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»_ Abstract

Certified Public Accountants are functioning as the - most
important gate — keepers in the process of assuring the quality of
information disclosure in the current securities market, in which the
information disclosure system has been severely distorted by the
flood of misrepresentation. Shocked by a series cases about
misstatement, especially the Enron case and the case of
“Yinguangxia” , most countries around the world began to question
the credibility of the Certified Public Accountants. What are the
reasons of the frequent occurrence of failure of audit? How can the
industry of Certified Public Accountants survive from the crisis of
public trust? How can the solemnity of security information disclose
system be guaranteed? And how can the order of the securities
market be maintained?

Facing with these problems, I conducted this thorough study of
the phenomenon of misrepresentation in securities market, and
found that one important reason of this phenomenon is that the legal
liability of Certified Public Accountants is not clear, especially that
the civil liability is in default and the liability cost for false audit
report is too low. It is important to re — construct the credibility of
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the industry of Certified Public Accountants, for both maintaining
the order of securities market and protecting the interest of
investors.

This paper started from the fact analysis, through summarizing
relevant preferences, fully considered experiences of all concerned
parties, and focused on the specific issue of the legal liability of
Certified Public Accountants. This paper consisted of ten chapters.

The first chapter introduced the current situation of the
existence of misrepresentations in the securities market. It
summarized the general contents and means of the misrepresentation
through analysis of the important misrepresentation cases occurred in
recent  years, and analyzed the role which Certified Public
Accountants played in these misrepresentation through the analysis
of the legal features of Certified Public Accountants. Chapter 1
summarized .the main reasons of the participation of Certified Public
Accountants into misrepresentation as follows: the audit business is
at the stage of buyer — market; the independence of Certified Public
Accountants is materially inadequate; the total legal environment is
not sound; and the liability cost of Certified Public Accountants for
illegal acts is too low, among which the last one is considered to be a
very important and key reason why the misrepresentation and false
audit report of Certified Public Accountants have occurred so
frequently. It is therefore an important mission of the security
legislation of China to improve the study of legal liability of Certified
Public Accountants and to impose the civil liability on Certified
Public Accountants for concerned misrepresentations.

Chapter 2 introduced the current development of foreign
countries in the field of the study on legal liability of Certified Public
Accountants, and the problems China is facing, and analyzed the



importance of the study of this issue. The legal liability of Certified
Public Accountants has always been an important issue in the
securities markets all over the world. The achievement of those
countries that have an advanced securities market is of great
reference importance to us. With regard to the problems in China,
the seriously unbalanced emphasis on administrative liability exists in
both legislation and practice, whereas the civil liability which is
regarded as the best protection of interest of investors, is virtually in
default. The only few legal provisions concerning the civil liability is
essentially useless due to lack of feasibility. For the above reasons,
to conduct study on some basic issues concerning the civil liability of
Certified Public Accountants, such as the nature of civil liability,
review standard of false audit report, standard of duty of Certified
Public Accountants, burden of proof, etc, is important legal means
to effectively resolve the problem of misrepresentation and will be
very important to assure the health growth of the securities market,
protect the interest of investors, and re — construct the credibility of
the industry of Certified Public Accountants.

Chapter 3 focused on the content, risk, and professional
responsibility of Certified Public Accountants to practice in the
securities market. The essential motive of introducing audit into the
securities market is to assure the truthfulness and legality of
information. The statutory requirement of audit is therefore
gradually established in the information disclosure system. The audit
mainly focused on various financial statements, and the audit opinion
accordingly issued can be classified into four types: unqualified,
qualified, disagreement and disclaimer. The type of audit opinion is
directly related to whether Certified Public Accountants is liable and
what legal liability to be imposed on. The main reason of the risk for
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audit is that issuing companies only want unqualified opinion, which
means the financial report is acceptable and fair. As expert —
participants of information disclosure, Certified Public Accountants
have the information advantage, and accordingly have a high duty of
care as experts toward the users of the audit reports. And this
feature determined that the professional responsibility of Certified
Public Accountants is due — care, which means accountants should
use imprudence and diligence when conducting reasonable
independent investigation, discover important problems which
should be discovered under the professional standard, and give
correct audit opinion based on the investigation.

Chapter 4 focused on the accounting information disclosure
system of the securities market, and analyzed the legal status and
functions of the system in the practicing of Certified Public
Accountants. The specialty of the legal system of accounting
information disclosure of the securities market is that there are only
general principles in legal aspect for the practice of Certified Public
Accountants, while in the specific auditing activities, the more
utilized and followed standard is the independent auditing standards,
which is regarded as industry custom. It therefore raised the
problem, which has been argued for long in the whole world, i.e.
whether strict .compliance with the requirement under the legal
system of information disclosure could be used as defense against
lawsuit by Certified Public Accountants. My view is that the basic
purpose inherent in the accounting information disclosure system is
to protect ‘the interest of users of audit reports, while the audit
principle is the only authoritative standard which could be agreed by
both parties of auditing, as the overall strict requirement-of the
diligence duty of Certified Public Accountants, therefore it should be
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regarded as the legal standard for the professional practicing of
Certified Public Accountants. In another word, rights and
obligations are related to each other. The audit principle system is
not only the highest restriction on Certified Public Accountants, but
also the highest protection of certified Public Accountants.

Chapter 5 focused on what constitute misrepresentation, and
proposed the review system of false audit reports, based on
discussions in preceded chapters. What constitute misrepresentation
is a key issue which has been argued for long by both legal and
accounting professionals, and reached no result so far. I suggested
two elements for determining misrepresentation, the first one is
untrue, misleading statement, or omission in content; the second
one is the untrue, misleading statement or omission is material. I
believe these two elements to some extent mitigate the disagreement
between legal and accounting professionals in that this standard
recognized that the two points are not totally in , but merely
disagrees about the “materiality” because different period of using
it. Therefore, it is necessary to improve the communication between
legal and accounting professionals, and to strengthen the
understanding of the content and features of the business of Certified
Public Accountants, in order to develop legal liability system of
Certified Public Accountants. 1 also suggested, based on the special
features of audit reports, to establish a name list of independent
audit reviewers, and the system of random selection of reviewer in
specific cases, to assure the justice of law.

Chapter 6 focused on the administrative legal -liability of
Certified Public Accountants. 1 gave some suggestions about the
problems exist in China concerning administrative liability, through
comparison with the system of administrative liability on Certified

R 3 350 B e 6B R e



