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ABSTRACT

ABSTRACT

The legal responsibilities of CPA are always the difficult prob-
lems discussed and researched by the professional accountants and
the professional lawyers. Since 1960s’, the audit litigation to CPA
has been increased dramatically all over the world, and it is so
called: “explosion of litigation”. For the reasons, it included the
increase of the legal responsibility of CPA and also the increase of
“Expecting gap” between CPA and society. In order to decrease the
“Expecting gap”, CPA need to understand the legal responsibilities
of the CPA and also need to communicate with the society .

For the Chinese CPA, which has only 20 years’ history, after a
wide and peaceful environment, some litigation to CPA such as
“YuanYe”, “ChangChen”, “ZhongShui” and “YingGuangXia” also
happened, especially the laws and decrees of 1996 No. 56 was the
symbol of litigation on the field of verification of capital. It brought
an explanation of litigation to CPA of China. The Chinese CPA was
not ready for such litigation, then they began to consider the legal
responsibilities of CPA, and to reform the system of the CPA fimn,
improving the independence of CPA and communicating with the
professional lawyers, for the purpose of safeguarding the rights of
CPA.



A 2 B E T

The construction of our legal system has been developed and
perfected very fast, especially after join the WTO, a lot of rules and
regulations will change greatly under the WTO agreement. So re-
searching on the legal responsibilities of CPA theoretically has very
important meanings and values to the development of CPA and also
to the construction of legal systems.

The aim of this paper is to provide the basis of law to judge the
legal responsibilities of CPA, enhancing the communication between
CPA and society, providing the practicable suggestions for the con-
struction of Chinese CPA legal system.

This paper will mainly use the standard research methods, and
will also combine the case study method. The detail is as follows:

* To understand the history and situation of legal responsibili-
ties of CPA all over the world.

* To define the legal responsibilities theoretically through the
comparison and analysis. To define the responsibilities of CPA, the
expecting of society to CPA, the CPA’s view to this problem and re-
search of the problem by legal profession of the world. Then to try to
narrow the expecting gap between society and CPA.

* To provide the guild for CPA to minimize the litigation risk
and to enhance CPA itself, meanwhile to provide the theoretical ba-
sis for the construction of relevant rules and regulations. To counter
the tendency of “emphasizing the punishment of administration and
criminal law, despising the adjustment of civil law”, the paper will
mainly focus on the legal responsibilities of CPA, especially the civil
liabilities of CPA. The paper will also discuss the verification of
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capital and the “Yin Guang Xia” case.
The paper consists six parts as follows:

Part 1 is “The crisis of litigation faced by CPA”. The main

content includes: “the matter arising — — — the crisis of litigation
faced by CPA”; “the main content of research — — — - focus on the
civil liabilities” ; “the importance of research ~ — — — to improve

the CPA’s system”; and “the method and framework of research —
— — to combine the standard research and case study”. In this
part, the author raised 7 questions that will be discussed in this pa-
per. They are:

1. How to understand the professional responsibilities of CPA
correctly?

2. How to understand the relationship of law requirement, pol-
icy requirement and ethic conduct correctly?

3. What is the nature and distinguishing feature of CPA’s civil
liabilities?

4. The history of legal responsibilities of civil law system,
common law system and Chinese CPA, and what is the nature and
distinguishing feature?

5. Is it a proper arrangement for CPA taking the legal responsi-
bilities in the field of verification of capital?

6. What can we learn from the “Yin Guang Xia” case?

7. How will Chinese CPA face the challenge and opportunity of
the WTO?

'The paper will discuss the questions mentioned above.

Part 2 is “CPA’s Professional responsibilities and legal respon-
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sibilities” . The main content includes:

Firstly, taking the relationship of professional responsibilities
and legal responsibilities as the starting point, briefly summarize the
development and changes of CPA professional responsibilities by re-
calling the history of CPA auditing. Introduce the inner relationship
of professional responsibilities and legal responsibilities, and then
promulgate the real reason of “explosion of litigation” .

Secondly, generally define the legal responsibilities from the
law point of view — includes the meaning, characteristic, types and
functions of the legal responsibilities. Define the formulating princi-
ple and basis of legal responsibilities. Summarize the relationship of
legal responsibilities, policy. requirement and ethic conduct. All of
these foreshadow the research theoretically.

Finally, research mainly on the nature and distinguishing fea-
ture of CPA’s civil liabilities to third parties and research on the sig-
nificance of enhance the civil liabilities.

Part 3 is “comparison and reference” . Through the comparison
of the feature and difference of CPA’s legal responsibilities among
the common law, civil law and our law system, to take the experi-
ence of foreign country as a reference. The main content includes:

The purpose of comparison is to reference;

The distinguishing feature of CPA’s legal responsibilities of
common law system;

The distinguishing feature of CPA’s legal responsibilities of civil
law system;

The distinguishing feature of CPA’s legal responsibilities of our
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law system;

The enlightenment arising from the comparison.

Part 4 is "special topic of verification of capital”. Mainly con-
sider the legai responsipilities of CPA on the field of capital verifica-
tion. To analysis the problem which may exist. The main reason of
doing such kind of research is that it is a scientific method of getting
the larger gain at a lower cost. The main content of this part in-
cludes:

The origin of capital verification;

The misunderstand area on capital verification;

'The disputes and considerations of the decrees of 1996 No. 56
ncluding: How to understand the legal power of the decrees of 1996
No. 56; How to distinguish the responsibilities of investment, ac-
countabilities, the responsibilities of capital verification and respon-
sibilities of applying the capital verification report; The criterion of
judgement and the appraisal organization of fraud capital verification
report; The problems which may exist during the judgment by the lo-
cal court; The prospective of capital verification.

Part 5 is “case study”. To determine the legal responsibilities
of CPA properly through the analysis of “Yin Guang Xia” case. The
main content includes:

The purpose and method of case study;

The background and audited financial statement of “Yin Guang
Xia";

It is a fraudulent practice and illegal action to increase the

profit by the “Yin Guang Xia” management falsely;
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Serious fault may exist during audit of ShenZhen Zhong Tian
Qin CPA firm;

Summarize the legal responsibilities’ problem which may arise
from the case.

Part 6 is “the opportunity and the challenge ”. Focus on how
to face the challenge by Chinese CPA afier WIO, providing some
policy of enhancing the system construction of Chinese CPA. The
conlent of this part includes:

WTO and the accounting market open to outside;

The opportunity and challenges faced by the Chinese CPA;

The countermeasure taken by our CPA, including:

(1) To perfect the legal responsibilities system of CPA .

(2) To set up and perfect the new mechanical of civil liabilities
of CPA.

(3) To amendment of the “CPA law” .

(4) To enlarge the scale of CPA firm and improve the quality
of the auditing.

(5) To set up and perfect the responsibilities insurance system
of CPA.
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