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Abstract	
With	 the	 development	 of	 the	 securities	market,	 highly	 complex	 product	 structures,	
trading	models,	and	 trading	scenarios	have	caused	 further	asymmetry	 in	 information	
between	institutions	and	investors,	which	has	created	a	higher	protection	demand	for	
public	 investors.	Article	 93	 of	 the	 new	 "Securities	 Law"	 established	 the	 prepayment	
compensation	 system	 for	 the	 first	 time	 in	 the	 form	 of	 legislation.	 As	 an	 innovative	
paradigm	 in	 the	 securities	 market,	 the	 advance	 payment	 system	 helps	 to	 resolve	
litigation	disputes	that	investors	suffer	losses	due	to	major	illegal	acts	such	as	fraudulent	
issuance	 in	 the	securities	market,	and	effectively	promotes	 the	soundness	of	 investor	
protection	mechanisms.	However,	the	legislative	system	of	the	advance	payment	system	
in	our	country	is	not	yet	mature.	This	article	combines	the	background	of	the	advance	
payment	system	and	analyzes	the	value	and	problems	of	the	introduction	of	the	advance	
payment	system	in	the	securities	market	through	the	analysis	of	the	typical	cases	of	the	
advance	 payment	 system.	 In	 terms	 of	 improvement,	 in	 view	 of	 the	 current	 national	
conditions	of	our	country,	suggestions	for	system	construction	and	improvement	are	put	
forward,	and	the	advance	payment	will	be	developed	 into	a	 long‐term	mechanism	 for	
investor	rights	protection	to	protect	investment	confidence	in	the	securities	market.	

Keywords	
Securities	Law; Advance	Payment;	Sponsor	System;	Investor	Protection.	

1. Introduction	

With	 the	 development	 of	 the	 securities	market,	 highly	 complex	 product	 structures,	 trading	
models,	 and	 trading	 scenarios	 have	 caused	 further	 asymmetry	 in	 information	 between	
institutions	and	investors,	which	has	created	a	higher	protection	demand	for	public	investors.	
Investors	are	an	important	subject	of	the	securities	market,	and	the	securities	market	lacking	
investor	support	will	 fall	apart.	 In	recent	years,	there	have	been	an	endless	stream	of	 illegal	
cases	such	as	 false	statements	and	 fraudulent	 issuance	 in	 the	securities	market,	which	have	
harmed	the	legitimate	rights	and	interests	of	investors	and	shaken	the	investment	confidence	
in	 the	 securities	 market.	 At	 present,	 the	 securities	 laws	 of	 various	 countries	 have	 made	
protecting	the	interests	of	investors	as	the	primary	task	of	legislation.	The	concept	of	financial	
consumers	in	countries	and	regions	with	developed	securities	markets	has	gradually	formed,	
which	 further	 reflects	 the	 important	position	of	 investor	protection	 in	 the	commercial	 legal	
system.	[1].	
Investor	protection	is	not	only	a	basic	principle	of	securities	legislation,	but	also	an	important	
content	of	 the	rule	of	securities	 law.	The	new	Securities	Law	promulgated	by	my	country	 in	
2020	 adopts	 the	method	 of	 centralized	 legislation,	 and	 sets	 up	 special	 chapters	 to	 provide	
centralized	regulations	on	the	content	of	investor	protection.	A	systematic	investor	protection	
system	is	avoided,	the	fragmentation	of	the	investor	protection	system	is	avoided,	and	the	law	
is	easy	to	understand	and	apply.	In	the	design	of	the	system,	the	advance	payment	system	in	
the	securities	market,	as	a	brand	new	paradigm	to	protect	the	rights	and	interests	of	investors,	
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was	formally	established	in	the	form	of	legislation	in	Article	93	of	the	new	Securities	Law.	To	a	
certain	 extent,	 the	 implementation	 of	 the	 advance	 payment	 system	 helps	 to	 resolve	 the	
litigation	disputes	of	securities	market	investors	who	suffer	losses	due	to	misrepresentation	
and	other	acts.	It	reflects	the	determination	of	the	regulatory	agencies	to	curb	illegal	activities	
in	the	securities	market.	However,	as	an	innovative	paradigm,	the	advance	payment	system	Not	
yet	 mature.	 The	 research	 in	 this	 article	 helps	 to	 understand	 the	 relationship	 between	
prepayment	 and	 investor	 protection	 under	 the	 background	 of	 the	 new	 Securities	 Law,	 and	
provides	assistance	for	the	research	on	investor	protection.	

2. Practical	Exploration	of	Advance	Payment	System	

2.1. The	System	of	Advance	Payment	
The	advance	compensation	system	optimizes	the	path	of	civil	remedies	in	the	securities	market	
and	is	an	alternative	mechanism	to	protect	investors	from	obtaining	effective	compensation.	
Article	93	of	the	new	"Securities	Law"	clearly	stipulates:	"When	investors	cause	losses	due	to	
fraudulent	 issuance,	 misrepresentation	 or	 other	 major	 illegal	 acts,	 the	 issuer’s	 controlling	
shareholder,	actual	controller,	and	related	securities	companies	shall	be	jointly	and	severally	
liable	for	the	issuer	and	other	major	violations.	Before	accepting	administrative	penalties	and	
judicial	judgments,	an	investor	protection	agency	may	entrust	an	investor	protection	agency	to	
reach	an	agreement	on	compensation	matters	with	the	investors	who	have	suffered	losses	and	
make	advance	payment,	and	then	seek	compensation	from	the	issuer	and	other	jointly	liable	
persons	who	did	not	participate	in	the	payment.	In	practice,	the	phenomenon	of	"recommend	
without	 guarantee"	 in	 the	 securities	 market	 under	 the	 IPO	 sponsorship	 system	 has	 been	
criticized.	Sponsor	institutions	pay	too	much	attention	to	whether	the	issuer	can	successfully	
go	 public,	 while	 ignoring	 its	 responsibility	 for	 guaranteeing	 the	 issuer's	 quality.	 With	 the	
implementation	of	the	advance	payment	system,	the	underwriters	must	guarantee	the	quality	
of	the	IPO	and	make	advance	payments	when	the	listed	company	violates	the	law.	Although	the	
ultimate	liability	for	compensation	may	not	be	borne	by	the	underwriters,	in	general	the	system	
restricts	 the	 underwriters.	 Market	 supervision,	 investor	 compensation,	 and	 responsibility	
determination	related	regulations	form	a	closed	loop,	and	market	governance	and	institutional	
arrangements	will	be	more	scientific,	effectively	curbing	the	phenomenon	of	listed	companies	
falling	into	the	mud	after	the	implementation	of	the	registration	system.	The	arbitrariness	of	
companies	 to	 go	 public	 to	 clear	 customs	 has	 weakened,	 the	 requirements	 for	 information	
disclosure	 have	 been	 further	 strengthened,	 the	 rights	 and	 interests	 of	 investors	 have	 been	
effectively	 protected,	 and	 the	 order	 of	 the	 securities	 market	 is	 expected	 to	 improve.	 The	
American	 philosopher	 Rawls	 mentioned	 in	 the	 second	 principle	 of	 justice:	 “When	 socio‐
economic	 inequality,	 arrangements	 should	 be	made	 to	 benefit	 the	 disadvantaged	 groups	 as	
much	 as	 possible,	 and	 power	 and	 status	 should	 be	 open	 to	 everyone	 on	 the	 basis	 of	 equal	
opportunities.”	To	the	weak	Special	protection	is	an	important	principle	and	characteristic	of	
the	development	of	the	modern	rule	of	law.	The	introduction	of	the	advance	payment	system	
will	undoubtedly	give	the	disadvantaged	investors	a	shot	in	the	arm.	
The	implementation	of	advanced	compensation	in	the	securities	market	is	established	on	the	
basis	of	reference	to	the	effects	of	other	legal	practices.	In	2010,	the	"Social	Insurance	Law	of	
the	People's	Republic	of	China"	set	a	precedent	for	the	advance	payment	of	medical	expenses	
by	the	basic	medical	insurance	fund	and	work‐related	injury	insurance	fund	for	the	first	time,	
which	provided	a	guarantee	for	timely	treatment	of	the	parties.	[2]	In	2011,	my	country	revised	
the	"Road	Traffic	Safety	Law	of	the	People's	Republic	of	China"	and	stipulated	that	insurance	
companies	 should	pay	 the	 rescue	 costs	 first	within	 the	 corresponding	 scope,	 and	 the	 social	
relief	fund	for	road	traffic	accidents	should	advance	the	funds,	and	transfer	the	claim	work	to	
Insurance	companies	with	professional	strength	will	further	balance	the	rights	and	interests	of	
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the	parties.	[3]	Article	44	of	the	"Consumer	Rights	Protection	Law	of	the	People's	Republic	of	
China"	revised	in	2013	came	into	being	under	the	difficult	and	high	cost	of	rights	protection	for	
consumers.	 It	 clearly	 stipulates	 that	 if	 consumers'	 legal	 rights	 and	 interests	 are	 harmed	 in	
online	transactions	,	The	third‐party	online	trading	platform	will	make	the	payment	in	advance,	
thus	 alleviating	 the	 dilemma	 of	 claims	 caused	 by	 e‐commerce	 transactions,	 and	 laying	 a	
theoretical	and	practical	foundation	for	the	implementation	of	the	advance	payment	system	in	
the	securities	market.	

2.2. Typical	Case	
In	May	2013,	Wanfu	Shengke	was	investigated	by	the	China	Securities	Regulatory	Commission	
for	violations	of	laws	and	regulations.	Ping	An	Securities,	as	its	sponsor	and	lead	underwriter,	
issued	 an	 announcement	 immediately	 after	 the	 results	 of	 the	 investigation	 by	 the	 China	
Securities	Regulatory	Commission	and	before	the	administrative	penalty	decision	was	made.	
Fund,	 and	 completed	 the	 transfer	 of	 the	 compensation	 within	 two	 months,	 and	 paid	 the	
investors'	 losses	 in	 advance.	 The	Wanfu	 Shengke	 case	 solved	 the	 "dilemma"	 deadlock	 that	
investors	have	been	 facing	 in	my	country's	securities	market,	provided	an	effective	plan	 for	
sponsors	 to	make	up	 for	 investors'	 losses	 through	civil	 settlements,	and	set	a	precedent	 for	
"first	 compensation"	 in	 my	 country's	 securities	 market.	 In	 2014,	 Hailianxun’s	 fraudulent	
issuance	was	investigated	by	the	China	Securities	Regulatory	Commission.	The	company’s	four	
controlling	 shareholders	 invested	 200	million	 yuan	 to	 set	 up	 a	 special	 fund	 to	 compensate	
investors	who	suffered	damages,	setting	a	precedent	for	shareholders	in	the	Chinese	securities	
market	to	actively	pay.	In	2016,	Xintai	Electric	was	investigated	and	dealt	with	by	the	China	
Securities	Regulatory	Commission	for	misrepresentation	and	other	illegal	activities.	It	became	
the	 first	 company	 on	 the	 GEM	 to	 be	 compulsorily	 delisted	 and	 prohibited	 from	 relisting.	
Industrial	Securities,	as	its	sponsor,	invested	5.5	billion	yuan	and	established	an	ultra‐historical	
scale.	The	“recommend	but	not	insured”	situation	gradually	disintegrated.	

2.3. System	Value	Analysis	
In	practice,	due	to	the	late	start	and	rapid	development	of	China's	securities	market,	natural	
person	investors	in	my	country's	securities	market	account	for	the	vast	majority	and	are	highly	
dispersed	(see	Table	1).	According	to	the	statistics	of	the	Securities	Commission,	at	the	end	of	
2019,	 the	 number	 of	 investors	 in	my	 country's	 securities	market	 reached	 159,752,400,	 an	
increase	of	9.04%	over	the	previous	year.	Among	them,	there	were	159,372,200	natural	person	
accounts,	 accounting	 for	 99.76%	 of	 the	 total	 number	 of	 accounts.	 Although	 natural	 person	
investors	account	 for	a	relatively	 low	share	of	 the	stock	market,	due	to	the	 large	number	of	
natural	 person	 investors,	 there	 are	 still	 large	 differences	 in	 investment	 scale	 and	degree	of	
specialization	 among	 natural	 person	 investors.	 The	 result	 is	 that	 natural	 person	 investors	
dominate	 in	 the	 number	 of	 accounts	 opened,	 and	 institutional	 investors	 are	 dominated	 by	
institutional	investors	in	terms	of	investment	scale.	The	unique	structure	of	the	main	body,	in	
the	absence	of	a	class	action	system	and	the	inversion	of	the	burden	of	proof	procedure,	it	is	
difficult	 for	 small	and	medium	 investors	 to	protect	 their	 legitimate	 rights	and	 interests	 in	a	
timely	manner	through	 litigation	or	mediation.	At	 the	same	time,	the	high	 incidence	of	 false	
statements	and	fraudulent	issuances	in	recent	years	has	caused	market	entities	to	question	the	
transparency	and	integrity	of	the	securities	industry,	damaging	the	enthusiasm	and	confidence	
of	investors	in	the	securities	market.	Although	my	country	has	abolished	the	pre‐procedures	
for	securities	litigation	in	2015,	the	phenomena	of	high	litigation	costs,	low	success	rate	and	
low	 investors'	 willingness	 to	 litigate	 still	 cannot	 be	 effectively	 resolved.	 With	 the	 full	
implementation	 of	 the	 registration	 system,	 the	 problems	 caused	 by	 the	 cumbersome	 and	
lagging	securities	legal	liability	system	have	become	more	prominent.	Judicial	relief	is	the	last	
barrier	to	protect	investors'	rights	and	interests.	It	is	not	wise	to	rely	on	judicial	channels	for	
all	 disputes.	 [4]	 The	 securities	market's	 advance	 compensation	 has	 cleared	 the	 dilemma	 of	
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investors'	investment	activities	in	civil	disputes,	and	its	essence	is	an	alternative	mechanism	to	
protect	 investors	 from	 obtaining	 compensation.	 In	 fact,	 compared	 with	 traditional	 judicial	
litigation,	 the	 advanced	 compensation	 system	 optimizes	 the	 securities	 civil	 remedy	 path,	
reduces	the	instability	of	 investors’	victory,	and	avoids	the	requirements	for	investors’	time,	
energy,	and	professional	knowledge	 in	 judicial	 rights	protection.	 It	also	shortens	 the	 time	 it	
takes	for	damaged	eligible	investors	to	obtain	compensation,	thereby	further	stimulating	the	
enthusiasm	of	the	injured	shareholders	to	defend	their	rights,	and	to	restore	the	order	of	the	
securities	 market	 in	 a	 timely	 manner	 to	 the	 maximum	 extent.	 For	 example,	 in	 the	
Wanfushengke	case,	if	litigation	is	adopted,	investors	can	only	start	the	compensation	process	
after	the	CSRC	announces	the	results	of	the	administrative	penalty,	that	is,	after	the	case	is	filed	
and	 passed	 in	 October	 2013.	 After	 adopting	 the	 advance	 payment,	 Ping	 An	 Securities	 had	
already	completed	99.56%	of	the	total	advance	payment	in	July	2013.	The	advance	payment	
system	provides	a	system	guarantee	for	investors	to	obtain	full	compensation.	However,	in	the	
practice	 of	 judicial	 litigation,	 the	 proportion	 of	 the	 amount	 of	 compensation	 received	 by	
investors	is	not	high	and	there	is	great	uncertainty.	According	to	the	survey,	affected	by	local	
protectionism	and	the	actual	state	of	China's	legal	system,	securities	investors	have	a	relatively	
low	 proportion	 of	 compensation	 during	 judicial	 trials.	 At	 the	 same	 time,	 a	 comprehensive	
analysis	 of	 existing	 civil	 compensation	 cases	 shows	 that	 the	 proportion	 of	 compensation	
received	 by	 investors	 is	 very	 low.	 For	 example,	 in	 the	 Yinguangxia	 case,	 the	 proportion	 of	
compensation	received	by	related	investors	is	less	than	50%.	In	summary,	the	advance	payment	
system	 in	 the	 securities	 market	 guarantees	 the	 speed	 at	 which	 investors	 can	 obtain	
compensation	and	the	proportion	of	compensation.	It	provides	a	new	solution	for	investors’	
claims	from	an	alternative	perspective,	and	further	balances	the	interests	of	the	parties.	Widely	
recognized	by	securities	market	entities.	
	
Table	1.	Shareholdings	of	A‐share	natural‐person	investors	on	the	Shanghai	Stock	Exchange	

Stock	Market	Value	Segment	
(Ten	thousand	yuan)	

Stock	Market	
Value	(100	
million	yuan)	

Proportion	of	
total	market	
value	(%)	

Number	of	
Accounts	(Ten	
thousand)	

Proportion	of	the	
Total	Number	of	
Households	(%)	

≤10		 3280	 1.09	 2197.98	 56.85	
10~50	 9467	 3.15	 1102.65	 28.52	
50~100	 6893	 2.29	 288.24	 7.46	
100~300	 10202	 3.40	 193.00	 4.99	
300~1000	 8824	 2.94	 57.70	 1.49	
≥1000	 23189	 7.72	 17.38	 0.45	
Total	 61855	 20.59	 3856.95	 99.76	

	
Relief	 goes	 before	 rights,	 and	 there	 is	 no	 right	without	 relief.	 In	 recent	 years,	 the	 relevant	
departments	of	our	country	are	gradually	advancing	and	perfecting	the	relevant	regulations	on	
advance	payment,	and	the	advance	payment	system	in	the	securities	market	is	imperative.	In	
2013,	the	State	Council	issued	the	"Opinions	on	Strengthening	the	Protection	of	the	Legal	Rights	
and	 Interests	 of	 Small	 and	Medium‐sized	 Investors	 in	 the	 Capital	 Market",	 which	 required	
further	improvement	of	the	investor	compensation	mechanism	and	urged	entities	that	violated	
regulations	 to	 take	 the	 initiative	 to	 proceed	 with	 compensation	 procedures.	 The	 China	
Securities	Regulatory	Commission	promulgated	the	"Guidelines	for	the	Content	and	Format	of	
Information	 Disclosure	 by	 Companies	 Offering	 Securities	 to	 the	 Public	 No.	 1‐Prospectus	
(Revised	 in	 2015)",	 which	 clearly	 requires	 sponsors	 to	 expressly	 make	 advance	 payment	
commitments.	In	the	same	year,	the	China	Securities	Regulatory	Commission	promulgated	the	
"Guidelines	 for	 the	 Content	 and	 Format	 of	 Information	 Disclosure	 by	 Companies	 Offering	
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Securities	to	the	Public	No.	28‐ChiNext	Company	Prospectus	(Revised	in	2015)"	which	again	
imposed	the	same	regulations.	In	2020,	my	country	will	write	advance	payment	into	Article	93	
of	the	new	"Securities	Law",	and	the	advance	payment	system	has	officially	been	upgraded	to	
legal	norms.	In	the	context	of	the	comprehensive	deepening	of	the	reform	of	the	capital	market,	
the	new	"Securities	Law"	draws	on	the	beneficial	experience	of	my	country's	capital	market	in	
advance	compensation,	and	forms	it	into	a	specific	legal	system.	With	the	follow‐up	of	relevant	
supporting	rules,	 the	advance	compensation	system	will	 surely	be	 improved	 Investors	have	
demonstrated	their	skills	in	the	relief	of	legal	rights	and	interests.	

3. Problems	in	the	Advance	Payment	in	the	Securities	Market	

The	advance	payment	system	in	the	securities	market	is	an	innovative	paradigm,	which	helps	
to	 resolve	 litigation	 disputes	 that	 investors	 suffer	 losses	 based	 on	 false	 statements	 in	 the	
securities	market	to	a	certain	extent.	In	terms	of	the	design	of	the	system,	Article	93	of	the	new	
"Securities	 Law"	 stipulates	 the	 principle	 of	 "advance	 payment",	 but	 there	 is	 no	 specific	
explanation	on	the	liability	determination,	compensation	standard,	compensation	order,	and	
settlement	effectiveness	of	the	advance	payment.	This	innovation	Whether	the	paradigm	has	a	
long‐term	mechanism	for	investor	protection	in	the	securities	market	remains	to	be	verified	in	
practice.		

3.1. Subject	Scope	of	Advance	Payment	
The	determination	of	 the	 scope	of	 payment	 subjects	 in	 the	 advance	payment	 system	 in	 the	
securities	market	is	one	of	the	most	controversial	issues	in	the	revision	of	the	new	"Securities	
Law".	Article	173	of	the	first	review	draft	of	the	Securities	Law	(Revision	Draft)	submitted	in	
2015	 stipulates	 that	 the	 investor	 protection	 institution	 recognized	 by	 the	 China	 Securities	
Regulatory	Commission	shall	be	the	 first	compensation	entity;	however,	 in	 the	2017	second	
review	 revision	 draft	 and	 the	 2019	 third	 review	 revision	 draft,	 the	 first	 review	 Investor	
protection	institutions	are	excluded	from	the	main	body	of	the	compensation	system;	in	2020,	
the	new	"Securities	Law"	is	officially	promulgated,	and	securities	service	institutions	are	also	
excluded.	The	main	body	of	the	compensation	system	formed	by	the	company.	[5]	However,	in	
the	 practice	 of	 the	 advance	 payment	 system,	 in	 addition	 to	 the	 above	 entities,	 the	 relevant	
securities	service	agencies,	 investor	protection	agencies	and	other	entities	have	faults	in	the	
performance	 of	 their	 responsibilities	 and	 have	 unshirkable	 responsibilities,	 but	 they	 are	
excluded	 from	 the	 scope	 of	 the	 payment	 entities.	 The	 resulting	 controversy	 continues	 to	
ferment.	

3.2. Calculation	Standard	of	Advance	Payment	
Due	to	the	imperfect	regulations	of	relevant	securities	laws,	the	compensation	amount	of	the	
advance	payment	system	lacks	a	uniform	standard	for	calculation.	In	the	case	of	Wanfushengke	
in	2013,	the	scale	of	the	compensation	fund	was	mainly	based	on	reference	to	previous	cases,	
and	estimated	 the	 investor’s	 loss	difference	based	on	 the	scope	of	 fraudulent	activities,	and	
added	relevant	interest,	stamp	duty,	and	commission.	Later,	it	was	determined	by	the	method	
of	calculating	the	transaction	price	difference.	However,	the	compensation	standard	ignored	
the	difficulty	of	compensation	caused	by	the	company's	delisting.	 In	 the	Xintai	Electric	case,	
Xintai	 Electric	 deducted	 the	 losses	 incurred	by	 the	market	 risk	 part	 and	 the	 corresponding	
capital	interest	in	the	losses	of	the	relevant	investors	after	the	fraudulent	issuance	and	delisting	
of	 the	 Xintai	 Electric.	 The	 difference	 in	 the	 compensation	 calculation	 formula	 leads	 to	 a	
difference	in	the	amount	of	investor	compensation,	but	since	the	law	does	not	have	a	relevant	
calculation	standard,	it	is	impossible	to	determine	which	plan	is	correct	in	practice.	
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3.3. Settlement	Effect	of	Advance	Payment	
The	 settlement	 agreement	 reached	 between	 the	 advance	 payment	 entity	 and	 the	 relevant	
investor	is	a	soft	agreement	and	does	not	have	legal	force.	After	the	settlement	agreement	is	
reached,	if	the	advance	payment	entity	refuses	to	make	the	advance	payment	or	the	investor	
regrets	that	the	amount	of	compensation	cannot	meet	the	expectations,	it	will	cause	problems	
in	 the	 determination	 of	 the	 effectiveness	 of	 the	 settlement	 agreement.	 The	 settlement	
agreement	 for	 advance	payment	 is	 reached	voluntarily	 and	 equally	by	 the	 investor	 and	 the	
payment	subject,	and	produces	the	same	effect	as	a	judicial	judgment.	After	the	investor	obtains	
the	payment,	 he	 loses	 the	 right	 to	 file	 judicial	 compensation.	 In	 addition,	 after	 the	 advance	
compensation	settlement	agreement	 is	reached,	 the	compensation	subject	shall	advance	 the	
compensation	to	the	investor.	If	the	amount	of	compensation	finally	determined	by	the	law	is	
lower	than	the	advance	compensation	amount	of	the	settlement	agreement,	it	is	still	disputed	
whether	the	difference	needs	to	be	returned	and	how	to	return	it.	If	it	cannot	be	recovered	or	
It	 cannot	 be	 recovered	 in	 a	 short	 period	 of	 time,	which	 is	 obviously	 unfair	 to	 the	 advance	
payment	entities.	

3.4. Liability	for	Advance	Payment	
Advance	payment	does	not	produce	the	legal	effect	of	liability	determination.	However,	in	the	
absence	of	legal	provisions,	the	payment	subject	will	first	assume	the	liability	for	compensation	
without	 the	 determination	 of	 judicial	 responsibility,	 which	 violates	 the	 principle	 of	
responsibility	under	the	civil	law.	Secondly,	after	the	completion	of	the	advance	payment,	the	
payment	subject’s	recovery	procedures	are	complicated	and	unstable.	For	example,	the	actual	
liability	subject	is	bankrupt	and	unable	to	pay	off,	and	the	payment	claims	are	transformed	into	
bankruptcy	claims.	Second,	 if	 it	 is	 recognized	as	an	ordinary	bankruptcy	claim,	 the	advance	
payment	 entity	 may	 face	 the	 threat	 of	 bankruptcy	 because	 it	 cannot	 recover	 the	 advance	
payment.	Therefore,	in	the	case	of	low	requirements	for	the	initiation	of	advance	compensation	
and	 vague	 standards,	 sponsors	 and	 other	 compensation	 entities	 will	 take	 the	 initiative	 to	
abandon	 small	 and	medium‐sized	 companies	 due	 to	 risk	 issues.	 Therefore,	 the	 strong	will	
always	be	 strong	and	 the	weak	will	 always	be	weak,	which	 is	not	 conducive	 to	 the	healthy	
development	of	the	securities	market.	[6].	

3.5. The	Practical	Effect	of	Advance	Payment	
The	 difficulty	 of	 adjudicating	 securities	 infringement	 cases	 in	 court	 is	 obvious.	 The	 lack	 of	
professionals	makes	basic	courts	unable	to	support	such	cases.	Although	the	current	cases	of	
false	disclosure	in	my	country	are	all	handled	by	intermediate	people’s	courts,	even	so,	due	to	
lack	 of	 Professional	 securities	 practitioners	 and	 cases	 involve	 complicated	 and	 complicated	
investigation	information.	Intermediate	people's	courts	also	have	many	difficulties	in	handling	
such	cases.	In	particular,		in	the	Wanfu	Shengke	case,	Xintai	Electric	case,	and	Hailianxun	case,	
the	responsible	party	actively	paid	the	investors	who	suffered	damage	after	the	investigation	
by	 the	Securities	Regulatory	Commission,	and	the	practical	effect	was	good.	However,	 if	 the	
advance	payment	system	is	designed	as	an	enforceable	system,	it	is	inevitable	for	the	sponsor	
to	sign	an	agreement	with	the	issuer	and	charge	high	service	fees	to	transfer	responsibility	in	
order	to	avoid	liability.	[7]	The	increased	cost	of	issuance	by	charging	high	fees	is	ultimately	
passed	 on	 to	 investors,	 which	 violates	 the	 original	 intention	 of	 the	 implementation	 of	 the	
advance	compensation	system,	and	the	practical	effect	of	investor	protection	in	the	securities	
market	is	difficult	to	infer.	

4. Recommendations	for	Implementation	

At	 present,	 Article	 93	 of	 the	 new	 "Securities	 Law"	 is	 a	 guiding	 legal	 standard,	 and	 it	 is	
insufficient	 to	use	 it	as	a	basis	 for	 the	 implementation	of	 the	advance	payment	system.	This	
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chapter	combines	the	current	development	of	my	country's	securities	market	and	starts	from	
respecting	market	rules	to	improve	the	advance	payment	system.	In	terms	of	civil	liability,	the	
responsibility	regulations	of	sponsors	should	be	specific	and	clarified.	Diligence	should	not	be	
regarded	as	a	“one	size	fits	all”	clause.	It	is	necessary	to	allow	sponsors	to	clarify	what	they	are	
doing,	 and	 to	make	 securities	 investors	 clear.	 Judgment	 criteria.	 At	 present,	 under	 the	 new	
situation	 of	 the	 securities	 market,	 the	 China	 Securities	 Regulatory	 Commission	 and	 other	
regulatory	agencies	have	comprehensively	supervised	and	strictly	penalized	those	responsible	
for	major	illegal	acts	such	as	fraudulent	issuance	and	related	service	agencies,	and	the	state	has	
continuously	increased	its	attention	to	the	interests	of	investors.	In	terms	of	the	design	of	the	
liability	mechanism	 of	 the	 advance	 compensation	 system,	 a	 plan	 of	 compensation	 first	 and	
compensation	 later	was	adopted.	Although	shareholders	use	equity	pledges,	 agreements,	or	
commitments,	 etc.,	 the	 issuer’s	 controlling	 shareholders	 and	 actual	 controllers,	 The	
responsibilities	of	relevant	securities	companies	and	other	entities	are	clearly	distinguished,	
resulting	in	a	lack	of	clear	basis	for	follow‐up	liability	recovery.	Especially	in	cases	involving	
company	delisting	and	bankruptcy	liquidation,	how	to	determine	the	order	of	compensation	is	
still	a	big	problem.	Therefore,	it	is	necessary	to	further	clarify	the	division	of	responsibilities	
and	 the	 order	 of	 recovery.	 On	 the	 basis	 of	 fully	 defining	 the	 responsibility	 of	 controlling	
shareholders,	actual	controllers,	and	related	securities	companies,	open	up	judicial	remedies	
and	attach	importance	to	the	recovery	mechanism	of	the	first	indemnity	entity	against	other	
responsible	 entities.	 At	 the	 same	 time,	 implement	 the	 compensation	 measures,	 carry	 out	
effective	procedures	for	the	accountability	of	listed	companies	delisting,	warn	and	urge	listed	
companies,	 sponsors	 and	other	 relevant	 entities	 to	 perform	 their	 duties	 to	 investors	 in	 the	
securities	 market,	 truly	 implement	 the	 accountability	 mechanism	 of	 intermediaries,	 and	
consolidate	sponsors	The	responsibility	and	role	of	the	security	market	gatekeeper	will	further	
strengthen	the	regulatory	role	of	the	securities	market,	improve	the	level	of	investor	protection	
in	 the	 securities	 market,	 and	 provide	 support	 for	 the	 effective	 implementation	 of	 advance	
compensation.	[8].	
Behind	 the	 lack	of	 legal	provisions	on	 investor	compensation	standards	 is	 the	 reality	of	my	
country's	lack	of	a	class	action	system.	The	class	action	system	is	one	of	the	core	weapons	for	
investors	 to	 use	 the	 law	 to	 defend	 themselves.	 Improving	 the	 class	 action	 system	 not	 only	
provides	 effective	 warnings	 about	 the	 behavior	 of	 listed	 companies,	 but	 also	 reduces	 the	
dilemma	of	excessive	litigation	by	retail	investors,	reduces	and	exempts	part	of	the	litigation	
costs	of	damaged	investors,	and	enables	them	to	be	executed	to	a	certain	extent.	In	the	future,	
China's	 pension	 insurance,	 social	medical	 insurance	 and	 other	 funds	will	 enter	 the	market,	
which	can	further	strengthen	the	strength	of	the	investor	group	and	restrict	the	behavior	of	
listed	companies.	The	"Fair	Fund"	mentioned	in	the	"Sarbanes‐Oxley	Act"	in	the	United	States	
allows	the	Securities	Regulatory	Commission	to	remit	civil	penalties	into	the	"Fair	Fund".	If	the	
injured	investor	cannot	obtain	full	compensation	from	the	offender,	Supplemented	by	the	"Fair	
Fund".	Based	on	my	country's	judicial	status,	we	can	refer	to	the	"fair	fund"	to	set	up	a	suitable	
compensation	mechanism.	[9]	According	to	the	notice	from	the	China	Banking	and	Insurance	
Regulatory	Commission,	a	total	of	6,581	administrative	penalty	decisions	will	be	made	in	2020,	
with	a	total	fines	of	2.275	billion	yuan,	which	can	be	considered	as	a	special	subsidy	fund	for	
investors’	 rights	 and	 interests,	 and	 explore	 an	 investor	 compensation	 fund	 that	 meets	 my	
country’s	status	quo.	Diversified	compensation	mechanism	for	investor	rights	protection.	
To	protect	the	interests	of	investors,	it	is	necessary	to	amend	the	Securities	Law	and	improve	
the	litigation	system,	as	well	as	a	change	in	the	position	of	local	governments.	The	issue	that	
listed	companies,	local	governments,	and	territorial	public,	prosecutorial	and	legal	institutions	
become	a	community	of	interests	is	the	core	of	the	reform.	In	practice,	it	is	not	uncommon	for	
the	media	or	investors	to	disclose	corporate	fraudulent	activities	but	be	arrested	by	the	Public	
Security	Bureau	or	courts.	For	example,	in	the	"Hongmao	Medicine	and	Liquor	Case"	in	2017,	



Volume	2	Issue	11,	2021	

DOI:	10.6981/FEM.202111_2(11).0024	

186	

Frontiers	in	Economics	and	Management	

ISSN:	2692‐7608	

local	 governments'	 asylum	 for	 enterprises	 is	 evident.	 Of	 course,	 before	 the	 government’s	
position	 changes,	 to	 protect	 the	 rights	 of	 investors,	 the	 independence	 of	 public	 security,	
procuratorate	 and	 law	 should	 also	 be	 strengthened.	 Overcoming	 the	 limitations	 of	 the	
localization	 of	 judicial	 departments,	 especially	 in	 Shenzhen,	 Shanghai	 and	 other	 central	
securities	market	cities,	where	professional	financial	courts	accept	financial	cases	and	accept	
securities	market	cases	involving	listed	companies,	which	can	reduce	the	intervention	of	local	
governments	in	the	judicial	process.	In	terms	of	system	design,	the	advance	payment	system	
ignores	the	need	for	investors	to	participate,	leading	to	the	fact	that	investors	can	only	passively	
accept	payment	plans	in	practice.	The	government	can	consider	including	the	hearings	in	the	
determination	procedure	of	the	compensation	plan,	so	that	relevant	investors	can	participate	
in	the	formulation	of	the	compensation	standard	and	scope	of	compensation,	so	as	to	better	
protect	 the	 rights	 and	 interests	 of	 investors.	 [10]	 To	 reduce	 the	 irrationality	 of	 investment	
behavior	 and	 strengthen	 the	effective	use	of	 the	pre‐payment	 system	 for	 risk	 education	 for	
investors,	 it	 is	 urgent	 for	 investors	 to	 enhance	 their	 risk	 awareness.	 According	 to	 research	
findings,	small	and	medium‐sized	investors	have	a	particularly	significant	negative	reaction	to	
"advance	 payment",	which	 is	 completely	 at	 odds	with	 the	 original	 intention	 of	 the	 advance	
payment	system.	 [11]	Small	and	medium	 investors	should	have	benefited	 from	the	advance	
payment	system,	but	due	to	their	own	risk	awareness	bias	and	risk	preference	characteristics,	
the	advance	payment	system	fails	to	protect	small	and	medium	investors.	The	implementation	
of	 the	 advanced	 compensation	 system	 is	 inseparable	 from	 the	 rational	 decision‐making	 of	
investors,	actively	guiding	investors	to	establish	positive	risk	awareness	and	risk	preference,	
making	 effective	 decisions	 based	 on	 value	 information,	 forming	 a	 benign	 interaction	 in	
securities	market	investment,	and	ultimately	realizing	the	investor	protection	mechanism	The	
final	value.	
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