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ABSTRACT

SYSTEM-BASED AUDITING——AUDITING TEST,
AUDITING RISK AND AUDITING DECISION MAKING

Auditing test and auditing decision making,being
an important parts of modern auditing, haven’t
been emphasized in Chinese auditing, mostly
because the auditing t.heory":was heavily divorced
from practice in the past, Number of Chinese
auditing books, while studying on this subject,
took the specific accounting items as starting
points, such as raw materials, capital, account
receivables and account payables, rather than
based on “Internal] Control Sysfem” . This was
accordance with the past economic situations, in
which accounting was merely regarded as the
management tool and there were less developed
commodity economy and comparatively simple
business transactions, but, audit working envi-
ronment has been improved increasely now with
the economic reform and open policy adopted in
China, which can be showed in following as-
pects; accounting management iS becomjng more
and more important in the whole business man-
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agement system; responsibility accounting, has
been paid more and more attention;internal conrol
system has been established;business transactions
have been highly increased and complicated;more
and more joint ventutres have been developed,
On the other hand,with the conflicts between new
and old system and the ]Jag of politica] reform
behind economic reform, Chincse economy is
facing big problems; savings fwctuation, invest-
ment demand ‘expansion, curtency inflatjon,
price rise, official corruption,unjust distribution,
uncontroled movement of social capital, etc,

Considering the both sides of situation, with
the deep theoretical study and practical demands,
it is necessary to change traditional auditing
concepts and audjting principles, to transform
auditing objects, techniques and contents and to
emphasize auditing test and auditing decision-
making, In this way, powerful audit supervision
could be formed and the economic operation me-
chanism could be stable and order, In view of
the above-mentjoned facts, the author Wang
Guang Yuan has written out this book, A SYS-
TEM—BASED AUDITING; AUDITING TEST
AND AUDITING RISK AND AUDITING DE-
CISION MAKING, and attempts to make his
own contributions in following aspects;

1. Auditing control focused on audjting test
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and auditing decision making has been built, As
a supervision activity, auditing is decision-mak-
ing oriented, it is auditing decision-making that
makes the difference between modern auditing
and traditional auditing, In auditing decision
system, decision maker and decision object ate
united, in generating auditing alternatives, to
form a particular entity of contradiction, which
develops, changes and evolves auditing decision
activities, Their results come to audit planing
alternatives, The auditing decisjon system is
composed of audit decision maker,decision object,
decision information, decision theory and method
and audit decisijonn organs, The audit decision
object is internal control system, Which js cate-
Joged as following levels; investigating the de-
sign level of internal contro] system; evaluat-
ing the “Software” of ijnternal contro]l system
and determining the dependance extent of audi-
tor. assessing the operation of internal contro]
system; identifying the extent of substantive
test, which is the key point of auditing decision
making, Auditing decision-making is a multi-
stage and whole—process activity, joined by the
overall auditor,

2 . Emphasis has been placed on the auditing
supetvision along the track of democracy and
legal system, Various problems in economijc me-
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chanism have been caused mainly because China
lacks of proper democratic atmospheie and due
legal system, Therefore, it is siressed that
audit laws and regulation be made, auditing be
pursued based on the regulations and auditing
authority be built, while making the process of
audiiing decision democratization, Oniv we pro-
mote democracy and reinforce legal system and
make these two elements coordinatcd, can good
effects be gained in auditing test, auditing deci-
sion making and auditing operation,

3, Cost-Benefit Analysis (CBA ) is adopted
to make the optimaj distribution and the proper
use of auditing resources, This is the essence of
auditing activities, Therefore, some aspects
should be considered; (1) deriving the rational
parts from behaviour science to motivate the au-
ditor and to make auditing objectives consistent;
( 2) properly choosing “hard” and “soft” techni-
ques to optimize cost—benefit; ( 3 ) making au-
diting decisions scientifically and choosing app-
ropriate auditing procedures; ( 4 ) balancing volu-
me, cost and benefit of audit evidences and havy-
ing relevant VCP analysis,

4 , Some relevant theories are applied, Beca-—
use the design of auditing operation mechanism
is a complicated economic system engineering, it

is nccessary to adopt some modern scientific
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theories and methodologies; System science, cy-
bernetics, information theory,dissipation theory,
synergetics theory and hypercycle theory etc,
Also qualitative and quantitative analysis should
be empolyed to probe deeply into the essence of
auditing operation mechanism,

5. Interna] contro] system design is based on
the system science, Internal control system is
the basis of auditing test and auditing decision-
making, and the auditing resource needed for
System-Based Auditing, it is a economic commo-
dity, Making use of this, the auditor can make
decisions about auditing procedure and the extent
of compliance test and substantive test, Accord-
ing to the principle that every part is related to
each other in a system, Both interna] accounting
contro] system and internal administrative con-—
tro] system are not combined mechanically but
“integrated, In accordance with the concept that
a system must be orderly and mujti-level and
entirety and parts must be coordinated in dyna-
mic situation, the internal contro] system has
been categorized into several interrelated transac—
tion cycles and auditing is considered as a sys—
tematic economic activity, This idea has rarely
been put out before in China,

6. Dissipation structurc and the orderly na-
ture of auditing operation, The operation process
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of auditing is that of collecting processing eva-
luating and using evidences, This dynamic sys-
tem is a non-equilibrium rather than equitlibrium
system, It exchanges materials, energy and in-
formation with the outside environment, The
theory of dissipation structure points out; When
outside conditions change until reaching to a
particular point, an open nonequilibrium system
could jump from quantitative change to qualita-
tive change and form an orderly structure, In the
light of this, emphasis has been placed on the
conditions forming orderly structure in non-equi-
librium auditing operation mechanism and the
evidential matter of audit evidence, has been de-
monstrated, In addition, the primary and ady-~
anced process of audit evidence are proposed,
and the relationship of auditing cost, risk and
benefit as well as the way of changing from
non-equilibrium to equlibrium are analyzed,
Finally, it is proved that operation process of
auditing is the relevant information flow course,
7 . Control and auditing test and auditing de-
cision—making, In investigating and evaluating
internal] control system, the concepts of stability
and instability are introduced, that is, the inter—
nal contro] system is called stable if it can
shift automatically towatds equilibrium from
non-equilibrium; conversely, it is called insta-
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bility if it cannot do so automatically, Hence
the range and extent of auditing test are asso-
ciated with the stability extent of internal con-
trol system,

The principle of feedback contro] is used
widely in auditing test and auditing decision-
making, Three-stage feedback mode] has been put
forward. (1) Determining whether the internal
contro] system is reliable on the basis of investi-
gation and evaluation of “Software” perfection
of interna] control system; ( 2 ) Defining the ex—
tent and sample size of substantive test accord-
ing to the compliance test of internal control
system; ( 3) Writing auditing report based on the
results of substantive test and finishing the au—
diting process, Besides, information flow and
the relevant transmission mechanism in thtee—
stage feedback decision system have been studjed,

In modern auditing, of course, ex(ante)—feed-
back contro] is emphasized and rational internal
control is emphasized and rational internal con-
tro] procedure is considered, which means that a
scries of standardized interthal control measures
are adopted by auditor to achievé the objectives
 of internal control system, Specifically, this
procedure in System-Based Auditing 1is expressed
in internal control gquectionaire, ‘which supply
standard basis for‘atllditing test as well as audit—
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ing decision-making, In addition, it could be a
signa] indicator to establish and strengthen in-
ternal control system for units audited and to
increase the contro] sense of units audited,

8 . Information theoty and auditing operation,
The operation process of auditing includes input,
store, process, output and feedback, of audit
evidences, or audit information,

In System-Based Auditing, by means of prin-
ciple of information theory,infermation about pro-
perly using interna]l control system and informa-
tion about making fully use of auditing resources
could be obtained; auditing direction and trace
could be gained through testing internal contro]
system; the results of qualitative and quantita-
tive analysis of internal contrel system intensity
could be showed on the auditing report and the
feedback information to improve internal contro}
could be sent to the units audited,

9 , Synergetics theory and auditing test and
audieing decision-making, The theory tells us
that; the key for a system to transform from
being out of order to being orderly is to form
coordination and produce coordinated effects, In
the light of this, it is necessary that the quan-
tities and qualities of auditor be studied and
optimizing auditor numbers be analyzed corre~
sponding to function maximizgtion of auditing
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decision making, The conclusion has been drawn,
when the number of auditor is less than function
maximum number, exploying more personnels
could increase decision speed and improve deci-
sion function; conversely, increasing personnel
number could prolong the route of information
transimission, devalue information, slow down
decision speed and finally affect the whole deci~
sion function,

10, Auditing risk and auditing operation, Be-
cause auditing risk,an important element throug-
hout the auditing operation process, produces a
great impact of the efficiency and effect of
auditing, The systems analysis of auditing risk
and the establishment of auditing risk control
svstem have been suggested, Some issues have
been analysed in detail; relativity, responsibi-
lity, and technicality of auditing risk; patterns
of auditing risk;auditing risk in choosing clients;
auditing risk in building auditing group; auditing
test risk; auditing evidence risk and auditing re-
port risk, In order to solve the problems existed
in past auditing test, auditing risk decision mo-
dels and auditing risk comntrol system have been
built, ,

11, Statistic sampling and System-Based Au-
diting, In this book, the sampling techniques in
probability statistics have been introduced into'’
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auditing and the sampling techniques and mate-
riality ptinciple have been combined, While do~
ing so, the relationship of method consistency
and operation simplicity has been considered and
the incorporation of compliance test and substan-
tive test has been explored,

12, Auditing operation management and audit—
ing quality management, We should ctreate a
optima] motivation mechanism to increase the
level of Auditing management,

13, Science of System—Based Auditing neceds
either a technique or & theory, Analyzing the
past, today and the future of auditing, we have
designed a set of theoretic system 'in System—
Based Auditing, Such as, Auditing Environment,
Auditing Concepts, Auditing Principles, Auditing
Test, Auditing Risk,Auditing Decision—Making,
Auditing Standards, Auditing Cycle, Auditing
Quality, Auditing Management, Intera]l Control,
System, etc,.We think that -Internal Control Sys-—

“tem, Compliance Test and-Substantive Test are the
three columns of Modern System—Based Auditing,

14, It is a revolution in the developing history

‘of auditing that the computer technolegy will be
used in auditing, which will take the evaluation
of internal control system into a major items for
auditing, Future auditor and auditing profession
will play a more important role on establishing
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and maintaining commodity economic order,
ameliorating enterpriser restricting mechanism,
promoting goverment’s honest and politica] de—
moncracy,

This book is the second one among the trilogy
of modern accounting and auditing put forward
by author, The first book, over 720,000 Chinese
characters, “Decision—Making Accounting” ,
evoked wide repercussions among the academic
world and social] world after it was published,
Professor Yang Shi Zhan, commented “it is this
book that put accounting and decision—-making
together and that creats the new subject ‘Decision
—Making Accounting’ ” _, Professor Guo Dao
Yang set a high value on the book “it has not
only filled in the blanks in the field of account-
ing study in China, but ajso profound important
significance to current accounting reform” |,
Furthermore, China “Economic Daily” , “Chang-
jiang Daily” , “Youth Daily” and “Wuhan TV”
speaked highly of the book and view it as “fill-
ing in the blanks in the accounting theoretica}l
study in China” , As a companion volume of

“Decision—Making Accounting” , this book

“System-Based Auditing” ‘will inevitably form
great driving force in developing Chinese auditing
theory and increasing auditing decision-making
levels in China,
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ARE AR, YL kK. AEEaRsrlEiR.
B, WHZLHKETIALA AL RPMER N, UEEHR
B, XTARFHAIBIERN, AE—-RERARE, #HER
RARFEREAERLORE, HERTTREEXFFIHARN
ERLAE. WEXRE, XBFRRWHHHEBITERY, —X¥
FRBE, REAFRFTELAOAKERTEEWFT T 7 E, W
FANFERERAFEOARBHAENETOFT T &, HEX
HAE, THREARKEAXBHHMEL, pASEHBES
BRI FARTHERALAFEE, Ak E R teahE, WIXHSF
WEWREAETHE, RUFHERL, RRFIIH. Ak, #
WIHFFUAKESHERATAINER . BLEHEKE,
HEBFFRLAYWENIRET, XEEFITARTU A 36
WEHHFE L WA TORWRIERAELBEATXWHIT T4,
TERFRFELN—ARY, XFATIHFE, BWARCHE
E M #+r » (System—Based Audits ) ,

O REFHNRE, CHEERFHIXAEHREXEERFES
(Kansas ) Mk EH WM ¥ (Stettler, H-F) # & ¥ & # A
B 19734, 5 T—AK HlEXEMM & ¥ it » (System-Based
indcpendent Audits)—H, FT1974% F M. 19774, & X H
Ttk &% (Fraser, D)) fuX ¥ (Ajken, M+ E¥ &£ % B
BlE K )RR E—AKENEREE RS, ERANE
W, Hekd “HEH E AW 37 (Stettler’s System-Based
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Audits ) , 1983 HEMFF, TEKR%E, BUXK KT W 4
FEAM, SIEAAMEGIHEE, DERUS KL, H E1977,
1082 WM K W H¥EE —— HEEBEDEFEMEXRFS
WHLERHM. LETI985E AT HHB A FRK R LI %5 =
FHHEIT AL, FALE. BLEEHRNKAE, 198845
BB TR REEEECRELAUEY  AEXEFRAH £
M, EEER—FNTFFERBPAY, XAELZTBOHES,
HEARNMRAHHRE .,

AFRTZF, XTERFFE, FATRTHEARF TR L
B,IRZERE 2T AREAB R X - F T E R RNEF—
BEE, CERATEFLNAECERR2HEY, XX A T #& 4
W, BE®. RERNFLEFE, EZAEFHAUARL, FTEALN
T, AFUFHWR, FHRABAF T REIELS, HFIHHF
B, WU ER, REBHNENEZS A, FeENR RIS
MR, FHREES., XHEEXREFIT. FIHREARESE,
WA ARG, WEETEIRM, FXNTELSE, T4
FREFHEARMEFHRLRE, BE2HETRUTNR. ©UHHK,
EFREERELUHFRALI—RAABTHYE, 2HHEREXES
ERERET, PEAFNARLR AR, B, RETXE
o

Hot R
198949 TR
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YRPEHENEL EEREFFERBHRR, EFITXHE
ENFFTURATRAHENE T, SRR RYAT LA T E
REWT T EHER, FHERERARTH Vb BRKALE
TREMARN, THRETRAZXBFNEHGKR, BLTH
SENERALLBFHEHD . WL £ K, & ¥ £ AR
FRg, HATRPEARGSAMESRE, RERERHAT
HEQF RN, CEVRENYHERFABEATIMNT “F 3
&R, BAER WEEAF 4. RBAZK, BRETRZ, 4
HEBXHE, #AERTAZ, XASRFRN—AFE; £
BRI, EUFFRER, HAT LA RS 6N 2
s, AXRKEAFAFRHEA—AFE.

FABALFBCHELERTHEY -5, BUEAL K
EaF kR EN LR, RAEBTF T YRY I HHEQF E—
FHAR FHARDEHRE, I REXEFRIFEHAR
FHEM, AIARTFHEREFHEREF ER LR ML,
FARENARCRER Y RECEEA. Eok2hl. ¥itn
RETHAKRURT TN EETHRE S, ERYEFE SR
BHEN, PRERNESF B TP EUREEIRES |,
RTUBRBASGTRHER, FIBFNHGRY 5 4 7 &
o TR, XREHBE RAWERKETEN, B2 EHvA
FNHT HEEBE I FR FRBERAGE
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