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Foreword

ince the academic degree system was established in

China, a considerable number of doctors of economics
(majoring in accounting, including auditing) have been
trained. This deserves to be called a pioneering undertaking
in the history of education and accounting in China. Based
systematically and firmly on the accounting theory, these
doctors of New China, like those in other fields, have been
credited with broad and profound knowledge on this subject.
Because of the help from their advisors and other experts in
this field and, especially, due to their own diligent studies,
they are advancing boldly and progressively along different
ways towards the same ultimate goal of modern accounting
science, just like young eagles fluttering and soaring
vigorously in the vast sky. While they strive for their
doctoral degree, they have made gratifying research
achievements, the cream of which is reflected in their
doctoral dissertations. According to the strict requirements
set by the academic degree regulations of our country, a
doctoral dissertation must 'émbody innovative viewpoints




2 Foreword

and be distinctively characterized by the unity of creativeness
and inheritance. Approved doctoral dissertations on ac-
counting are indicative of the fact that most of the authors
have a thorough understanding of the latest developments
and achievements in the field of accounting, both home and
abroad, and, with this as a basis, have made further advances
and breakthroughs. It is also testified that these authors
have, to a certain extent, expressed their conscientious atti-
tudes towards their studies and their courage and talents in
seeking the truth in science. It is withput any exaggeration to
claim that these doctors of accounting are by no means infe-
rior to those trained in other countries. It has been and will
be repeatedly proved that China’s doctors of accouting will
gradually form a vigorous and vital young “national team”®
in the large contingent of researchers of accounting and au-
diting, and will undoubtedly become a mainstay in the con-
struction of accounting and auditing theory.

Seeing that few of these doctoral dissertations on ac-
counting have been introduced publically, and that their re-
search achievements have hardly been made known to the
public, Yong—You Institute of Accounting and Auditing Re-
search has decided to edit and publish ”Series of Doctoral
Dissertations on Accounting and Auditing”. With the au-

®© It is the ardent expectation of the Party and the State for domestically
trained doctors, shortly after the establishment of the academic degree sys-
tem, that they would play the role of “national team” in scientific research.
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Foreword 3

thors’ permission, doctoral dissertations of those who have
or will have succeeded in the defence of their doctoral disser-
tations and obtained doctoral degree, including those
Chinese scholars of accounting and auditing who have re-
ceived doctoral degree in foreign countries, can be arranged
in the Series and published in batches as soon as possible, un-
less they have already been published somewhere else. It is
praiseworthy and significant for Yong—You Institute of Ac-
counting and Auditing Research, as a non—government insti-
tute, to make this long—term publication project, aiming at
giving assistance and impetus to China’s young scholars of
accounting and auditing who are striving for their doctoral
degree. This publication project has two purposes. First, it is
supposed to make the main achievements of these doctors of
accounting and auditing open to the criticism of accounting
and auditing theorists, with the expectation of receiving con-
structive suggestions for further improvements from other
researchers, both at home and abroad, in the field of ac-
counting and auditing. Second, it is intended to impel the
doctors of accounting in China not to be complacent with
their present achievements, but to continue their academic
pursuits and explorations. It is my cordial hope that the au-
thors of the Series make pioneering contributions to the de-
velopment of the accounting and auditing theory and prac-
tice applicable to the unique political and economic envi-
ronment of China and the establishment of its deserved aca-
demic status in the field of accounting and auditing in the
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4 Foreword

whole world. If so, they will have no qualms about the title
of Doctor, which is the highest academic degree of ac-
counting!

Ge,Jia—shu
Vice President, Accounting Society of China

Honorary Director, Yong—You Institute
December, 1990
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Abstract

Abstract

hanging prices (CP) is a common phenomenon in
Ccommerce economy and is also a common economic
characteristics all over the world. How to refiect and elimi-
nate effects of CP on accounting is an important topic of the
accounting theory and a main aspact in the reform of ac-
counting practice. Nevertheless, up to now, research in
this field has been sparsein China. This is not suitable to
China’s CP and its effects on accounting. Therefore, The
dissertation tries to demonstrate the objectivity of ac-
counting for changing prices ( ACP) and explore ac-
counting methods for CP according to China’s Condition on
the basis of the achievements researched by predecessors, as
well as suggest the framework of ACP.

There are four parts in this dissertation,

part one, CP and its effects on accounting. In this part
the objectivity of CP and its offects on accounting were
proved and the necessity and urgence to carry out ACP were
showed., The author believes that general causes of CP are
the changes of labour productivity, technologcal progress,
money value, supply and demand of commodities and serv-
ices, competition and monopoly; specific causes of CP are
different from country to country. In recent years, China’s
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2 Abstract

CP was relatively severe and showed a transition of inflation
from demand—drawtype to cost—push—forward type. The
former was mainly the results of investment inflation and
consumption fund inflation while the latter mainly resulted
from the adjustment of social economy in structure. Since
the structural adjustment has not been finished, and infla-
tion has had further effects last several years, not to men-
tion input inflation with the opening to other countries,
price must be going up to a certain extent.

Continuous CP has severe effects on accounting, It
takes accounting theory into comprehensive crisis, and re-
sults in severe problems in accounting practice. Because of
price growth, results of assets valuation and income
measurement under the model of historical cost accounting
are far from reality so that enterprises value their assets at
low prices, measure illusory income, express profits on face
but losses in fact, and regard cost as profit in the periods of
prices rising. Therefore, accounting information loses its
function. Accounting can not perform its function unless ef-
fects of CP are eliminated or reflected.

Part two, ACP and its theore tical basis. In this part,
the author reviewed theory research and practices of ACP
and analysed the advantages and disadvantages of several
main models of ACP while she demonstrated that ACP had
broad research and test practices as well as a steady founda-
tion in theory.

The author considers that ACP mainly deals with the



Abstract 3

problems of assets valuation and income measurement under
conditions of CP, and its main purposes are to eliminate ef-
fects of CP, disclose accounting information correctly and
provide useful information for users’ correct decision,
Therefore, ACP may be defined as the accounting proce-
dure and methods to reflect or eliminate effects of Cp on ac-
counting information by using certain price data to revise the
accounting information provided in traditional financial
statements.,

The author performed a general review of research and
tests of ACP, then she pointed out that the popular models
of ACP in other countries, in general, may be current val-
ue accounting, and the developing tendency is current cost
accounting, But, it is imposible to find a unique model
which can be found suitable to any conditions. How to use
the research and test achievements of other countries to set
up models of ACP that are suitable to China is an urgent
problem facing China’s accounting field.

The auther thinks that capital maintenance theory is the
theoretical basis of ACP. In this part, the author argues
that capital maintenance theory is a systematic theory which
relates to appropriately maintained capital; maintaining
capital properly refers to keepime the capacity of initial capi-
tal, and neither make it up shortly nor over compensate it,
The capital that enterprises should maintain appropriately is
the essential prerequisite to ensure simple reproduction of
enterprises and society. Every model of ACP is thus de-

v meean —— —



4 Abstract

signed under the presupposition of capital maintenance,
The author proved that capital maintenance theory is consis-
tent with the capital compensation theory and reproduction
theory of Marx, Therefore, she concluded that it is certain-
ly feasible to put ACP into practice when prices change
continuously and severely in socialist countries,

Part three, a tentative plan to set up ACP with features
of China. In this part, the author approaches how to put
ACP into practice in China under the conditions of China on
the basis of the achievements researched by predecessors.
After predicting the necessity and possibility of dividing en-
terprise accounting of China into tax accounting and finan-
cial accounting and analysing the failure to repléc:e present
accounting with some models of ACP in China at present,
the author indicated that there is a necessity to distinguish
reflecting the effect of CP and eliminating effects of CP legal-
ly and to a certain degree in practice. It may be suitable to
separate tax accounting from present enterprise accounting
and to adopt some accounting methods which are able to
lighten or eliminate effects of CP by tax accounting system to
measure taxable income, At the same time, when present
accounting is changing into financial accounting, some
methods of ACP can be adopted to expose certain supple-
mentary information of CP to suffice interest groups of en-
terprises.

It seems that some methods can be taken into account
for tax accounting. That are LIFO for inventory flow valu-
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ation, accelerated depreciation methods accounted by eco-
nomic life for fixed assets, allocation methods in limited pe-
riod for intangible assets and the reserve system of CP for
inventory and fixed assets. It is admittedly difficult to carry
out these methods immediately considering the present fi-
nancial state of our country. But it is feasible to put them
into practice by degrees.

We may consider using complex models with two capi-
tal maintenance concepts and three models for ACP accord-
ing to specialities of enterprises. These are: general price
level accounting based on financial capital maintenance con-
cept for large financial enterprises; current cost accounting
based on physical capital maintenance concept for large cap-
ital-densed enterprises; and simplified replacement cost ac-
counting Conly revalue inventory and fixed assets) for large
labor—densed enterprises. .

The current cost accounting only requires revaluing
fixed assets and inventory and adjusting sale cost for goods
and depreciation expenses. The author considers that cur-
rent cost is a complex concept and it is the valuation under
the conditions of going concern of enterpries at the specific
places and states of holding assets. Therefore, it should be
a combined use of current replacement cost, current repro-
duction cost, net realizable value, present value of cash
flow in future and historical cost.

Part four, fundamental theory of ACP. The author
indicated that ACP has its specific theory system. The sys-




