blindly learn from foreign construction models. However, we must pay attention to the following issues.

2.1 Relevant laws and regulations 
In order to have an effective legal basis and guarantee for the operation and management of free trade zones, 

relevant laws and regulations must be perfected before the construction. Of course, holding not a single but multiple 
functions, China's free trade zones have the responsibilities to accumulate experience for economic system reform. 
Therefore, it is impossible to perfect the relevant laws during the current free trade zone experiment, which leads to 
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corresponding development difficulties: although the government requires bold reform and experimental innovation in 
the pilot FTZs, most of the development and reform are relatively cautious since there is no legal protection and support 
in the FTZs. In addition, relevant policies are not authoritative and transparent enough and even cannot be effectively 
implemented. In this case, it is necessary to apply for approval from relevant departments regarding various reforms, 
relatively reducing efficiencies[1].

Moreover, the practical effect of relevant strategies is not satisfactory or may even conflict with China's basic tax 
law system due to some tax reduction and preferential strategies were made by free trade zones without legislative 
provision in order to attract professionals and investment, resulting in unnecessary losses. Besides, vicious competitions 
may occur in free trade zones because of investment competition, which is not conducive to the balanced allocation of 
resources.

2.2	Institution	building	and	administration
The administrations and reform of China's free trade zones are managed under the system of ministerial-level joint 

conference participated by 30 units that are led by the Ministry of Commerce and the center vice president. Meanwhile, 
relevant management groups led by the party chief of provincial and municipal committee are set up to take on the 
coordination and communication between the center and local departments in FTZs. Relevant management committees 
should also be responsible for promoting specific reforms, and relevant management committees and offices are set in 
FTZs.

There are still some shortcomings, although this kind of management mechanism will make departments and 
systems operate efficiently. After all, the organizational structure of FTZ is attached to the original development zone 
and administrative region. It is not officially included in the administrative agency, let alone the authority. Besides, 
there is no motivation for system innovation, which leads to serious backwardness of relevant systems and reduces the 
operational efficiency and competitiveness of the FTZ[2].

2.3 Tax incentives 
At present, the tax incentives in most FTZs in China are less attractive to international resources. The scope of 

value added tax reductions in imports are relatively small, so the requirements for most foreign resources are still too 
high. If the administrative costs are reduced to a certain extent since most of China’s FTZs are still in the pilot stage, 
there is still a lot of room for tax reduction and exemption, which is also more conducive to attracting foreign resources. 
The construction of China’s free trade zone still needs to be improved, for example, the software and service level are 
still far behind those international ones.

3. Learn advanced experience from international standards
At present, due to the refinement of the division of labor in the global value chain and the increasing frequency of 

international trade, the development of China's free trade zone must adapt to the global trade rules, and reform towards a 
higher level of freedom and standards. It is necessary for China to learn advanced experience from international FTZs to 
enhance its own competitiveness and compete for the right to speak in the global economic market by virtue of its own 
ability, so as to safeguard the security and stability of national economic development.

3.1 Enhance legal construction 
Special laws will be set in FTZs in most countries. Therefore, China should formulate and improve relevant legal 

systems in time to ensure that the zones can obtain sufficient legal protection and promote the rapid advancement and 
development of FTZs. Relevant contents can be formulated in accordance with international laws. We must also persist 
in reform and innovation to adapt to the development of China's socialist market economy to ensure the rapid and steady 
development.

3.2	Improve	the	efficiency	of	administrative	management	
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The administrative mechanism of most international FTZs is basically a two-tier flat management, which is more 
flexible and efficient, and the management mechanism is also very simple. Therefore, the institutional construction 
of China's FTZ should be simplified to certain extent and become more professional. It should also give priority to 
improving trade convenience in order to achieve faster development.

3.3	More	favorable	taxes	
Most international FTZs will adopt tariff reduction and exemption to attract foreign resources. For example, Hong 

Kong has adopted a comprehensive policy of zero tariff and unlimited trade. Except for special commodities such as 
tobacco and alcohol, others are commonly zero tariffs, greatly attracting foreign resources. After all, the preferential 
tax policy is very helpful to the cost saving of related trade enterprises, and can also promote the prosperity and healthy 
development of FTZs. At the same time, it is more attractive to international enterprises and can greatly increase 
international competitiveness.

4. Conclusion
In short, after all, China's free trade zone is still in the experimental stage. Although there are many problems, 

there is still a strong room for development. Therefore, China must strengthen the reform and construction of the free 
trade zone against the international advanced experience, so that China can occupy a very favorable position in the 
international economic competition.
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Abstract:In the market economy environment, the production and operation activities of enterprises are faced with 
many risks and uncertainties. Therefore, the financial personnel should always keep a cool head and fully consider the 
uncertain factors, so as to minimize the risks of the company and maximize the benefits. Therefore, starting from the 
connotation analysis of the principle of accounting prudence, this paper analyzes the conflict of the principle of prudence 
in enterprise accounting, and obtains the corresponding improvement measures, so that the principle of prudence can be 
reasonably applied in accounting practice.
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1.Connotation analysis of prudence principle and its application in 
Enterprise Accounting

The principle of prudence, also known as the conservatism principle, refers to the principle that an enterprise 
should be cautious in the process of accounting recognition and measurement report on some transactions or matters, 
and not overestimate the income and assets, and also not make low estimation of expenses and liabilities. Caution 
requires that enterprises should be cautious when they are faced with uncertain factors to make professional judgments, 
and fully estimate various risks and losses, neither overestimate assets or income, nor underestimate liabilities or 
expenses. For example, the adoption of accelerated depreciation method and capitalization of borrowing costs for fixed 
assets reflect the prudential requirements of accounting information quality.

2.The	problems	of	prudence	principle	in	the	accounting	of	enterprises
With the accelerating process of economic globalization in the world, the uncertainty of the environment and risk 

of enterprises is also deteriorating. The principle of prudence is widely used, but in enjoying the benefits it brings, 
we should also see the limitations of the principle of prudence itself, and there are shortcomings in the enterprise 
accounting.

2.1The	relationship	between	the	principle	of	prudence	and	relevant	standards
There is a conflict between the principle of prudence and the principle of reliability. Reliability requires enterprises 

to confirm, measure and report on the basis of actual transactions or events, and truthfully reflect the accounting 
elements and other relevant information that meet the requirements of confirmation and measurement, so as to ensure 
the authenticity, reliability and integrity of the information. The principle of prudence emphasizes that the possible 
expenses and losses can be expected in accounting, such as requiring enterprises to make provision for the possible 
impairment of assets, confirming the estimated liabilities for the possible warranty obligations of sold goods, etc., which 
is obviously contradictory to reliability.

2.2The	relationship	between	the	principle	of	prudence	and	the	professional	judgment	ability	
of Accountants

The accounting of enterprises needs accountants who have the ability to prepare professional judgment. However, 
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due to the lack of professional background knowledge, lack of practical experience and the difference of education 
level, the professional judgment ability is uneven, which precisely affects the application of the principle of prudence 
in accounting, and the resulting accounting has certain subjective assumptions. For example, the fixed assets with 
inventory gain should be recognized as the entry value according to the replacement cost. In the process of determining 
replacement cost, there are some subjective factors inevitably. On the date of measuring replacement cost, due to the 
technical progress and other reasons, it is difficult for some assets in the market to find the same or similar assets. For 
these assets, the replacement cost can only rely on the professional judgment ability of accounting personnel, so the 
determination of replacement cost has subjective components.

2.3The	problem	of	"degree"	in	the	application	of	prudence	principle	in	accounting
Due to the differences in professional judgment ability of different accountants, everyone's understanding of 

prudence is not the same, resulting in a lot of "word risk". For the word "cautious", it may fall into the misunderstanding 
of "more losses than profits". Then, in the process of production and operation, the enterprise will deliberately expand 
the investment in product costs, which will bring countless economic losses to the enterprise. The application of 
prudence principle does not allow enterprises to set secret preparation. If an enterprise does not grasp the problem of 
"degree", intentionally underestimate the assets or income, or deliberately overestimate the liabilities or liabilities, it will 
not conform to the reliability of accounting information, damage the quality of accounting information, distort the actual 
financial situation and operating results of the enterprise, and thus mislead the decision-making of users.

3.The application of prudence principle in Enterprise Accounting
The principle of prudence has become the top priority of accounting work and plays a vital role in enterprise 

accounting practice. In view of the above problems, scientific, reasonable and effective measures should be taken to 
require enterprises to accurately estimate the assets or income, liabilities or expenses, objectively reflect the financial 
situation and operating results of enterprises, and provide guarantee for the sustainable development of enterprises.

3.1Deal	with	the	relationship	between	the	principle	of	prudence	and	relevant	standards
Try to avoid the conflict between the principle of prudence and other relevant standards. For accountants, when the 

principle of prudence conflicts with other standards, efforts should be made to alleviate the contradiction between them. 
For some accounting matters handled by the principle of prudence, it is necessary to further clarify in the accounting 
report, not only the amount affected, but also the actual situation and treatment methods of accounting matters, so 
as to make the accounting information more authentic. For government personnel, in formulating relevant laws and 
regulations, relevant accounting standards should be improved, and relevant requirements can be further refined, and 
specific, operational, comprehensive and can be used by enterprises to deal with specific business as much as possible, 
so as to enhance the clarity and operability of the principle of prudence.

3.2Improve	the	professional	ethics	and	professional	judgment	of	financial	personnel
With the rapid change and development of society, along with the reform of economic system, the accounting 

standards of our country have changed from system to standard. With the diversification of enterprise production and 
operation activities and the complexity of economic environment, improving the professional judgment ability has 
become the necessary quality of Accountants in the new era. The author thinks that the professional judgment ability 
of financial personnel can be improved from the perspective of professional knowledge and professional competence. 
Accounting knowledge is the basis of solving various economic business, and the understanding of knowledge has a 
certain depth and breadth. A qualified accountant needs to build his own knowledge framework system. On the basis 
of theoretical knowledge, he also needs to obtain experience through continuous practice, which is the accumulation 
of professional competence. For example, he can observe others to deal with business or obtain experience through 
teaching case study practical ability.

3.3Grasp	the	problem	of	"degree"	in	the	principle	of	prudence
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Grasping the "degree" is the most critical issue of the principle of prudence in enterprises. Excessive use of the 
principle of prudence and reducing the use of the principle of prudence will reduce the advantages of the principle 
of prudence, so that the financial situation of enterprises can not be fully reflected, and mislead the personnel using 
accounting information to make wrong judgments in decision-making, which also affects the ability of professional 
judgment. Therefore, the proper use of the principle of prudence is the key to accounting. By finding a balance point to 
use the principle of prudence, we can give full play to the greatest advantage of the principle of prudence and restrict 
our own defects within a reasonable range.

4.Epilogue
The application of caution principle in accounting plays a double-edged role. It is necessary to keep due care, 

fully estimate various risks and losses, not overestimate assets or income, nor underestimate liabilities or expenses, but 
also grasp "degree" reasonably, avoid too much, and affect the business results and financial situation of the enterprise. 
With the development of technology, the principle of prudence is widely used, which provides guarantee for the quality 
of accounting information, reduces the business risk of enterprises, and is also the key to the accountants to be able to 
accurately engage in accounting. Although the principle of prudence can not bring significant economic profit to the 
enterprise, it has a subtle influence on the formulation of business policies and policies, which makes the enterprise in 
an invincible position in the market competition.
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Absrtact: With the deepening of international trade, the foreign exchange risk exposure of foreign trade companies 
is gradually being valued in the international market, and foreign exchange risks are also the main risks that Chinese 
foreign trade companies need to avoid. This article analyzes the reduction of foreign exchange risks from both the 
internal and external aspects of the company, focusing on the value-preserving role of foreign exchange derivatives in 
transactions, and making suggestions for the steady operation of foreign trade companies.

Key words: Foreign exchange derivatives; Foreign exchange risk; Hedging; China Foreign Trade Corporation

1.Causes and potential consequences of foreign exchange risks of foreign 
trade companies

Foreign trade companies refer to companies that have the right to engage in foreign trade activities. The main 
business of the company is to earn price differences from domestic and foreign import and export commodities. In the 
foreign exchange market, foreign trade companies, as customers in the foreign exchange market, become the actual 
supply and demand side of foreign exchange for the purpose of transaction preservation and other purposes[1]

Floating exchange rates will cause uncertainty in earnings. The difference in the type of currency and the difference 
in the period of currency exchange may also cause fluctuations in the company's interests. In international economic 
activities, foreign exchange risk is the risk of changes in the company's profits due to changes in exchange rates[2]. When 
foreign exchange assets and foreign exchange liabilities are not equal, there will be risk exposure. When there are more 
foreign exchange liabilities, there will be short naked positions, and vice versa. Foreign trade companies conduct a large 
number of commodity transactions in the international market, and it is difficult for them to balance their positions in all 
trading currencies. Therefore, they will inevitably have to face foreign exchange risks.

If there is a naked foreign exchange short position, when the foreign exchange declines, you can benefit from 
the foreign exchange risk. Otherwise, it will bring losses to the company. The discounted risk caused by the foreign 
exchange risk will cause differences in the book reconciliation[3], and the transaction risk will make the foreign trade 
company bear the possible losses. Changes in foreign exchange may lead to changes in trading volume, causing changes 
in the company's interests for a period of time in the future, and triggering economic risks[4].

2.	Internal	hedging	strategies	for	foreign	exchange	risk	management	by	
foreign trade companies

Companies facing foreign exchange risks can prevent the company's foreign exchange risks by adjusting the 
transaction currency and the agreement before signing the contract. Reducing the profit fluctuations that may be caused 
by foreign exchange risks from within the enterprise, such as: using advantageous currencies, signing value-preserving 
clauses, etc.

2.1Currency	adjustment
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In international transactions, it is the safest way to use local currency to denominate. It is not affected by foreign 
exchange changes and can fundamentally eliminate foreign exchange risks. But this method will transfer the foreign 
exchange risk to the counterparty, so it is difficult to reach an agreement.

If it is not possible to price in local currency, try to choose hard currency for export business and soft currency for 
import business. When the exchange rate fluctuates, the value of the hard currency is more stable, the exporter is easier 
to lock in profits, and the soft currency is easier to depreciate, importer can use the soft currency to control the cost. 

In addition, holding hard currency assets and soft currency liabilities can also reduce foreign exchange risk. 
Compared with hard currencies, the exchange rate of soft currencies remains unchanged or decreases, which reduces 
debt pressure for corporate liabilities. The hard currency is a relatively better currency to maintain value, which can 
better lock the company's profit range.

2.2Agreement	adjustment
Foreign exchange risks exist for both parties in the transaction. The proportion of the foreign exchange risks that 

both parties bear can be agreed in advance in the agreement to control the losses that the foreign exchange risks may 
bring to the company.

It is also possible to add value-preserving clauses agreed by both parties in the agreement, such as: gold 
preservation, foreign exchange preservation, and "basket" currency preservation. The most common is foreign exchange 
hedging. Hard currency is used as a hedging currency. The exchange rate fluctuation space is negotiated. If the exchange 
rate exceeds the prescribed range, the payment will be adjusted to better stabilize interest fluctuations.

3.External	hedging	strategies	for	foreign	exchange	risk	management	by	
foreign trade companies

In response to foreign exchange risks, companies can use external management strategies in addition to internal 
management. After the contract is signed, foreign exchange derivatives such as forwards, options, swaps, etc. are used 
to hedge foreign exchange risks in transactions. Foreign exchange derivatives can reduce exposed risk positions, ensure 
the company's costs and profits, and stabilize the company's profit[5].

3.1External hedging strategies for foreign exchange risk: taking the forward as an example
Foreign exchange forward is a non-standardized agreement for over-the-counter transactions. The two parties to 

the transaction agree in advance on the currency, exchange rate, deadline or period range for delivery at a certain time 
in the future. According to this transaction at maturity, lock the local currency corresponding to future foreign exchange 
income, reduce the risk of changes in the company's interests, and increase the possibility of income from fluctuations[6].

In order to prevent the decline of foreign exchange, exporters should actively adopt the strategy of selling foreign 
exchange forwards. When the foreign exchange payment received by the exporter is being exchanged, it will lead to a 
reduction in local currency income and a reduction in profits if the relative currency depreciates. In export transactions, 
it is unfavorable for exporters to expose their long foreign currency positions too much. However, if you do forward 
foreign exchange with the same currency, the same maturity, the same amount, and the opposite direction, the foreign 
exchange can be greatly reduced. Long positions reduce the impact of foreign exchange fluctuations on currency 
clearing. When foreign exchange declines, it can bring benefits from the forward market. Therefore, even if the 
decline in foreign exchange is not conducive to exports, and the spot market loses money. The forward market can be 
compensated accordingly[7].

Importers should relatively adopt the method of buying foreign exchange forward to maintain value. When foreign 
exchange rises, importers will use more domestic currency to purchase, and the cost of purchasing goods will increase. 
Buying foreign exchange forwards can not only fix the transaction exchange rate in advance, but also reduce the impact 
of foreign exchange market fluctuations, which is the opposite of the spot market[8].

Fluctuations in exchange rates will cause changes in uncleared payments, which will affect the company's capital 
budget and risk calculations. However, foreign exchange forwards and spot transactions are in the opposite direction. 
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Gains and losses are complementary to the spot market. Forward have a significant impact on foreign exchange risks. 
For exporters, a decline in foreign exchange will result in a decrease in the domestic currency for liquidation, and 
foreign exchange forward profits. Foreign exchange rises, although foreign exchange forward losses, but the available 
domestic currency has increased. For the importer, a rise in foreign exchange will make the spot market lose money and 
the forward market will make a profit, while a fall in foreign exchange will make the spot market profit and the futures 
market will lose money. Even when gaining benefits, they will bear the losses brought about by the exchange rate, and 
when they suffer losses, they will also have the returns brought about by the exchange rate. Although foreign exchange 
forwards can control foreign exchange risks, they lower the upper limit of the income they have the opportunity to 
obtain.  Therefore, this kind of hedging tool is more suitable for companies that adopt conservative management 
strategies.

3.2External hedging strategies for foreign exchange risk: taking options as an example
Foreign exchange options means that after a foreign exchange option buyer pays a certain fee to the option seller at 

the beginning of the period, he obtains the right to buy or sell at the price specified in the contract for a period of time, 
or not to trade. The option seller can only force the opposite transaction based on the option buyer's to fulfill contractual 
obligations. The foreign exchange option buyer can use the initial option premium to obtain future choices that are more 
beneficial to his own trading direction. This feature makes it is very suitable to avoid foreign exchange risk[9].

Importers will convert their domestic currency into foreign currencies in a certain period of time in the future. 
Because worrying about the rise in foreign exchange, importers buy foreign exchange call options and use the cost of 
option fees to lock in the maximum loss. When the spot exchange rate of the transaction is lower than the agreed price, 
the right party waives the execution of the option contract and the loss is the option premium. When the spot exchange 
rate of the transaction is higher than the agreed price, the right party chooses to execute the foreign exchange option 
contract. If the break-even point is not reached, it will make up for the loss of the option fee; if it is reached, it will start 
to bring profits to the foreign exchange option buyer. As the spot exchange rate rises, the profitability of the call option 
buyer also increases. When the spot interest rate rises, although the market exchange rate is not conducive to importers, 
they can choose to execute the contract to fix the import cost and obtain unlimited benefits after buying foreign 
exchange call options[10].

Exporters can buy put options and pay premiums to obtain the right to choose whether to sell the goods. When in 
real-value options, they execute foreign exchange option contracts. When in out-of-value options, they don't exercise. 
Whether they are in at-value options, the benefits are all the same. Like a call option, the maximum loss is only the 
option premium, which will not cause a large loss of profit due to the increase in the exchange rate. However, the 
difference from call options is its maximum profit is the difference between the strike price and the option premium.

The participation of foreign exchange options makes the importer's cost fixed. The maximum cost is the option fee 
and the amount of currency settled at the strike price. As the exchange rate drops, the cost continues to decline and there 
is no upper limit on the benefits. The exporter's lowest income is the amount of currency settled at the strike price minus 
the option premium. As the exchange rate rises, the income continues to rise. The biggest loss is the option premium. 
When the spot exchange rate does not develop in the direction that the foreign trade company hopes, it will make the 
foreign trade company lose money, but foreign exchange options can protect the foreign trade company well through 
fixed the importer's cost and increased the exporter's profit.

3.3External hedging strategies for foreign exchange risk: taking swaps as an example
Swap is a transaction of the same amount, the same currency, and different periods in the opposite direction. 

Several common transactions are: spot-to-spot swap, spot-to-forward swap, and forward-to-forward swap.
If an export transaction is conducted with the same country, the exporter can first sell the foreign currency, convert 

it into domestic currency and purchase the foreign currency forwards with the same amount and different maturities. 
When the forward expires, the foreign currency will be purchased at the agreed interest rate at the time. Although the 
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amount of foreign currency has not changed, this has increased the liquidity of the company's currency and also solved 
the company's working capital problem. When importing goods, importers need to buy foreign currency first. But there 
may still be a need to sell foreign currency in subsequent transactions. If the foreign currency depreciates, it will not 
be conducive to the importer's exchange of domestic currency. So importers can buy foreign currency at sight and sell 
foreign exchange forwards at the agreed interest rate when they expire. Not only can the agreed interest rate guarantee 
the cost and the risk of exchange rate fluctuations can be visualized, but it can also actively respond to possible losses 
caused by the exchange rate and bring more profit opportunities to the importer. 

Foreign exchange swaps can be used to trade and deliver future foreign exchange at current prices. The exchange 
rate can be controlled at the current level. The foreign trade company's exposed positions can be better balanced and the 
impact of foreign exchange fluctuations on the company can be reduced. Swaps bring convenience to both parties in the 
transaction, preserve the value of trade activities and avoid foreign exchange risks.

4.Conclusion
When a foreign trade company conducts international currency circulation, foreign exchange risk is a risk that the 

company should consider first. When a company exposes a position in the market, it will cause uncontrollable risks due 
to exchange rate fluctuations. Other risks caused by foreign exchange risks will also cause trouble to the company's 
finance, operations, risk management and other departments.

To deal with foreign exchange risks, foreign trade companies can adopt a two-pronged strategy internally and 
externally. Before signing, the content of the agreement should be adjusted. After signing, foreign exchange derivatives 
should be used to hedge the company's exposed position in the foreign exchange market. This can protect the company’s 
profits, stabilize transaction costs, and play a positive role in the value of the company’s import and export transactions, 
thereby increasing the company's value.
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