


THMERFFAXE

HIHES A RTTR

KEFE ¥

F AL AGH 2 4R



EB#EmEE (CIP) ¥

FHESREAFR/FREE. — s, FPEVHSHF
HARA, 1997. 9
ISBN 7-5005-3583-X

1. ®ee 1. 3 M. HiH-BS-HRN. F239. 0
PE AR BE CIP EZT (97) $18170 5 |

FAGRAH KA DR
GEEHE BHLRD
i _jtﬁ}'ﬁiﬁidd##ﬁ?ﬁm% HR B A5 : 100010
FHATFEEART M SHFERELY
850X 1168 &K  32F  A.75HI% 98000 F
1997 E1IZABIM VWY ERALTEIRKARM
AM,1-1050 A.10.00 5%
ISBN 7—5005—3583—X /F - 3301
(B R AVR R, A3 LRt iR



FF

MAERREXFHRAAMNGREE, Tt LHARBER, B
BBl AR SHAFME, B2 —FFihe R AR
FHi, RHRA, HBAARGTIHRREH, ARESTITR
HR A, ,

FHERSMLERGRATHRBNYE, AT imALL
PRTF A 20, FitmA KA TR, X EEARE R T it
Bt HE R

KAEWE R EMERF At F 4821, KR, WE
Bt TR, AFIUES, RAXETAEE AR, &
CRETHIFREREAS, ST iHmAkAIELHT TR A
ENGAR AT, ARAEEP, hEELLLBPIEEH
SRR, R T T IR, U TR A
EFItBAR, Tk, FHRAMTHANSE LA, &
FitmA AT IR BEHT MR LT R LS T F o, ok,
hE A, FHRAGORSIFA, LRETHMAGLE, £k
K, B—BA+HEL, H4, THLLTIHBMA. BEUL
RREMBEELALEY, AT —, 2 2BEZ 2 %A I
HEATHBARSHAMERZ., ARBPT, HERT A
RF I LGRT AT HMAGRSIFERE T B UL, X
HA S, HFFHEbEHGEE, AAELS2EL,

CBE, ERE TV IRA KA NES LA RE, BTt
) 1



mAKEFIEY “Wad, R, ek, T2, FitK
. Fitizdg, 22EFiE” ek, AR BARALELHET
AREGBIE, ATREAZREL, M ERLARKGIESHEAR,

Eigdsd, RBFHFARGTITMEAERAASHE S H
BT, REESF T FIERGHE, TURE A~
RERLHATRABAZFOGT G, Rk, ABH K, 4
ANTREXAFIHERGHE, AT HRBE AL -8
w_EER,

wEA
1996, 3, 10



ABSTRACT

~

With the development of the audit practice, the study of au-
diting theory is being attached more and more importance. In the
west, since the publication of “The Philosophy of Auditing” by
R. K. Mautz and H. A. Sharaf in 1961, more and more study
has been done in the literature of auditing theory. The study it-
self on the auditing has become deeper and deeper. Auditing the-
ory play a more and more important role in the development of
the audit practice.

Mautz and sharaf put forward a structure of auditing theory
in “The Philosophy of Auditing”. Later on, in “The External
Audit” by R. J. Anderson, in “Theory of Auditing: Evaluation,
Inves’éigation and Judgement” by C. W. Schandl and “Moﬁt—
gomery’'s Auditing” (Eleventh Edition), the structure of audit-
ing theory is also discussed with the emphasis on auditing postu-
lates and auditing concepts. The auditing concept is in a transi-
tional position in the structure of auditing theory and play a very
important role in the auditing theory. Besides it has a great di-
rective significance for the auditing standards and practice.

While two thirds of “The Pholosophy of Auditing” is dis-
cussed the auditing concepts, most part of the “philosophy and
Principles of Auditing: An Introduction” discusses the auditing
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concepts. So it is easy to see that the auditing concept places a
major role in the auditing theory. In China , though some re-
search has been done in the structure of auditing theory, little
has been done in the study of auditing concept.

Although in the west auditing scholars have many approach-
es to auditing concepts, vary on the composition of auditing con-
cept in structure of agditing theory. Mautz and Sharaf put for-
ward five concepts; Anderson twenty, “ Montgomery's
Auditing” (Eleventh edition) thirteen, David Flint nine. How
many terms does the auditing concepts consist of? Two or three
concepts may not be inclusive enough, but it is inappropriate to
include all the auditing terms, either. I think, the key point is to
have an accepting or rejecting standard. This standards is very
important, and it should contain all the basic content of auditing
concepts in the structure of auditing .theory, and meanwhile a-
bandon all those concepts which are not in the auditing theory.

With regard to the accepting or rejecting standard, I think
that it can be proceeded from the auditor and audit work which
auditor carry out, and the directive significance of auditing con-
cepts to auditing standards, and the three parts of auditing stan-

dards ——-general standards, the standards of field work and re-

porting standards to accept or reject the auditing concepts,
and make auditing concepts be under the direct of anditing postu-
late, and connect with auditing standard and auditing practice,
then induce and sum up auditing concept, form an integrated
system of auditing concepts. This is my starting point and train
of thought. This thesis includes nine chapters. The first two
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chapters mainly discusses the meaning of auditing concepts, the
positions of auditing concept in the structure of auditing theory,
and how to form a system of auditing concept. Chapter 3 to 9
discusses seven concepts; independence, due professional care,
competence, materiality, audit risk, audit evidence and reason-
able assurance. With regard to these concepts, this thesis dis-
cusses them from the meaning of various concepts, their con-
tents, and the implication of some concepts.

Chapter 1: Introduction

This chapter begin with analysing of the meaning of con-
cept: concept is a thinking form which reflects the essential at-
tribute of object and it is man's abstract for the feit matter from
perceptual knowledge to rational knowledge. The Concept has
subjectivity and objectvity, and it is the unity of two opposites.
The forming of concept rely on practice. Social practice is the es-
sential basis of the forming and developing of concept, while the
subject plays an active role in the forming and developing of con-
cept.

Auditing concept is a rational knowledge that is abstracted
from the audit practice and expressed with auditing terms. Au-
diting concept exprerienced a developing and perfecting process,
from rough to precise and from old to new. It is necessary to pay
attention the difference between broad sense and narrow sense
for the understanding of auditing concept. This thesis only dis-
cusses auditing in its narrow sense, i. e. theoretical concept, and
not all of terms in its broad sense.

The structure of auditing theory comprises auditing objec-
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tive, auditing postulate, auditing concept and auditing standard,
and it guides the auditing practice. Auditing concept forms a
connecting link between the preceding and the following in the
structure of auditing theory.

Chapter 2: The building of the auditing concept system

Auditing concept experiences a developing and perfecting
process. Mautz and Sharaf, Anderson, David Flint, and “Mont-
gomery's Auditing” (Eleventh Editios) give their viewpoints for
the forming of auditing concepts. There are similarities differ-
ence among those viewpoints. I thinks that the key is start form
a proper accepting and rejecting standard and then to select au-
diting concepts. In this thesis I begin with auditor and audit
work, and put forword auditing concepts, and hold the view that
the concept which connects with auditor has independence, pro-
fessional care and compentence; the concept which connect with
audit work process has materiality, audit risk, audit evidence
and reasonable assurance. As a whole, they form the system of
auditing concepts.

Chapter 3: Independence

Audit independence means auditor keeps independence in
mental attitude and in appearance, and auditor can independently
work out a plan, carry out an audit investigations and propare an
audit report,

But audit independence can be influenced by many factors
such as personal, external and organizational impacts. Consider-
ing from independent audit, independence is influenced by its in-
ternal and external factors. As a rational economic individual , an
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auditor will pursue economic interests and personal benefits, and
this will affect an auditor’'s independence. Personal interference
with the audit process, appointment of auditor, non—audit ser-
vice will affect auditor’'s independence, too. Ways of improving
independence can be limiting the size of the auditor’s economic
interest, setting up audit committee, prohibition of financial in-
terest of auditor in client companies, rotation of audit appoint-
ments, peer review, independent audit—appo\rinting and fee —
setting body.

Chapter 4: Professional care

Professional care in auditing is the due professional prudence
in audit. Auditor is a rational professional, and professional care
in auditing is a rational care. As a rational auditing professional ,
an auditor should comply with the behavior and judging stan-
dards which are higher than general standards. But these stan-
dards should not be excessively strict so as to make it difficult for
an auditor to comply with it, or prevent an auditor from provid-
ing audit service and thus bring about social losses. Due profes-
sional care must rely on the circumstances at that time.

As the circumstances change, the content of professional
care will a]so change. The application of professional care mainly
considers avoiding the misuse of anditing procedures, correctly
distinguishing the fraud and error, caring the completeness and
strictness of internal control structure, the completeness of the
working papers, the sufficiency of the audit evidence, and the
oppropriateness of the audit report, etc. The building of the con-
cept of professional care not only provides a standard for measur-
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ing audit performance for the users of financial statement but al-
so fixes the limits of responsibility for the auditing profession.

Chapter 5: Competence

Competence in anditing is the qualification and ability which
are held by auditors in conducting an audit. Competence comes
from the accumulation of education, training and exprience. On-
ly competent anditors are qualified for auditing profession. To
keep and improve comptence, it is necessary to carry out contin-
uing education, quality review and control, and strictly comply
with ethical rules of behavior and related laws and regulations.

Chapter 6; Materiality

Materiality in auditing is that the degree of errors or irregu-
larities in the statement or informations which is audited, can
make the judgement of a rational person who relies on the infor-
mation change or be affected in that situation, Materiality in au-
diting relates closely with accounting materiality, accounting ma-
teriality is the basis of materiality in anditing. It can be conduct-
ed from the stage of audit planning, investigation and reporting,
But at last, materiality must rely on the professional judgement
of auditor. During the conducting in practice, it is necessary to
determine quota first then distribute the quota, at last, evaluate
the total amount of errors.

Chapter 7: Audit Risk

Audit risk is the risk that the auditor expresses an invalid
opinion. It contains two meanings; ‘one is the risk that the audi-
tor will conclude that the financial statements are fairly stated
when, in fact, they are materially misstated; another is the risk
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that the anditor will conclude that the financial statements are
materially misstated when, in fact, they are fairly stated. For
reason of practical conduct, auditors normally only consider the
risk that auditor conclude that the financial statements are fairly
stated when, in fact, they are materially misstated. Because the
model of auditing method improves from the system —based au-
diting to the risk — oriented auditing, audit risk is being paid
more attention.

The system —based auditing is that auditors through study-
ing and evaluating internal control system, carry out compliance
test, then determine the degree and range of substantive test
based on the credibility of internal control system. The risk —
oriented auditing is that auditors through evaluating inherent
risk and control risk, then carry out control test for internal con-
trol structure, determine the level of total audit risk, and carry
out substantive test.

Audit risk consists of inherent risk (IR), Control risk (CR)
and detection risk (DR). The basic model of audit risk is that;
AR=IRXCR XDR,

The application of the audit risk models reflects general
trend of risk evaluating skill of auditor, and is the necessary skill
of the risk—oriented auditing. With the continious development
of auditing skill, the risk—oriented anditing will play a more and
more important role.

Chapter 8; Audit evidence

Audit evidence is the materials and facts that are collected
and appraised to meet the auditing objective and to prapare audit

9



report and draw a conclusion. If it is needed to make audit report
and conclusion vialid and reliable, audit evidence must be persua-
sive. If audit evidence need persuasiveness, it nust have the
characteristics of sufficiency, ccmpetence and timeliness. In the
process of collecting, appraising and summarizing audit evi-
dence, analytical review procedures are playing a more and more
important role.

Audit evidence relates closely with materiality, audit risk
and they are mutually reinfocing and inf‘luence each other. The
application of audit evidence must be through auditors’ judge-
ment. Without it, the quality of andit evidence cannot be guar-
anteed.

Chapter 9; Reasonable Assurance \

The public expectation for the role and duty of auditors is
not consistent with the auditor’s view, there is a gap. The gap,
is called “audit expectation gap”. From the expectation gap,
there is a assurance issue which is provided by auditors. Audi-
tors can't ensure that there are any problems in the audited ac-
counts and statements, and no any errors and irregulorrities. one
is that it can’t be done in the subjectivety, another is that there
is the influenee of uncertainty and the limit of audit cost and time
in the objectivety, so auditors can only provides a proper and
reasonble assurance. The building of the concept or sense of rea-
sonableassurance is benefit for auditing profession, public and
society. We should know that there is a limit for the role and du-
ties of auditors. Auditors can’t meet public¢’s all the expectation,
rather it can only meet public’'s reasonable expectation. The be-

10



havior result of auditors or audit report and conclusion can pro-
vide a reasonable asurance that there is not material misstate-

ment in the audited financial statement for the public.
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