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Abstract

In recent years, there have been multiple incidents of state-owned enterprises participating
in financing trade in China, and there has even been a fraudulent phenomenon in which some
state-owned enterprises have deliberately made use of false financing trade to enlarge their
performance. This type of financial fraud in financing trade initially occurred in state-owned
enterprises with strong capital, and then more and more listed companies also began to take
advantage of their own financing ability to participate in it. This trade mode is an external
capital flow without substantive business, which is highly covert, and the false trade volume
can substantially increase the income and profit of the enterprise. Therefore, it is very tempting
for those state-owned enterprises and listed companies that are facing performance pressure but
have financial advantages. However, inflated profits not only mislead investors in their
investment decisions but also disrupt the normal order of the capital market. Once the funding
chain breaks, enterprises will suffer huge financial losses. Therefore, the State-owned Assets
Supervision and Administration Commission (SASAC) has repeatedly issued documents
restricting and prohibiting state-owned enterprises from engaging in false financing trade
business. It is of great practical significance to study how to effectively identify and prevent
financial fraud in financing trade.

Based on the above background, this article selects Kaile Science and Technology Co.,
Ltd., Hubei (hereinafter referred to as "Kaile Science and Technology"), the first A-shares
delisted listed company in 2023, as a case study for analysis. The fundamental reason for the
delisting of Kaile Science and Technology is that it is involved in a sensational "private network
communication scam™ in the capital market. This hidden financing trade network under the
guise of "special network communication business" has a capital scale of more than 90 billion
RMB and involves more than a dozen listed companies. Kaile Science and Technology is the
listed company with the largest amount of fraud involved, which is representative. This article
sorts out the financial fraud in the financing trade of Kaile Science and Technology. And using
quantitative analysis, comparative analysis, and other methods to analyze the signs of fraud in
Kaile Science and Technology before the exposure of fraud from the four dimensions of
financial taxation, industry business, corporate governance, and internal control. Specifically,
it can focus on identifying whether there are abnormalities in the company's data indicators,
such as accounts receivable and prepayments, operating income, fund occupation, tax situation,

and so on. It can also pay attention to whether the company's business model conforms to
1
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industry practices, whether the actual controller has abnormal behavior, and whether there are
close relationships between upstream and downstream companies, etc. Based on GONE theory,
this study explores the causes of financial fraud in financing trade conducted by Kaile Science
and Technology from a four-factor perspective. Firstly, the greedy mentality of fraudsters drives
them to seek improper benefits through falsifying performance. Secondly, the high
concentration of power, deficiencies in internal control systems, and operability of the self-
circulation trade model provide opportunities for fraud. In addition, the need for fraud stems
from the performance pressure and delisting risk brought about by poor company management.
Finally, the strong concealment and confidential nature of the business itself, as well as the
negligence of audit institutions in supervision, make it difficult to expose fraudulent behavior.

Based on the case of Kaile Science and Technology, the prevention of financial fraud in
financing trade should first curb the greed of fraudsters from the source. On the one hand, it can
be curbed by increasing the cost of fraud, and on the other hand, the ideological and behavioral
patterns of fraudsters can be improved through institutional norms. Secondly, it is necessary to
reduce the opportunities for fraud. Enterprises engaging in financial fraud in financing trade
usually exploit loopholes in corporate governance and internal control. Therefore, it is
necessary to optimize the governance structure, improve the supervision mechanism, and
regularly conduct self-inspection on financing trade. We can strengthen the review of trade
contracts, fund management, and cargo rights management to prevent financial fraud in
financing trade. In addition, it is important to reduce negative demands. The two parties
involved in financial fraud in financing trade are motivated by their own negative interests. The
funding provider aims to alleviate performance pressure and avoid delisting, while the financing
party aims to obtain funds. Therefore, solutions can be found one by one to address these
negative demands. Finally, it is necessary to increase exposure risks and strengthen control
measures based on the characteristics of financing trade. At the same time, audit quality should
be improved, legal deterrence should be exerted, and the mentality of fraudsters who believe

that financing trade has high concealment and fraud is difficult to detect should be stifled.
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