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The Internal Accounting Audit’s Function in China 
 
by Alessandra Mischiati, Ludovico Distefano - Jesa 
 

 
Even if companies have already accomplished the 2017’s plan and 
budget activities, we’d like to address to your attention a topic that is 
really worth considering: the Internal Accounting Audit, a delicate and 
important activity to properly carry out.  
 
The Internal Audit’s role continues to change due to different factors, 
such as economic conditions, globalization, and new emerging risks. In 
this framework the Internal Accounting Audit evolves, gaining power in 
term of responsibilities. 
Internal Auditing (IA) works as an incentive by stimulating governance, 
risk and controls management in a firm. Its action should add value 
and have a positive impact on day-to-day activities. It is considered as 
an objective source of independent advice to govern bodies and senior 
management. Therefore, it is used improve and enhance daily 
operations. The auditing helps, form the process’ beginning, in 

identifying doors that have been left open and in clarifying ways to 
solve controversies. The challenge is significant, and so is the payoff — 
the function that successfully adapts to today’s rapidly changing world 
will become a trusted advisor to an organisation poised for growth. As 
its mandate expands, IA needs to conduct multiple balancing acts 
simultaneously. The IA function must maintain a laser focus on basic 
and core activities, but it must also be ready to take on more of a mere 
advisory role. IA must eventually be able to “look around the corner” to 
prevent today the risks of tomorrow. 
 

 
 

Internal Auditors act for operations’ efficiency and effectiveness, laws 
and regulations’ compliance and financial and management reporting’s 
accuracy. They attempt to communicate to the Board of Directors how 
to execute their duties at best. They focus on business strategic 
objectives and best practices; they move in compliance with regulatory 
requirements through customised activities and reports. 
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Which is the situation in China? 
 
The Chinese Institute of Certified Public Accountants (CICPA) firstly 
drafted the independent auditing standards in 1994.  It formulated 48 
standards in 6 batches, forming a basic Chinese independent auditing 
standard system. In 2006, CICPA, under the guidance of international 
convergence, reformulated those standards into new ones. Again, 
CICPA revised and released its new auditing standards in October 2010, 
and implemented them on January 1, 2012. The progressive and 
responsive changes made by CICPA over the last few years helped to 
firmly establish a set of professional standards that conform to both 
the market’s demands and the international convergence. In 
November 2015, the International Financial Reporting Standards 
(IFRS) Foundation, oversee of the International Accounting Standards 
Board (IASB), and the Chinese Ministry of Finance issued a new joint 
statement proclaiming success with Chinese Accounting Standards, 
substantially converging them with IFRS 
 
China Accounting Standards are very similar to IFRS even if there are 
many significant and unique internal control risks when doing business 
in this country. Some of those risks can cause severe consequences for 
companies, such as violations.  
 
If risks are not properly addressed, it could result in the venture being 
inefficient, under-performing and not fully compliant with the regula-
tions in force. For foreign invested companies, it is even more 
challenging when taking into account the differences in China’s 
accounting system and reporting standards. Being unaware of such 
differences can cause problems for small businesses operating in the 
country, it can generate potential risks in case of tax inspection, 

confusion, and time and resources waste, causing even an inadvertent 
disclosure of confidential company information from one or more 
employees. 
 
How the IA practically exercises? 
 
Generally, the IA strictly controls the following main areas of a com-
pany’s daily activities. 
 
Ø Sales  
A sales cycle audit consists of selecting a random sample of sales 
information and comparing it with the accounting procedures found in 
the company's accounting procedures and manual. Auditors also 
compare the company's accounting procedures and the manual with 
the generally accepted accounting principles to ensure that no major 
violations have occurred. Other testing measures verify if sales are 
performed to a legitimate individual or company; they check which 
individual controls both the paperwork and the approval process; they 
make sure that any unusual amount or sales discount has been 
properly authorized. After completing these general audit functions, 
auditors may continue testing each item in the sample based on the 
company's accounting procedures. These extra tests will verify that 
sales are properly recorded in the general ledger and that no erroneous 
information regarding sales exists in the company's income statement. 
 
Ø Purchases  
The purchasing process is a key element for maintaining efficient and 
effective operations in any business. Audits are designed to verify that 
all aspects of a business operation, in this case related to a purchase 
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cycle, work at optimal efficiency. Resources that may be audited 
include personnel, equipment, environment or processes. 
 
Ø Inventory  
Internal inventory controls are the protective measures a company set 
up to guard itself from internal fraud, embezzlement, or theft. These 
controls, which depend on the company size, on its business opera-
tions’ type and its business model, create a set of operating standards 
tailored indeed on the company’s operations.  
 
Ø Fixed Assets  
The fixed asset balance, which deals with assets that can't easily be 
converted into cash, is a common material account balance on an 
entity's financial statement. It is audited through procedures that 
confirm the existence and evaluation of the reported account balance. 
 
Ø Financial Statements and Tax Declarations Assessment 
Financial statement audits are performed to assure that an entity's 
financial statements are fairly presented in accordance with generally 
accepted accounting principles. To be sure of that, auditors examine 
material account balances. Since the Internal Audit on financial 
statements is not enough, the Statutory Annual Audit Report for the 
tax assessment, performed by an external CPA Firm, is still needed to 
be done.  
 
More importantly, these main areas should work one linked to the 
other, creating an interconnected system.  
 
Moreover, some specific aspects should be taken into account while 
carrying out IA in China, such as the collection of revenues on personal 

bank accounts, cash movements, reimbursement notes, good deli-
very/received notes, etc. In addition, a special investigation shall be 
addressed to payrolls as well, to identify problems before they become 
issues and ensure compliance for a contributing employer’s records. 
This is also needed to verify that the employer has contributed to the 
plan as required by a collective agreement. 
 
Internal Audits carried out by a third company are normally a "neutral 
eye"; external service firms are professional providing high-end skills 
that are needed to embed risks while carrying out the activities in 
object. 
 
In conclusion, nowadays the boundaries of the internal auditors are 
way more wide and open than before. Their action not only applies to 
a fundamental control of numbers and accounting figures; but it also 
sustains a company expansion, both in terms of quality and 
operational efficiency.   
 
We stay at your hand for any related need. 
 
Amid Legal and Illegal Boundaries: Waste Management in the 
Chinese Way 
 
By Saro Capozzoli, Marella Moretti – Jesa 
 
During the past 30 years, Chinese cities have been going through a 
massive growth in size and population, with a constant incoming 
migratory flow from rural areas. Chinese economy has boomed and 
population experienced an increase in the basic income. People is 
embracing a new lifestyle and expanding its consumption patterns. 
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As a result, cities are more and more populous producing a big amount 
of trash every year: currently, garbage produced in China amounts at 
300 million tons, which corresponds to an average of 1.12 kg per 
person per day. The World Bank expects this figure to reach 533million 
tons by 2030.  
 
The graph below represents the million tons of waste produced by the 
most populous and industrial regions of the country. 
 

 
Source: JESA Elaboration on National Bureau of Statistics of China, 2015 

 
Moreover, waste in cities has a completely different composition if 
compared to garbage produced in rural areas. Indeed, heavy elements, 
such as plastic, metal and glass, represent over 60% of total garbage, 
whereas only a small portion is made of organic material. 
 

On top of it, it should be noticed that China has done little or almost 
nothing to extinguish the problem at its very roots: no city is 
implementing compulsory waste-sorting for households and, even if 
public bins sometimes suggest a rough division for trash, the 
implemented services often do not have the capacity to practice a full 
recycling. They just bundle everything together into the same truck. 
Additionally, waste collection does not follow a regular schedule in 
many areas. 
 
To this day, the possible destinations for rubbish are essentially and 
formally two: either they are buried into landfills at cities’ borders, or 
they are burnt into dedicated facilities. Actually, as a third alternative, 
there are plants that use trash for biological composting processes. 
However, this option has a marginal role in the Chinese recycling 
industry, as the fact that the waste is not properly sorted makes the 
process less efficient than it could be. Moreover, the nature of organic 
matters makes them difficult to treat, as they are salty and oily. That’s 
also the reason why it’s difficult to use them as fertilizers.  
 
As displayed in the following graph, landfills are in fact the currently 
most used and cheapest choice, even though their use has some 
evident limits: available land is already scarce and, according to 
research done by the China Environment Forum, the major urban 
landfills are expected to reach their capacity by 2020. In addition, 
similarly to many other countries, the organic matter does not always 
properly decompose and creates releases of methane, a potent 
greenhouse gas. 
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Source: JESA Elaboration on National Bureau of Statistics of China, 2015 

 
As far as burning facilities are concerned, they require a very high 
initial investment and most local governments do not have the 
necessary resources to set them up, or they just fall back to 
implementing old and polluting technologies. Furthermore, their 
construction has often faced local opposition.  
 
The graph below represents the regions with the highest number of 
established factories for waste treatment. As it can be noticed, the 
areas surrounding metropolitan cities, such as Shanghai and Beijing, 
do not appear despite they provide a significant contribution to the 
country’s waste production.   
 

 
Source: JESA Elaboration on National Bureau of Statistics of China, 2015 

 
Nevertheless, exporting waste is really not an option for China, as 
getting rid of the trash in the country remains the cheapest solution. 
 
However, the main issue is that formal collection systems is just a 
small slice of the cake, as recycling exists independently in the hands 
of the informal for-profit sector. Many illegal workers migrate from the 
countryside to the urban areas in order to make a living off of garbage 
hand picking. Once collected, they sell garbage to unofficial sorting 
depots at the outskirts of urban areas, which in turn resell it to proper 
plants for melting and processing. Officially, these waste pickers have 
been banned from collection bins, as they interfere with the regular 
collection service. Nevertheless, the phenomenon is still widespread. 
The World Bank estimated illegal pickers are responsible for the 
collection of as much 20% of municipals’ waste and a number of people 
between 3.3 and 5.6 million are involved. 
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In conclusion, it is clearly evident that the garbage problem in China is 
assuming a worrying dimension. Current conditions do not seem to 
provide any consistent or sustainable solution for both the short and 
the long term. Government intervention will certainly be necessary, 
but the existing gaps also leave a wide space for maneuver to the 
private sector. 
 
This situation can be an opportunity for all those companies that have 
innovative technologies and systems.  
 
Nevertheless, opportunities are reachable only at the condition of 
being directly present in the local market to establish a close contact 
with local governments and enterprises. The need of a solution is 
strongly urgent.  
 
Everyone who has something to say about the topic is very welcomed: 
Jesa is ready to support in this regard. 
 
 
 
 
 
 
 
 
 
 
 
 
 

Chinese National Working Calendar - 2017 

 

 
 
 

mailto:info@jesa.com.cn
http://www.jesa.com.cn


  YOUR PARTNER IN FAST GROWING COUNTRIES 
  

  

 CHINA - HONG KONG–SAUDI ARABIA – MONGOLIA - CHILE 

JESA Investment & Management Co. ,Ltd. ,House 4,Lane 112,  FenYang Rd. ,  200031 Shanghai ,  China 
Te l  +86 21 64331555, 64335666, 64338787,  Fax  +86 21 62880072 Emai l :  in fo@jesa.com.cn,  Webs i te:  www.jesa.com.cn 

8

CONTRIBUTORS: 
Scott Sun (Supervisor) 
Saro Capozzoli 
Alessandra Mischiati 
Ludovico Distefano 
Marella Moretti 
Beatrice Bin 
 
For inquires and suggestions regarding this 
newsletter or for any other concerns, please 
contact us anytime at:  
 
beatrice@jesa.com.cn 
 
Our Newsletters:  
 
http://www.jesa.com.cn/jesa/Index.p
hp/Publication/news.html 

 
www.jesa.com.cn 
www.jesacapital.com 
 
 
 
LEGAL NOTICE 
The content of this newsletter is com-
posed and written by JESA, and thus it is 
not reproducible and cannot be diffused 
indiscriminately without JESA’s consent. 
The purpose of this newsletter is to keep 
our contacts informed about important 
changes occurring in China and world-
wide. Any use of it must be authorized by 
JESA.   

Good planets suitable for  
Humans are hard to find.   
Pleasethink of the environment 
before printing 
 

 

 

SHANGHAI’s Headquarters 

LANE 112 FENYANG ROAD – House 4 
200031  SHANGHAI  -  CHINA 
Tel  +86 21 64331555   
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Offices also in: 
Saudi Arabia, Mongolia, Chile, Finland  
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