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Foreword

Foreword

d

he English edition of the publication of China’s Ind Auditing Standards (the “Standards”),

T jointly translated by the Chinese Institute of Certified Public Accountants (“CICPA")and the Hong Kong

Society of Accountants (“HKSA”) ,is an important move towards legalization and institutionalization of China’s

accounting prolession. On behalf of the CICPA,T would like to take this opportunity to extend our heartfelt grat-
itude and warm congratulations to the experts of the two bodies who took part in this translation work.

The publication and implementation of the Standards has a significant bearing in the regulation of practices
of Certified Public Accountants (“CPAs”)in that tliey help make clear the responsibilities of CPAs in practice,
raise their standard of work and protect their interests. As an old Chinese saying goes“If there is no instrunient,
no square and circle can be drawn. " The Independent Auditing Standard is the instrument that a CPA should
count on while in practice, working without which would lead to disorder in the accounting profession and will
have a detrimental effect not only on the clients’ interests,but on the accounting profession as well. Since the CI-
CPA was set up, we have placed great impor:ance in drawing up the Independent Auditing Standards. After
strenuous efforts, we have drawn up and promulgated two batches of Independent Auditing Standards. In doing

so,we have established an institutional framework for auditing dards in China. The Standards have since e-

voked deep concerns from the accounting profession both of China and the world.

With the development of China’s socialist market economy and the liberalization of its accountancy services,
there are increasing contacts between the accounting profession of China and the world. Our fellow accountants
overseas have since expressed a desire to have an understanding of the Standards. Because of this, it becomes nec-
essary to translate the Standards into other languages and introduce them to our international friends. In doing

s0,we not only make it easier [or the i i ity to und

d China’s rules in auditing,but have

also laid a foundation for our CPAs to attain international standards.

To make this book a high quality publication,experts of both the CICPA and HKSA have adopted a serious
and careful approach and fully applied their expertise and knowledge as well as richful experience in translation.

I believe that,since China has resumed its sovereignty over Hong Kong, the sphere of co— operation between the

two bodies will further expand. Their contributions to the devel of China’s i fession will be-
come more and more significant.
Cui Jian Min
¢ R OF¢
1\\“\) €0, President
) \ e, . .
& \\\ Y, % ) Chinese Institute of
b ~ ©° Certified Public Accountants
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¥ = S April 1998
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Foreword

Foreword

T he PRC Ministry of Finance promulgated the first batch of ten China’s Independent Auditing and Profes-
sional Standards in December 1995, which came into effect on 1 January 1996. The second batch of four-
teen standards was promulgated in December 1996 and became effective as of 1 January 1997. Issued pursuant to
the Law of PRC on CPAs, these two baiches of standards (totalling 24 statements)are the first and second in a
series of standards being developed by the Chinese Government. The standards are a milestone in the develop-
ment of China’ s accounting profossion, and will provide rules and guidance to Certified Public Accountants

(“CPAs” )on the performance of audits. The standards also represent a commitment on the part of Chine to im-

prove the quality and standard of CPAs with a view to har ing China’s professional Jards with interna-

tional practice.

Noting the general lack of an authoritative version of the standards in English, the Hong Kong Society of
Accountants ("HKSA”)embarked,in late 1996,0n a co-operation project with the auditing standards setter in
China, the Chinese Institute of Certified Public Accountants (“CICPA”),in trenslating the 24 staiements into
English. Taking this opportunity,] wish to accord,on behalf of the HKSA,my heartfelt gratitude to the experts
in China and Hong Kong who have dedicated their efforts and contributions in the translation and editing
process. It is believed that our fellow accountants. translators, financial advisers, legal practitioners and readers of

financial statements will find this publication a good reference.

This publicati another achi t of co-operation between the two accounting bodies. The CI-

CPA has been our working partner in a number of co-operation projects of mutuel benefit to the accounting pro-
fession in the two places. We arc pleased to see this co-operation flourish and bear fruit in multifarious respects.
China has resumed its sovereignty over Hong Kong, it is envisaged that much work will stilt be done to enhance

the mutual understanding of the profession in the two places and more progresses will be achieved.

Tim T.L. Lui
President
Hong Kong Soriety of Accountants
April 1998
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Transiator ' s Remarks

Translator’s Remarks

conomic development,nc matter where in the world it happens,always brings new challenges. In China,

E the process of economic reform has included converting state-owned enterprises to joint stock companies
and setting up foreign investment enterprises. Key to continuing the momentum of this development is the avail-
ability of objective and reliable accounting information. This information must meet the requirements of corporate
management and also help other users,such as investors and creditors, to understand the financial situation and

operational results of the new enterprises.

Certified Public Accountants(“CPAs”)in China have been playing an important role in meeting the new
challenges of this developing socialist market economy, providing clients with professional services such as audit-
ing and accounting. The reasons for providing such services include safeguarding the interests of the relevant par-
ties, promoting corporate development and contributing to the healthy operation of the market economy as a
whole. In common with the auditing professions in other countries of the world,it was recognised in China that
the development of the auditing profession required a practising framework . Such a framework should aim to en-

sure that CPAs remain independent ,objective and fair when providing their professional services.

The Igation of the Ind dent Auditing Standards provides CPAs and other professionals with stan-
dards and guidelines to follow in the course of their audits. Audit quality can also be judged more easily, thus pro-
moting the development of the auditing profession. Another objective of the Chinese standards is to enable Chi-
nese CPAs to apply professional standards which are acecpted globally in their independent auditing work. This
has been achieved by h ising China’s Ind dent Auditing dards with International Standards on Au-

diting.

On behalf of KPMG Hong Kong,1 was honoured to have been invited by the Chinese Institute of Certified
Public Accountants and the Hong Kong Society of Accountants to translate the Independent Auditing Standards
and other professional standards from Chinese into English. These translations will assist non-Chinese speaking

readers to gain an und ding of China’s professional dards. A and other professionals involved

in auditing can also use them as a reference.

Finally, 1 hope fellow accountants and other readers will give me their invaluable comments to improve the

accuracy of the translation.

Aleysius Tse
Managing Partner, KPMG China
April 1998
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Preface to Independent Auditing Standards

Preface to

Independent Auditing Standards

This preface explains the objectives and structure of
China’s Independent Auditing Standards of the Certi-
fied Public Accountants (hereinafter “CIASs” )and the
process of their preparation and issuance, and outlines

their contents,

forcibili 5

and scope of

The Chinese Institute of Certified Public Accountants
(“CICPA”)is responsible for the interpretation of this
preface.

1

/4

The basis and objectives of the preparation
of the CIASs

The CIASs are prepared in accordance with the
Law of PRC on CPAs.

Objectives of the preparation of the CIASs are:

2.1 to establish authoritative standards for per-
forming independent audits, to establish
standards on the practising conduct of Certi-
fied Public Accountants (“CPAs”) and 1o
induce CPAs to maintain incependence, ob-
jectivity and integrity for the purpose of
providing attestation and other services;

2,

IS

to induce accounting firms and CPAs to per-
form independent audits in accordance with
uniform practising standards, to improve the
quality of audit work and to improve the
quality and standard of the professionzl work
carried out by CPAs;

1o define the practising responsibility of
CPAs, to safeguard the public interests of
the society , to protect the legitimate rights of
investors and other interested parties and to
promote the healthy development of the so-
cialist market economy jand

2.

'S

10 establish practising standards for China’s
CPAs which are compartible with Interna-
tional Standards on Auditing.

The structure of the CIASs

The CIASs are an important component of the
structure of professional standards for China’s
CPAs.

The structure of the CIASs consists of the follow-

ing three levels:

2.1 The General Independent Auditing Stan-
dard. The General Independent Auditing
Standard acts as the overall framework for

y//4

the CIASs. [t covers the basic requirements
of the CPA's professional competence, the
basic standard of the practising conduct and
the basis on which the Specific Independent
Auditing Standards, the Practice Pro-
nouncements and the Auditing Guidelines
are prepared.

Specific Independent Auditing Standards
and Independent Auditing Practice Pro-
nouncements

S}
[N}

The Specific Independent Auditing Stan-
dards are prepared based on the General In-
dependent Auditing Standard. They are to
be applied by CPAs as the specific stan-
dards to be followed when performing au-
dits of a general nature and issuing audit
reports.

The Independent Auditing Practice Pro-
nouncements are prepared based on the
General Independent Auditing Standard.
They are to be applied by CPAs as the spe-
cific standards to be followed when per-
forming audits and issuing audit reports of
specialised industries or audits for a special
purpose or nature.

2.

w

Auditing Guidelines

The Auditing Guidelines are prepared based
on the General Independent Auditing Stan-
dard, the Specific Independent Auditing
Standards and the Practice
Pronouncements. They provide CPAs with
operational guidance on applying the Specif-
ic Independent Auditing Standards and the
Practice Pronouncements.

Enforcibility of the CIASs

It is a statutory requirement for CPAs to follow
the General Independent Auditing Standard, the
Specific Independent Auditing Standards and the
Practice Pronouncements when they perform in-
dependent audits and issue audit reports. Ac-
counting firms and CPAs should comply with
these standards and pronouncements when per-
{forming all audits specified in article 14 of the
Law of PRC on CPAs.

The Auditing Guidelines are derailed guidelines
which CPAs should refer to when performing in-
dependent audits and issuing audit reports.
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