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CHAPTER 5                                                                                                                CASE STUDY: CHINA’S ACCOUNTING DEVELOPMENT ON A MICRO LEVEL


5.1 Introduction

    In the last chapter we narrated and analyzed China’s accounting development from a macro level, and hypothesis about what main factors influenced China’s accounting development had been verified. In this chapter we will take China’s enterprise as a case, in which a state-owned company and a private company will be selected separately. By analyzing these enterprises’ accounting development from micro level, we will explore how environmental factors exert an effect on an enterprise’s accounting development, so as to further verify the hypothesis proposed in Chapter One. In order to make this research objective, the author will trace these enterprises’ accounting development chronologically, and analyze them as neutrally as possible. 

The chapter is divided into four sections. Section one is an introduction and Section Two will introduce the field procedures employed in this case study. In this section, the author will explain how the case target is selected, what the key features of case study are, and how the author will access the study target; Section Three and Section Four are the case studies in Harbin Boiler Co. Ltd. and in Orient Group Incorporation, respectively. In these two sections, the data collected from these two companies will be presented and analyzed objectively, and conclusions will be drawn accordingly. Finally, the case study data collected and presented in the thesis, as well as the conclusions drawn based on the data analysis, will be sent to the two companies’ chief accounting officers (CAO). Their feedback about the accuracy of the data, and their opinions on the author’s conclusions will be further collected. This process aims to correct some of inaccurate data in the dissertation, and gain more detailed and important data, which could not be collected while the case study being done in the field, moreover the author could get their insights about the companies’ accounting development from their own point of view, though they may not agree with the author’s conclusion. Finally, based on feedback, the report draft will be further revised. Section Five is supplementary interview of the two company’s chief accounting officers. The revised draft will be sent to the two companies’ CAOs once more, and their insights about their company’s accounting development, their comments on the result of the case studies, their opinions on the representation of their company’s accounting development in China, and their point of view on the main factors that influence the company’s accounting development will be collected. Based on the case study result, final conclusions will be drawn.

5.2 Field Procedure
5.2.1 Choice of the Case
When choosing the case study target, the author set a basic principle that the cases would have the feature of commonality and generalization, which reflects the common phenomena of an enterprise’s accounting development in China.  

Two kinds of enterprises will be selected for the case study. One is a state-owned enterprise; the other is a private company. The state-owned enterprise has existed since 1949, and may reflect the entire process of China’s enterprise’s accounting development; the private company has been allowed to operate after 1979, when reform and open door policy was made by the CCP, and represents the accounting development of a private company, which reflects the need for a market economy. In light of the author’s purpose, a state-owned enterprise would be the most suitable one to meet the requirement of demonstrating the track of China’s accounting development, as it has been the mainstream of Chinese economy since 1949, especially before 1979. 
According to this principle, the enterprise chosen should be a typical and representative one, set up at the beginning of the PRC, and whose going concern would be suitable enough for this requirement, as a unified accounting system has been exercised in China since 1949. But some factors should be considered first when the representative enterprise is chosen. First, the enterprise selected should have a very good foundation in accounting, so as to enable the author to be able to collect the enterprise’s archives and annual reports according to the historic period of China’s political and economic development since 1949. There exists the possibility that some of the enterprise’s accounting archives were not kept intact, especially for the archives filed before 1979. If this were true, other cases would be chosen so as to see if it is the same for all the enterprises, and the author would decide how many cases would be enough. Second, in order for the enterprise selected to be representative enough of the majority of the state-owned enterprises, the targets will be focused on the most famous large-scaled state-owned industrial enterprises in China. Because different industries exercise different industrial accounting systems, and state-owned industry enterprises constitute the majority of Chinese national economy, it can be assumed that these would be the most representative ones to reflect the process of China’s accounting development. Third, the location of the enterprises should be convenient to access. There are many famous state-owned industry enterprises across the country; considering that Northeast of China is the oldest industry base, and the author is familiar with the enterprises in this area, it is an ideal place to find such an enterprise matching the conditions mentioned above.

Anshan Steel and Iron Group Company, located in Anshan, Liaoning province, had been in existence before the formation of the PRC, and it was a natural first choice of study. But unfortunately, after consulting with related persons of the company, the author was told that the documents and accounting archives of the company have not been kept in entirety since 1949, and archival documents dating back to only 20 years could be found. Therefore this company could not meet the requirements of the conditions set forth by the case study. A second enterprise had to be chosen, and this time two state-owned enterprises were selected in Harbin after the author consulted an expert who works in an accounting firm and is well acquainted with the enterprise situation. The first one is Harbin Bearing Group Company, a state-owned enterprise established in 1950. After consulting with the Chief officer in the accounting department of the company, the author was told that its accounting archives were not completely kept either; some of the archives had been lost due to the company’s archive room being moved from one place to another several times. So the author turned to another one - Harbin Boiler Co., Ltd (former Harbin Boiler Works), which was established in 1954. It is the largest utility boiler manufacturer in China, and was one of the first national first-class enterprises. Fortunately, after consulting with the ex-chief officer of the accounting department, the author was told that its financial reports had been kept intact since its establishment. Therefore in the end the author chose this company.

The accounting development of private companies could be another story compared with state-owned companies, as they were allowed to operate until after 1979. When choosing this kind of case target, the author conceived that the most suitable enterprises would be the ones that came into operation soon after 1979, and thus would be well developed now. The list company would be the most ideal one. When searching for such a company, the author focused the target on Orient Group Inc., because it was established in 1978, and has since then become well developed with listings also in Hong Kong. Most importantly, the author was able to access this company.

5.2.2 Sources of Evidence
As mentioned before, the author’s aim is to trace the company’s accounting development, and evidence will be collected from enterprise’s documents, archival records, and Internet sources. In addition, the company’s chief accounting officer is also an important source of information, so interviews with these two companies’ accounting officers will be conducted at the same time.
5.2.3 Key Features of the Case Study Method and Elaborate Questions

    ● Key Features of the Case Study Method
    For this study a historical approach was used to trace the enterprises accounting development over time. The study will depend heavily on records, documents and interviews. The collection of archives and analysis will follow the history of China’s political and economic development. Questionnaires and interviews were employed to yield the information from the executive financial officer of the study target. 
The information collected from the enterprises will include: historic evolution of the enterprise; the status and functions of accounting department; types, contents and users of the enterprise’s annual financial report; the design of the enterprise’s accounting systems; the structure of accounting staff; the accounting methods and its theoretical basis; the relationships between the enterprise accounting practice and accounting theory, accounting research, and accounting policies and regulations.  
● Elaborated Questions

Consistent with the study purpose, the main question is what factors influence the company’s accounting development, and what is the dominant factor that forms the company’s accounting pattern. In order to explore how and why the company’s accounting system is formed and developed, what factors impact the company’s accounting practice, and to relate the findings with the hypothesis proposed in Chapter One and to match it with Chapter Four, the main question for the case study is:

    What is the dominant factor that influences the company’s accounting development? 

    The answer will be found from the process of the company’s accounting practice evolution. These following sub-questions may also help to answer the main research question:

1. What kind of accounting system did the company set and implement since its foundation? Why?


2. What kind of principles did the enterprise abide by when the company set its accounting and system?


3. What status and functions did the accounting department possess in the company? How did the company set its accounting department and accounting staff since its foundation?

4. What kinds of financial reports did the company need to provide? Why? Who were the users of the company’s financial reports?

5. How did the company’s accounting department decide its accounting methods (according to the unified accounting methods prescribed by the state, or created by its own)?

6. How was the accountants’ knowledge structure constructed in the accounting department? How did the company decide its accountants’ education plan?
7. Did the company’s accounting department negotiate with accounting theoretical, professional societies and accounting policy maker? 

8. Did the company conduct any accounting research on its own financial problems? If it did, how were the problems proposed and solved?

By answering these sub-questions, it is possible to find the relationships between the environmental factors, such as political, economic, legal etc. and the company’s accounting development, thus answer the main research question. 
5.3 Case: Accounting Development of Harbin Boiler Co., Ltd. 

5.3.1 Access to the Case Study Target

 In China, guanxi (relationships with other people, especially friends) is very important; in order to access a company, introduced by a friend, the author met Mr. Liu, the assistant director manager of the company, and Mr. Tan, the chief of the Planning and Financial Department. They offered the author very kind and considerate help. The interview has successfully been conducted and the questionnaire sent to them has been finished; the types, names and contents of the company’s financial report is collected chronologically, and other relative data are also collected from the company’s archives and documents.

 As the ex-chief of the company’s accounting department has retired, and because the position has changed several times since its establishment, it was difficult to obtain detailed information on why and how the company’s accounting department and accounting system evolved, therefore analysis will be mostly based on the archives collected and interviews with the present leader of the company’s accounting department.

5.3.2 Related Data Collected From the Company 
 The data mainly come from the company’s documents and financial reports. The author tried to straighten it out according to the relevance with the environmental factors such as political, economic, legal, professional, educational, etc. However, due to the fact that these factors are interwoven together, one phenomenon may reflect several factors’ influence, so it may be impossible to demarcate them clearly. 

 The resulting data collected can be summarized in Table 5-1: 

Table 5-1 Summary of Data Collected

	Data
	Contents
	 Possible to answer the Q.

	Data 1
	General information about Harbin Boiler Co. Ltd.
	

	Data 2
	The evolution of the company’s accounting department
	 Q. 1, 3

	Data 3
	The change of staff numbers in accounting department
	 Q. 3, 6

	Data 4
	The company’s Financial and Accounting system
	 Q. 1, 2

	Data 5
	Functions of the company’s accounting department
	 Q.3

	Data 6
	The company’s financial report
	 Q.4

	Data 7
	Users of the Company’s financial report
	 Q. 4

	Data 8
	Bookkeeping method
	 Q. 5

	Data 9
	The management and accounting for fixed assets
	 Q. 5

	Data 10
	Management on current funds
	 Q. 5

	Data 11
	Cost management
	 Q.5

	Data 12
	Accounting education and research in the company
	 Q. 6 

	Data 13
	Questionnaire
	 Q. 7, 8


 Upon resolving the data obtained with the questions posed, further analysis will be made to conclude what factors impact the company’s accounting development. This will be matched with the hypothesis proposed in Chapter One, and conclusions will thus be drawn. 

● Data 1: General Information about Harbin Boiler Co. Ltd.

Harbin Boiler Works Co. Ltd. (former Harbin Boiler Works) is the largest utility boiler manufacturer in China and is one of the national first-rank enterprises. Its former, Harbin Boiler Works, which belonged to the Ministry of the First Machinery Industry and was fully invested by the state, was founded in 1954 and put into operation in 1957. It was one of 156 emphasized construction projects of the State during the first five-year plan. The present Limited-liability company was established within the modern enterprise system in 1994, and, through stock system reforming, is currently one of the member enterprises of Harbin Power Equipment Co. Ltd., a large national enterprise group listed in Hong Kong in 1994. 

 The company now deals in batches; it manufactures 50 MW ~ 1000 MW utility boilers as leading products, and also manufactures medium & small utility boilers, industrial & heat recovery boilers, as well as matching accessories & valves, large petrochemical vessels, nuclear power equipment, etc. It has a capacity of turning out 3500 MW utility boilers per year. It is one of the large & medium enterprises monitored by the Management Commission of State-owned Assets within the State Council.

 The company covers an area of 760,200 square meters. It has 3890 units (sets) of equipment of various kinds and more than 6900 employees, including some 2000 technical and management personnel. The company provided a wide series of power plant equipment for China’s power construction, and up to now it has produced 705 utility boilers with the total capacity of 64,800 MW, covering 1/3 of the total installation capacity of thermal units manufactured domestically. They were installed in more than 200 power plants in 29 Chinese provinces, municipalities and autonomous regions, and some of them were exported to 25 countries including Argentina, Jamaica, Korea, and Pakistan, etc.
 The organization Chart of the company can be shown in Figure 5-1.

Figure 5-1: Harbin Boiler Co. Ltd Organization Chart (2001)
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● Data 2: Evolution of the Company’s Accounting Department
    The name and structure of the company’s accounting department and the change in its accounting staff numbers reflect the process of the company’s accounting development, and also show the political and economic influence on the company’s accounting practice.

    As soon as Harbin Turbine Factory Preparing Department was established in 1953, its financial section was established in May 1953, which was designated the planning and financial section. As there is no special department in charge of preparations of the facotry, this department is also responsible for necessary preparations. At the end of 1953 the Harbin Boiler Works Preparing Department was separated from the Harbin Turbine Factory Preparing Department.
 In 1954, the Harbin Boiler Preparing Department was cancelled, and at the same time Construction Committee of Harbin Boiler Works was set up, and the Financial Department was established within the committee in charge of financial and accounting work for the entire factory. Meanwhile, the Finance Section within the basic construction department was established for dealing with the financial work of basic construction.

 In February 1955, the Finance and Business Section and Accounting Section were separated from the factory’s Financial Department. The Accounting Section, whose responsibility was to handle all the accounting transactions, would be under the direct leadership of the factory director, while the Finance and Business Section, whose responsibility was to deal with all the business and financial transactions, would be under the leadership of vice factory director who was in charge of the company’s financial affairs. There were 3 and 12 staff members in the Finance and Business Section and Accounting Section, respectively. The Financial Section of the Fundamental Construction became an independent section, and would be directly under the leadership of the vice factory director in charge of Fundamental Construction.

 In June 1956, the Financial Business Section and Accounting Section were merged into the Financial and Accounting Department; there are totally 23 staff members in the department. The Material Accounting Group, Financial Group, Cost Group, and Integrated Group were established within the Financial and Accounting Department.

 In January 1958, the Fundamental Construction Financial Section was canceled. While at the same time Fundamental Construction Financial Group within the Financial and Accounting Department was established to deal with the related work concerning financial affairs of fundamental construction.

 In March 1969, the Financial and Accounting Department was reorganized into the Financial Group within the factory’s Revolutionary Committee. Only 7 staff members were left in the Financial Group, in charge of routine work, and the remaining accounting staff members were sent to the workshop to work together with the workers. During this period (more than two years), the factory’s financial management and accounting work were damaged heavily.

 In 1972, the factory management agencies and their functions began to recover. Accounting staff was gradually transferred back to the accounting group. Beginning in 1975, the Financial and Accounting Section was reinstated. In 1980, the Inner-factory Bank Accounting Group was established within the Financial Accounting Department. Inner-factory currency was exercised. Every economic transaction within the factory would be conducted by way of buying and selling. But the result was less than adequate.

 In January 1981, the Material Accounting Group within the Financial Accounting Department was put under the Supply Section Administration, so as to strengthen the management of funds in supply and reserve, and to improve the efficiency of the funds. The staff members in the Material Accounting Group also belonged to the Supply Section while the professional work was subordinate to the Financial Accounting Department.

 In May 1984, organization reform occurred in the factory. The Financial and Accounting Department was changed into the Financial Department; the functional groups formed in Financial and Accounting Department before were changed into the Financial Section, Cost Management Section, Integrated Accounting Section, Financial Section of Fundamental Construction, and Group of Inner-factory Bank. In order to strengthen the supervision of the factory’s financial work, the Auditing Section was established within the Financial Department. The staff members in financial department reached to 45 persons. In October of the same year, the audit section as well as its professional work was put under the enterprise management office’s administration.

 In February 1985, all the sections belonging to the Financial Department were renamed the related groups. There were a total of 54 staff members in the department, which included 6 accountants, 9 assistant accountants, and 19 bookkeepers. 

 In 1994 the company was reformed into a joint-stock corporation. The modern enterprises system was established in the Company. The company became one of the stock system trial companies appointed by the State Council to list in Hong Kong. The company was renamed Harbin Boiler Company Limited. The organization structure was reformed; the responsible parties for the general manager’s duties, meeting under the leadership of the board of directors, were restructured. Five assistant general managers were established, in which one of them was made in charge of the financial and accounting work for the company. The financial department kept unchanged.

 In May 2000, the company reformed its organization. The function belonged to the Planning Department, which included integrated planning and management, increasing both production and profit and decreasing cost and expenses, technical reform, long-term planning, and synthetic statistics, was combined into the functions of Financial Department. The new department was renamed the Planning and Financial Department. Meanwhile an accounting settlement center in charge of the cost, raw material, manufacturing products, salary, and the company’s accounting work was established. 

● Data 3: Change of Staff Numbers in Accounting Department

    There is no detailed record about the staff numbers in the Financial and Accounting Department before 1985. The staff numbers in 1955, 1956, and 1969 are 15, 23, and 7, respectively. After 1985, detailed data regarding staff numbers, title and the knowledge structures in accounting department can be found, and is shown in Table 5-2:

Table 5-2: Number, Title and Education of Accounting Staffs in Harbin Boiler Co. Ltd.

	Year
	
	1955
	1956
	1969
	1985
	1986
	1987
	1988
	1989
	1990
	1991
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002

	Total
	
	15
	23
	7
	54
	55
	55
	60
	63
	64
	64
	64
	64
	63
	64
	62
	62
	66
	68
	56
	57
	57

	Educa-

tion
	University
	
	
	
	5
	3
	3
	4
	4
	4
	4
	5
	9
	10
	11
	10
	10
	11
	13
	18
	21
	21

	
	College
	
	
	
	
	6
	9
	12
	19
	25
	25
	27
	24
	22
	22
	19
	21
	21
	21
	18
	16
	16

	
	Technical school
	
	
	
	16
	19
	21
	23
	17
	25
	25
	22
	21
	21
	21
	19
	23
	26
	26
	20
	20
	20

	
	Senior middle school
	
	
	
	19
	13
	13
	13
	15
	2
	2
	3
	4
	4
	4
	8
	
	8
	8
	
	
	

	
	Middle school
	
	
	
	14
	14
	9
	8
	8
	8
	8
	7
	6
	6
	6
	6
	
	
	
	
	
	

	Title
	Advance accountant
	
	
	
	
	
	
	
	
	2
	2
	3
	4
	4
	2
	2
	2
	2
	1
	1
	1
	1

	
	Accountant
	
	
	
	6
	5
	4
	5
	5
	9
	9
	10
	12
	11
	21
	29
	31
	32
	33
	23
	23
	23

	
	Assistant Accountant
	
	
	
	9
	10
	10
	9
	9
	18
	17
	32
	32
	29
	21
	14
	18
	21
	22
	10
	13
	13

	
	Bookkeeper
	
	
	
	19
	18
	18
	22
	21
	32
	32
	12
	9
	13
	12
	3
	3
	5
	4
	5
	5
	5

	
	Advance Statistician
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	1
	1

	
	Statistician
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	3
	3
	3

	
	Advanced Economic Master
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	1
	1
	1

	
	Economic master
	
	
	
	
	
	
	
	
	1
	1
	1
	2
	2
	2
	2
	1
	2
	2
	2
	1
	1

	
	Assistant Economic Master
	
	
	
	
	1
	1
	1
	1
	1
	1
	1
	
	
	
	
	
	
	
	1
	1
	1

	
	Engineer
	
	
	
	
	
	
	
	
	
	
	
	1
	1
	1
	1
	1
	2
	3
	2
	
	

	
	Assistant Engineer
	
	
	
	
	1
	1
	1
	2
	
	
	1
	
	
	3
	3
	2
	2
	3
	4
	4
	4

	
	Technician
	
	
	
	
	
	1
	1
	1
	
	
	1
	2
	1
	
	
	
	
	
	
	
	

	
	Others (including no title)
	
	
	
	20
	20
	20
	21
	24
	1
	2
	3
	2
	2
	2
	8
	4
	
	
	4
	4
	4


● Data 4: Company’s Financial and Accounting System
 The company’s financial and accounting system may give good insight about how legal and political factors may influence the company’s accounting practice. 

 The company strictly implements the state unified accounting system. Centralized accounting is exercised in the company’s Planning and Financial department, which is under the leadership of the General Director and Vice Director, who is authorized by the General Director and is in charge of accounting managerial work.  The Vice Director is also responsible for the management of the company’s financial and accounting affairs.   
Though the setting foundations of the company’s accounting system are different during different periods, the rules are always the same. That is, the company must follow the accounting regulations made by the MOF and the State Council. As the accounting system and financial system are kept secret in the company, it is impossible to collect all the detailed data regarding them. For this reason, only data about setting foundations of the company’s accounting system, the aim of the current company’s accounting system, and the basic tasks of company’s financial and accounting management work can be collected. See Table 5-3: 
Table 5-3: Outline of Financial and Accounting System in Harbin Boiler Co. Ltd.

	Item
	Contents

	The setting basis of the company’s financial and accounting system
	◊ PRC Accounting Law;

◊ Financial General Provisions for Enterprises; 

◊ Accounting Standard for Business Enterprises; 

◊ Accounting System for Industry Enterprises;  

◊ Accounting System for Joint Stock Holding Enterprises, and other related regulations.

	The aim of the company’s financial and accounting system
	◊ Strengthen the company’s financial management and accounting;

◊ Standardize the company’s financial behaviour;

◊ Operate legally and reasonably;

◊ Improve the company’s economic benefit.

	Applying range
	◊ Every department within the company;

◊ Every branch (son company, branch company, and other agencies); 

	Essential tasks of financial and accounting management
	◊ Implement the financial, accounting and tax regulations and other related regulations issued by the state, correctly calculating the operational results and paying tax according to the regulation;

◊ Guarantee the capital’s safety, safeguard investors benefit;

◊ Prepare financial, cost and expenses plan;

◊ Raise fund to meet the need of production;

◊ Dispatch fund to keep the balance of receipt and payment; 
◊ Conduct financial business accounting and accounting correctly;

	Item
	Contents

	
	◊ Control the expenditure of cost and expenses according to the plan to improve the economic beneficial result;

◊ Prepare financial report, analysing financial and cost, propose
  measures to decrease expenditures on cost and expenses so as to   

  improve the efficiency of the funds;
◊ Manage company’s product price;

◊ Check and examine the related departments according to the   

  company’s economic responsibility system;

◊ Take part in the company’s operation analysis and forecast, and  

  propose suggestions for the company’s strategic decision.

	The basic principles on financial and accounting management
	◊ Planning and financial department, which is under the leadership of general director and vice director who is authorized by the general director and in charge of accounting management work, is responsible for the management of the company’s financial and accounting work.


● Data 5: Functions of the Company’s Accounting Department
The functions of the company’s accounting department may both reflect the political and economical influence on the company’s accounting work.  

The financial department was put under the factory director’s and chief accountant’s administration, which is in charge of the financial and cost management of the factory. Their responsibility is to implement the financial guidance principles and policies, regulations and accounting system made by the state and its higher administration department; to formulate the factory’s financial and accounting methods and system; to finance and supervise its reasonable use; to organize all kinds of financial and accounting settlements promptly; to organize and direct the preparations of the factory’s financial and cost plan, as well as their implementation and examination; to take effective measures to ensure the financial plan and cost plan to be finished; to ensure the profit and tax to be fully turned over to the higher authority.
● Data 6: Company Financial Reports

The data of the company’s financial report not only reflect the political impact but also the economical one on the company’s accounting practice. 

The evolution of the financial statements of Harbin Boiler Co. Ltd., except for 1957, as it was put into operation then, can be traced and listed in Table 5-4. The types and names of the company’s yearly financial report were collected chronologically. During the data collecting, the investigator noted that the annual report during the Culture Revolution was somewhat unique: on the preface of the annual report, there is a quote from Mao, such as “Never forget class struggle,” etc. 
Table 5-4: Names /Types of Financial Reports in Harbin Boiler Co. Ltd. (1956-Present)

	Name/Type
	1956
	1957
	1958
	1959
	1960
	1961
	1962
	1963
	1964
	1965
	1966-
1972
	1973
	1974-
1978
	1979
	1980
	1981
	1982
	1983-
1985
	1986-
1992
	1993-
1998
	1999-
Present

	Balance Sheet
	#*
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	#*
	#*

	Statement of the sources and applications of the funds
	
	
	#*
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Fund Based Balance Sheet
	
	
	
	#*
	#*
	#*
	#*
	#*
	#*
	#*
	
	
	
	#*
	#*
	#*
	#*
	#*
	#*
	
	

	Current Funds Statement
	
	
	
	
	
	
	
	
	
	
	#
	#
	#
	
	#
	#
	#
	#
	
	
	

	Current Funds Turn Over Rate Calculation Statement
	
	
	
	#
	
	
	#
	#
	
	
	
	
	
	
	
	
	
	
	
	
	

	Increase and Decrease Statement of Statutory Funds
	#
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Detailed Statement for Quota Current Funds
	
	
	
	
	
	
	
	
	#
	#
	
	
	
	
	
	
	
	
	
	
	

	Increase and Decrease Statement of Special Funds and Special Allocation Funds
	#
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Statement for Special Funds and Special Allocation Funds
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	#
	#
	#
	#
	
	

	Detailed Statement for Special Funds
	
	
	
	
	
	
	#
	#
	#
	
	
	
	
	
	
	
	
	
	
	
	

	Special Funds Statement
	
	
	
	
	
	
	
	
	
	#
	#
	#
	#
	#
	#
	
	
	
	
	
	

	Increase and Decrease Statement for the State's Funds
	
	
	
	
	
	#
	#
	#
	#
	#
	
	
	
	
	
	
	
	
	
	
	

	Increase and Decrease Statement of Fixed Assets
	
	
	
	#
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Fixed Assets Statement
	
	
	
	
	
	
	
	
	
	#
	#
	
	#
	#
	#
	#
	#
	#
	
	
	

	Detailed Statement for Fixed Assets and its Depreciation
	
	
	
	
	
	
	#
	#
	#
	#
	
	#
	
	
	
	
	
	
	
	
	

	Detailed Statement for Fixed Assets Supported to the People's Commune
	
	
	
	
	#
	#
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Statement of Basic Depreciation Fund Realized and Turned over to the Higher Authority
	
	
	#
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Name/Type
	1956
	1957
	1958
	1959
	1960
	1961
	1962
	1963
	1964
	1965
	1966-
1972
	1973
	1974-
1978
	1979
	1980
	1981
	1982
	1983-
1985
	1986-
1992
	1993-
1998
	1999-
Present

	Income Statement
	#*
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	#*
	#*

	Profit Statement
	
	
	
	
	
	
	
	
	
	
	#*
	#*
	#*
	
	
	#*
	#*
	#*
	#*
	
	

	Profit Calculating Statement
	
	
	
	#*
	
	
	#*
	#*
	#*
	
	
	
	
	#*
	#*
	
	
	
	
	
	

	Retained Profit Calculating Statement
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	#
	
	
	
	
	

	Adjusting Tax Payable and Retained Earning Calculation Statement
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	#
	#
	
	

	Detailed Statement for Non-operation Loss or Profit
	
	
	
	
	
	#
	#
	#
	
	
	
	
	
	
	
	
	
	
	
	
	

	Detailed Statement of the Enterprise's Funds
	
	
	
	#
	#
	#
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Enterprise Funds Calculation Statement
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	#
	#
	#
	
	

	Statement for Retained Profit Funds
	
	
	
	
	#
	#
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Calculating Statement for Enterprise's Bonus Funds
	
	
	
	
	
	#
	#
	#
	#
	#
	
	
	
	
	
	
	
	
	
	
	

	Statement of Profit Earned to be Turned over to the Higher Authority and Divided into the Enterprise
	
	
	#
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Sales Statement
	#
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Detailed Profit Statement of       the Chief Commercial Product Sold
	
	
	
	
	
	
	#
	#
	#
	#
	
	
	
	#
	
	#
	#
	#
	#
	
	

	Cost Statement
	
	
	#*
	
	
	
	
	
	
	
	#*
	
	
	#*
	#*
	
	
	
	
	
	

	Production Expenses Statement
	
	
	
	#
	#
	#
	#
	#
	
	
	
	
	
	#
	
	#
	#
	#
	#
	
	

	Detailed Statement of Manufacturing Expenses and Executive Expenses
	#
	
	
	
	
	#
	#
	#
	
	
	
	#
	#
	#
	#
	#
	#
	#
	#
	
	

	Unit Cost Statement for the Chief Commercial Products
	
	
	#
	#
	#
	#
	#
	#
	#
	#
	
	#
	#
	#
	#
	#
	#
	#
	#
	
	

	Cost Statement of Commercial Products (according to the category)
	#*
	
	
	#*
	#*
	#*
	#*
	#*
	#*
	#*
	
	#*
	#*
	
	
	#*
	#*
	#*
	#*
	
	

	Name/Type
	1956
	1957
	1958
	1959
	1960
	1961
	1962
	1963
	1964
	1965
	1966-
1972
	1973
	1974-
1978
	1979
	1980
	1981
	1982
	1983-
1985
	1986-
1992
	1993-
1998
	1999-
Present

	Cost Calculating Statement for Commercial Product (according to cost items)
	
	
	
	
	
	
	#*
	#*
	#*
	#*
	
	#*
	#*
	
	
	#*
	#*
	#*
	#*
	
	

	Statement of Chief Product's Cost Index
	
	
	
	#
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Financial Situation Statement
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	#*
	

	Cash Flow Statement
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	#*

	Detailed Statement for Budget Payment
	
	
	
	
	
	
	
	
	#
	#
	
	
	
	
	
	
	
	
	
	
	

	Income Plan Statement
	
	
	
	
	
	
	
	
	
	#
	
	
	
	
	
	
	
	
	
	
	


Note: (1) #* is the chief financial statement. (2) Financial statement in 1957 could not be found.

Though the types and names of the factory’s financial statements are different during different periods, in summary the financial statement can be divided into four categories, which include: 
(1) The statements illustrating the company’s fund sources and applications; 
(2) The statements showing the company’s income and distribution; 
(3) The statements reflecting the company’s cost; and 
(4) The statements demonstrating the company’s financial situation.

Before 1993, chief financial reports mainly included the first three financial statements: Fund, Cost and Profit statements. After 1993, during accounting reform, the chief financial statements became the later three statements, which included: Balance Sheet, Income Statement, and Financial Position Statement. Later the Cash Flow Statement substituted the Financial Situation Statement in 1998. 

The statement of the company’s fund sources and applications experienced different names and contents during different periods. At the beginning of the company’s operation, the statement was named the Balance Sheet with 6 pages; then in 1958 the name was changed to the Statement of Fund Sources and its Applications with only one page, and on the right corner of the statement there was a word of supplementary report. It was changed again to the Fund Based Balance Sheet between 1959 and 1965, and though the name was different, the basic structure and contents were almost the same. From 1966-1978, during the Cultural Revolution period, the statement was canceled, and instead only the Current Funds Statement was prepared. After the Cultural Revolution, the statement was reinstated and the name and contents kept unchanged. In 1993, after accounting reform, the statement was changed again, and the name was changed to the Balance Sheet. The contents and even the theoretical principle were changed to reflect Western accounting styles. 

The contents of Fund-based Balance Sheet mainly include the fund sources (Fixed Fund, Current Fund and Specified Fund) and fund applications (fixed assets, current assets, and specific assets). The form and the relationship of funds sources and application of the fund-based balance sheet can be shown in Table 5-5:

Table 5-5: Format and Relationship of Funds Sources and Applications

	Funds Applications
	Funds Sources

	            Fixed assets
	Fixed fund

	Current assets
	Current fund

	Specific assets
	Specific fund

	Total
	Total


The amount in each left column should equal to the amount in the right column. While the types of each fund and its application can be shown in Figure 5-2 (page 162), the fund sources of the company can be shown in Figure 5-3 (page 163).

The contents of the Balance Sheet are entirely different from the fund base balance sheet. After the accounting reform in 1993, the financial report had been changed to follow the Western style. The format of the company’s balance sheet can be shown in Table 5-6:

Table 5-6: Format of Balance Sheet

	Assets
	Liabilities and Owner’s Equity

	Current assets

Fixed assets

Long-term assets

Intangible assets 

Other assets
	Current liabilities

Long-term liabilities

Total liabilities

Owner’s equity



	Total assets
	Total liabilities and owner’s equity


Concerning the income statement, there are different name during different periods, including Income Statement, Profit Statement, or Profit Calculating Statement. The income statement is a multi-steps one, which lists the sales profit, operations profit and the gross profit, and the allocation of the profit realized.  

Figure 5-2: Funds and Applications
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Figure 5-3: Company Funds Sources

● Data 7: Users of the Company’s Financial Report

The user of the Company’s financial report may well demonstrate the political and economic influences on the company. The company’s financial report users and their changes can be shown in Table 5-7:

Table 5-7: Users of the Company’s Financial Report
	Periods
	Agencies the financial statements being sent to
	User of the company’s financial statements

	1956-1991
	● Heilongjiang Finance Bureau;

● Harbin Finance Bureau
	Government agencies;

	Periods
	Agencies the financial statements being sent to
	User of the company’s financial statements

	
	● First Machinery Industry Ministry, the Fourth Machinery Bureau, its controlling agency related.
	Competent department of the company.

	1992-1998
	● Heilongjiang Finance Bureau;

● Harbin Finance Bureau;

● Harbin Taxation Bureau (both State’s and Local);

● Harbin Machinery Industry Bureau;

● Bank in which the company opens its account;

● Heilongjiang State-owned Assets Management Bureau.
	Government agencies;

Competent department of the company;

Creditors;

 Investors.

	1998-2000
	● Heilongjiang Finance Bureau;

● Harbin Finance Bureau;

● Harbin Taxation Bureau (both State’s and Local);

● Bank in which the company opens its account;

● Chinese security Regulatory Committee;

● Examination Special commissioner of the State Council.
	Government agencies;

Creditor;

Investor.

	2001-present
	● Harbin Electric Power Group Company;

● Harbin Taxation Bureau (both State’s and local);

● Bank in which the company opens its account;

● Representative Assembly of Workers and Staff Members;

● The Monitoring Office of State-owned enterprises.
	Competent department of the company; 

Government agencies;

Creditors;

Investor.


● Data 8: Bookkeeping Method
The bookkeeping method and financial management method not only reflects political influence but also the economic influence on the company’s accounting practice. 
The company employed the debit and credit bookkeeping method at the beginning of its establishment. In 1980, its bookkeeping method changed to an increase/decrease method, then changed back to debit and credit method in 1985. Before 1986, bookkeeping was made by hand. After 1986, computerized accounting began to be implemented in the company. In 1991, the company realized management through networks. In 1992, the financial system software, which was developed by the company itself, began to be formally run in the company. In 2003, the company began to apply the new computerized accounting network.

● Data 9: Management and Accounting for Fixed Assets

The Standard of the Fixed Assets

According to the state’s regulation, the standard of fixed assets changed several times, shown in Table 5-8:
Table 5-8: Evolution of Standard for Fixed Assets

	Year
	Standard for Fixed Assets

	1957
	Labour materials whose service period will be at least one year, unit value will be over RMB 200 

	1962
	Labour materials whose service period will be at least one year, unit value will be over RMB 500

	1982
	Labour materials whose service period will be at least one year, unit value will be over RMB 800

	1992
	Any houses and buildings, machines and machineries, transportation tools, as well as other equipment, implements and tools that are related with production, whose service will be at least for one year; and other staff not belonged to the main production and operational equipment whose service period will be for at least 2 years and whose unit value will be above RMB 2000 


Depreciation Method for the Fixed Assets  

The straight lined method and comprehensive depreciation rate are employed to calculate the depreciation of the fixed assets. The collection of depreciation funds for the fixed assets changed over time, shown in Table 5-9:
Table 5-9: Evolution of Collection and Employment of Depreciation Fund

	Periods
	Depreciation Rate
	
	Employment of Depreciation

	1957-1979
	3% per year
	1957-1968
	All depreciation funds turned over to the state’s financial department. 

	
	
	1969-1970
	50% to state finance, 50% retained

	
	
	1971-1972
	35% to state finance, 20% to Heilongjiang Machinery Bureau, 45% retained.

	
	
	1973-1977
	15% to state finance, 20% to Heilongjiang Machinery Bureau, 65% retained.

	
	
	1978-1979
	30% to state finance, 20% to Heilongjiang Machinery Bureau, 50% retained.

	1980-1983
	3.3% per year
	1980-1981
	30% to state finance, 10% to Heilongjiang Machinery Bureau, 60% retained.

	
	
	1982-1984
	30% to state finance, 20% to Heilongjiang Machinery Bureau, 50% retained.

	Periods
	Depreciation Rate
	
	Employment of Depreciation

	1984
	4.03% per year
	
	 

	1985
	4.44% per year
	1985-present
	Whole depreciation fund collected will be retained.


Note: The higher administration department of the factory is the ex-First Machinery Industry Ministry, Electronic Industry Bureau.

The Repair of Fixed Assets 

The repair fund for fixed assets was drawn at 1.5% per year, based on the value of the depreciable fixed assets, and this rate kept unchanged from 1957 till 1992. The factory can use the entire repair fund collected to repair its fixed assets. 

Commencing from January 1, 1993, the repair expense of the fixed assets can be listed as the current expense, deferred expense or prepaid expense, depending on the benefit periods and the amount.
● Data 10: Management on Current Funds

From 1957 to 1981, the company repeatedly changed its management methods on current funds, meaning at one time or another, the Financial Department was responsible for the management and control of the factory’s funds. Plan cards and fund cards were employed to allocate the factory’s funds to different departments and units, while the other method directly transferred the right for using the funds to the related department and/or unit. After 1981 the factory combined the centrally control and classified funds to different levels of management, and gained better results.

As for the checking and ratifying of the current fund, it can be divided into three phases, which is shown in Table 5-10:

Table 5-10: Origin of Company’s Current Funds

	Periods
	Supplier of the Fund
	The way of the Company getting Current Funds

	1954-1957
	Sufficient quota granted by the 
Ministry and Bureau
	The fund was fully granted by the First Machinery Industry Ministry, the Fourth Industry 

	
	
	Administration Bureau according to the factory’s concrete situation and year, season current fund financial pre-allocation plan made by the factory.  

	1963-1981
	Checking and ratifying the current fund quota by the Ministry and Bureau
	The quota, which included the factory possessed current fund, credit fund from bank, and special authorized reservation fund, was checked and ratified by the Ministry and the Bureau. The Bureau will compensate the insufficient funds that are resulted from the increasing demanding of the quota as the development of the production, in the way of increasing quota.

	Periods
	Supplier of the Fund
	The way of the Company getting Current Funds

	1981-1985
	Increasing production without increasing funds, the insufficient funds will be compensated from the loan
	The quota won’t be increased. The insufficient funds will be compensated from the loan. 

	1985-present
	The state won’t allocate fund to the enterprises anymore.
	The entire fund the company needs will be lent from the bank.


● Data 11: Cost Management

The department in charge of cost management work varied at different periods, shown in Table 5-11:
Table 5-11: Department in Charge of Cost Management Work

	Periods
	Department in Charge of Cost Planning

	     1/1956-6/1965
	       Planning section

	     7/1965-12/1979
	       Financial and accounting section

	     1/1980-5/1984
	       Planning department

	     6/1984-2001
	       Financial department

	     2001-present
	       Planning and financial department


Two levels of cost accounting were introduced from 1957 to 1992, meaning the workshop (branch factory) calculated the workshop’s production cost; while the Financial Department calculated the product’s factory cost (entirely based on cost accounting. The cost of the product included manufacturing cost and overhead). Commencing from 1993, manufacturing accounting began to be implemented because of the reform of accounting system.

● Data 12: Accounting Education and Research in the Company
Accounting education and research in the company may show how political, economic and Chinese accounting society influenced the company’s accounting practice. 

There is no detailed record about how the company educated its accounting staff before 1985. The information about how the company educated its accounting staff after 1986 is understood according to the interview with the company’s chief accounting officer and the questionnaire filled during the interview. The form of the questionnaire is as same as the one conducted in the private company ( Table 5-15). As the contents is much more than the space in the form and is much more complex than the one in private company, the author summarized the related data instead of presenting the questionnaire. The education of the accountants in the company is summarized in table 5-12: 
Table 5-12: Education of Company Accounting Staff
	Year
	Education contents
	Organizer

	1986
	PRC Accounting Law
	Company

	1987
	Accounting Law, after school lessons for grading the level of reckoning by the abacus
	Company

	1992
	Accounting management software 
	Company

	1993
	Accounting standard for enterprises and General financial regulation for enterprises 

Accounting certificate training class
	Heilongjiang Governmental Finance Department;

 the company;

Harbin Finance Bureau

	1994
	Training class on New tax system and annual examining of accounting certification training class
	The company

Harbin Finance Bureau

	1998
	Training class on detailed accounting standard
	Harbin Finance Bureau

	1995-
	Annual examining of accounting certification training class
	Harbin Finance Bureau

	2001
	Training on new accounting system
	Harbin Finance Bureau

	After 2001
	Accounting standards issued after 1997

Accounting certificate 
	Heilongjiang Finance Bureau

Harbin Finance Bureau

Harbin Power Equipment Group Company


The company did not have any contact with related universities or Chinese accounting society. The company had however conducted research according to its own needs, such as investment issues and computerized accounting.  

● Data 13 Questionnaire

The form and the contents of the questionnaire employed in state-owned company is as same as the one in private company, which is shown in table 5-15 (page 191). The related data has been summarized in the data presented above, so the author omitted this form in this case.

5.3.3 Analysis of Evidence

The accounting development in Harbin Boiler Co. Ltd. experienced several changes during its operating period. The aim of doing this case study is to try to find some clues as to why the company’s accounting development has developed in its own way, and what influenced the company accounting development. The same sequence as in Chapter Four will be followed in analyzing the influential factors on the company’s accounting development.

● Evaluation of Political Influence on the Company’s Accounting Development

The political influence on the company’s accounting development can be recognized from the developing process of the company‘s accounting department (Data 1); the change in accounting staff numbers (Data 3); the names, types and the contents of the company’s financial report (Data 6); the function of the accounting department (Data 5);, the company’s financial report; the contents of the company’s financial management ( Data 9,10, and 11).

First, from the name of the company’s accounting department and the staff numbers, some political influence can be recognized. The most distinct period is during 1969-1975, the Cultural Revolution, when the accounting department was reorganized to the financial group within the factory’s revolutionary committee. Only 7 staff members were left in financial group in charge of the routine work, the other accounting staff members were sent to the workshop to work together with the workers. This lasted until 1972, when the factory management agency and its function began to recover. Accounting staff was then gradually transferred back to the accounting group. The Financial and Accounting Section was reinstated in 1975. This change is mostly because of the change of the Party’s chief leader, as Zhou Enlai became in charge of the State Council’s work, and economic progress was reemphasized. 
Second, the contents, names, and type of the company’s financial report reflect different features from different times. The company strictly follows the regulations set in the national unified accounting system and reports its financial statement to the related departments, which is also designated in the unified accounting system. The type, format, and contents of the company’s financial statements, as well as the name of the general accounts the company employs are followed by the regulations set in the national unified accounting system, and cannot be changed by the company. It is possible to add or merge some accounts to meet the practical needs of the company, but the condition is that it will not violate the regulations set in either the plan or the financial and accounting system, and will not influence the requirements of the accounting and summary of accounting index. It also reports to and is approved by the controlling department of the company. This is enough to demonstrate the totalitarian oligarchy political feature that the company has no freedom to adjust its accounting system and procedures. 
The adjustment of China’s economic policy, and the influence of the political movement, can be more or less reflected in the company’s financial statements. Marked by the main statement that reflects the company’s fund’s resources and applications, the company’s financial statements experienced 6 periods, which can be shown in Table 5-13: 

Table 5-13: Evolution of Company’s Balance Sheet

	Period
	Name of Statement

	1956
	Balance Sheet (with 6 pages)

	1958
	Funds sources and applications Statement (one page)

	1966-1978
	Fund Based Balance Sheet

	1966-1978
	None

	1979-1992
	Fund Based Balance Sheet

	1992-present
	Balance Sheet


At the beginning of the company’s establishment, a Balance Sheet was prepared according to the unified accounting system issued in 1952. In 1958, the name changed into Statement of the Funds Sources and Applications, with only one page of content. Moreover, on the right corner of the statement there was a word of “supplement report.” Because of the Great Leap Forward, the accounting system was simplified so as to enable workers to understand all aspects of an organization’s activities. Later the CCPCC proposed strengthening economic accounting, and the MOF issued The Announcement of Exemplary Accounting Statements and Accounts for State-Operated Industry. The name of this issuance changed into Fund Based Balance Sheet in 1959, and both the contents of the statement and the name remained unchanged until 1966. 

During the period from 1966-1978, there was neither a Balance Sheet nor Fund Based Balance Sheet; instead there were some simple statements, including Current Funds, Special Funds, and Fixed Assets Statement, which only reflected one aspect of the prepared company’s fund. This was because during the Cultural Revolution, the normal production order had been disturbed by the politics of the movement. Though the accounting statement was not totally canceled, the types and contents of the financial statement had been simplified so as to enable the revolutionary masses to understand. Class struggle was conceived to be the main task of the routine work in that period, and on the face of the financial statement there were always some quotations of Chairman Mao. 

Following up the recovery of the Accounting System Department within the MOF in 1979, the company’s accounting work began to go toward the right track; the accounting system was rebuilt within the company, and the Funded Based Balance Sheet was re-used again. Though the contents of the financial statement had been changed according to the Accounting System for State-Owned Industrial Enterprises revised by the MOF in 1980, the fundamental contents and structure, employed during 1960s, was still kept unchanged. After the accounting system reform in 1992, the company began to prepare the Balance Sheet. Thus from the changes in and underlying reasons for the company’s financial statement evolution, it can be concluded that the changes of the company’s financial statement is to be seen in the prevalent features of major time periods, and the political factor’s distinct influence on the company’s financial statement can be seen as well.

Except Balance Sheet, fund statements also reflected the political influence on the company’s financial report. At the beginning of the company’s establishment, all the funds the company needed were allocated by the state, so the company was required to prepare the Increase and Decrease Statement of Statutory Funds and Increase and Decrease Statement of Special Funds and Special Allocation Fund so as to reflect the allocation and employment of state funds. The Great Leap Forward in 1958 required the company to simplify its financial statement, and as a result, only the Statement of Basic Depreciation Fund Realized and Turned over to the Higher Authority was prepared. In 1960 and 1961 Detailed Statement for Fixed Assets Supported to the People's Commune emerged in the company’s financial statement, which was a distinct reflection of that age.

As it was one of the Three Red Flags
, the Central Committee made a nationwide call to support the construction of the People’s Commune. Responding to this, the company made a contribution to the construction of the People’s Commune, thus naturally in the company’s financial statement its contribution and direction of its fixed assets were reflected. This once more evidenced the political impact on the company’s accounting development. In 1992 the Fourteenth Congress of the Party stated that the target of Chinese economic reform was to establish a socialist market economy, and the accounting system was reformed in order to meet this requirement. Together with the disintegration of the planned economy and the establishment of the market economy, these fund statements were eliminated from the company’s accounting statement in 1992. 

Third, from the aspects of the company’s financial and accounting department functions, the basis of the company accounting system formulation, and the users of the company’s financial statement, all these reflected the will of the state and the compliance of the company. Though influenced by a variety of factors, the author has not obtained the data of the accounting system the company employed before. The data the author collected show that the company should implement, without any condition, the state’s financial, accounting, and taxation regulations first, which can be reflected from the basis that the company formulates its financial and accounting system (see table 5-3). The data show that the present fundamental and essential task of the company’s financial management is to implement such regulations as financial, accounting, and taxation, and to calculate its operation results correctly, to pay taxes according to the regulations. The second task of the company’s financial management is to maintain the company’s capital, and to protect the investor’s rights and interests, as well as other routine financial and management work. 

As for the users of the company’s financial statement, it has been already formulated in the unified accounting system, therefore the company should comply with. Before 1992, the company’s financial statements were reported to the local financial department and the controlling department of the company, used only by government agencies. After reform in 1992, the users’ range of the company’s financial statement had enlarged, as had the entities to which the company reported. There the company only reported to its local financial and controlling departments, it now had to include the local tax department and bank in which it had an open account. Beginning in 2000, the company began to report to the group company only, its contents and format of its financial statements having already been formulated by the unified accounting system. These facts show that though the company’s financial work experienced a variety of changes, the state unified accounting system has been playing the leading role in the company’s financial and accounting system formulation and implementation.   

Finally, based on the contents of the company’s financial management, they have been changing in accordance with the times, and these changes embodied economic policy’s adjustments during different periods, as well as the company’s compliance with the State’s regulation. The contents of the company’s financial management include three aspects: fixed fund management, current funds management, and cost management. 
The management of fixed funds during the operation of the company experienced adjustment four times, as shown in Table 5-8. All these adjustments are conducted according to the state’s unified accounting system and financial regulations. For example, the fixed assets standard that the company employed in 1957 was set according to the Accounting System for State-owned Industrial Enterprise’ issued in 1952. After the Great Leap Forward in 1962, the national economy stepped into the recovery period, the State Council issued three accounting systems of The Accounts and Its Applying Specification for State-Owned Industrial Enterprises, The Format and Its Preparing Specification for State-Owned Enterprise’s Accounting Statement, and The Format and Employing Method for State-Owned Enterprise’s Ledgers and Journal.. According to these accounting systems, the company adjusted its fixed assets standards. 

After the Cultural Revolution, the accounting system was recovered again, and the MOF issued Accounting System, Accounts and Accounting Statement for State-Owned Enterprises. In the light of this system, the company adjusted its fixed assets standard. In 1992, the company revised its fixed assets standard according to the General Financial 
Provision for Enterprises. The changes on the management of the company’s fixed fund show that every time after political movement, and at the beginning of national economic recovery, the Central Committee of the Party and the State Council would adjust the national economic policy. And in accordance with the national economic policy’s adjustment, the management of the company’s funds would be adjusted also, which gives a clear link between politics, economy, and accounting.

As for the depreciation of fixed assets, the rate and usage of the depreciation funds in the company were also adjusted several times (see Table 5-8). Before 1985, depreciation of funds would be allocated between the State, higher department in charge of the company, and the company. After 1985, all the depreciation funds belonged to the company, and were arranged freely according to the company’s needs. This change was attributed mostly to the reform of the state-owned enterprises in 1984. According to the results of the investigation, both the standards for fixed assets and the depreciation rate for fixed assets, both methods of depreciation and the usage of the depreciation, were exclusively set according to the related regulations issued by the MOF of the State Council. Since 1984, the reform of the state-owned enterprises had empowered the enterprise with rights of independent operation and financing, and in 1985 the State Council issued Tentative Regulations on the Depreciation Method for State-Owned Enterprises, which left a definite mark on the depreciation method for the enterprise’s fixed assets, as well as the service life of different kinds of fixed assets. Depreciation funds no longer needed to be handed over to the State, or the controlling department of the enterprises, and could be fully used by the company. 
Another fund related with fixed assets is the repair fund of the fixed assets. The company’s repair fund for fixed assets was also collected and employed according to the recommendations of the MOF, until 1992, after the reform of the accounting system. From then on the company no longer collected the repair fund for fixed assets, and all the expenses occurred during the reparation of the fixed assets were written off, deferred, or pre-collected according to the period of the reparation. 

From the changes of the funds related with the fixed assets, we could see both the political and economic influence on accounting. As for the change of the repair fund of the fixed assets, it mainly comes from the economic and accounting system’s reform. The changes of the company’s fixed assets standards and the depreciation and repair funds for the fixed assets embody such features that the company passively carries out the related financial and accounting system, which is issued by the State. Meanwhile, the issuing and revision of the related financial, and accounting system that the company implements are all closely related with China’s political movement and economic development, which again demonstrates the direct influence of the state’s political and economic activities on accounting.
The management of the company’s current funds underwent change four times, which is shown in Table 5-10. From the beginning of the preparation to formally putting the company’s products into production, all current funds of the entire company come from state allocation, same as the fixed funds, however there was no record for this during the Great Leap Forward. Commencing from 1962, the national economy began to recover, and the State Council issued, Instructions to Check Assets and Examine Funds Thoroughly So As to Make Full Use of Goods and Materials. In1963, the company made a thorough review of its funds according to the instruction. Based on this, the quota of the company’s current funds was examined and approved by the Ministry and the Bureau
. As for the lack of the funds due to technical improvement and the increase of the production, the Ministry and the Bureau increased the quota year by year. After 1979, effects of economic reform were first tested with state-owned enterprises, and the State did not entirely allocate funds to the company anymore. In 1981, the company took out bank loans to make up for the lack of current funds that the company needed. This lasted until 1984, when economic system reform was implemented nationwide. The State no longer allocated any funds to enterprises, thus the funds the company needed had to be loaned from the bank. The changes of the company’s current funds mentioned above sufficiently display the national macro economic policy influence on the company’s operation activities and the company’s accounting, which again demonstrates the political feature of China’s totalitarian oligarchy.

Political influence on the company’s accounting development has been displayed in every aspect of the company’s accounting work, which includes: the organization of the company’s accounting work, the accounting system and routine accounting, and financial management, especially before 1979. The company’s financial statement is a barometer for national political and economic development. The irregular development of national politics and the national economy resulted in the irregular development of the company’s accounting, which was always in flux. The process of the company’s accounting development demonstrates the similarity with the accounting development on macro level, thus can positively verify the hypothesis proposed in Chapter One, that China’s political factor decides the direction of an enterprise’s accounting development, and that China’s accounting first serves for political needs. During the steady period of the China’s political development, accounting also is then severed for other needs, and other factors then exert influence on China’s accounting development.

● The Evaluation of Legal Factors on the Company’s Accounting Development

The legal factor’s influence on the company’s accounting development can be verified from the basis of the company’s financial and accounting system, the basis of preparing the company’s financial statements (Data 4), the users of financial report (Data 7), the training contents of the company’s accountants (Data 12).

Right after the issuing and implementation of the Accounting Law, the company began to organize its accounting staffs to study Accounting Law in 1986 (table 5-12), and to list the Accounting Law into the basis of its accounting system. This is the beginning of the legal factor’s influence on accounting, and also reflects the educational influence on the company’s accounting practice.

Investigation of the company shows the basis of the company’s financial and accounting system was mainly the national unified accounting system and related financial regulation, which was made by the MOF before 1985, when the PRC Accounting Law was issued. In the basis the company uses to set its financial and accounting system (Table 5-13), the author did not find ‘company law’, or tax law or any other economic law, except for accounting law. It is only after 1985, that the accounting law is included in the basis of the company’s accounting system. As for company law, it had been issued in 1993, but was not taken into the basis of the company’s accounting system. As it was analyzed in Chapter Four, the accounting system and financial regulations belong to the executive laws and regulations. Considering China’s actual situation, as described in Chapter Four, there was no legal system before 1979. After 1979, China’s legal system was established and gradually perfected, consequently, China’s accounting legal system has begun to be set up since 1985. From this point of view, it is not appropriate to attribute the unified accounting system to the legal factor. Otherwise it could be concluded that China’s accounting has a legalistic approach, while there are no related legal agencies and laws to guarantee the implementation of the unified accounting system. In fact China’s accounting system is a reflection of an oligarchy, the company’s accounting system mostly served for the need of China’s politics before 1985, so it is better to attribute it to the political factor rather than the legal factor.  

After 1985, together with the issuing of PRC Accounting Law, Chinese legal system was gradually improved, and it became possible to see the legal factor’s influence on the company’s accounting, however as mentioned by the company’s accounting officer, the effect was relatively weak. The legal concept has since become more and more emphasized, especially in recent years. The legal factor began to exert more influence on the company’s accounting, which could be proved by Tax Law’s influence on the company’s accounting practice. 
Before 1992, little evidence can be found within the company to prove the taxation influence on the company’s accounting development. The most important tax that the company had imposed was the income tax. Before 1979, all the company’s profit was handed over to the State, and all the funds the company needed would be allocated by the State; there was no difference between accounting income and taxable income. After 1984, it was decided that income tax, not earnings, would handed over to the government, and so the company had to comply. But there was no essential difference compared to the method employed before, as the company had to hand over some of its retained earnings (adjustment tax). Between 1987 and 1992, according to State policy, the company exercised the contract operation system, in which income tax was prepared and handed over according to the contract between the company and its controlling department. In fact, before 1992, the accounting treatment was same, whether it was profit or income tax; it was all conceived as profit allocation between the company and the State, that is, debit current year profit, credit profit payable or tax payable. 

The only difference is that the company was allowed to retain some earnings after 1979. Since 1992, when the market economy was established, a series of tax system reform was carried out. As a result, income tax was no longer treated as profit allocation between the company and the State but an expense, whereby the company achieved its net income. The company began to report income tax to the State according to the income tax rate, which was 33% of the company’s gross profit. The net profit, that is，net income after tax, was retained by the company. The accounting treatment method and the concept had been changed also. Being an expense during the process that the company gaining its net income, individual accounts, income tax was set up to record this expense. The entries to record this expense were labeled as Income Tax (debit), and Allocation on Profit (credit). This is an example of taxation’s influence on accounting.

After 1992, a new tax system was established in China, and People’s Congress issued the PRC Tax Revenue Collection and Supervision Law in Sep. 1992, which would be implemented in 1993. Although this law is not mentioned at all in the company’s most recent accounting update, the company began to send taxation agencies its financial report, and some adjustments concerning the difference between accounting income and taxable income are made according to the accounting income when the company makes its tax report to the local tax bureau, though these adjustments are not recorded into the company’s accounts.

Apart from income tax, another important tax is value added tax (VAT). The taxation system reform in 1994 changed product tax into VAT, in order to record the VAT payable and VAT paid, and the company needed to establish a new subsidiary account under the Tax Payable account. As the purchase tax could deduct the sales tax, the difference was in the tax that the company actually handed in.

These evidences manifest that Tax Law has began to gain more importance in the company’s accounting development. Though the accounting treatment method was set by the MOF, the bookkeeping techniques influenced the amount the company actually handed in. Both the government and the company have strengthened the training on the legal knowledge of the accountants. From this point of view, taxation has impacted the company’s accounting practice and is gaining more and more importance

The result is in accordance with the conclusion made in Chapter Four, and thus confirmed the hypothesis proposed in Chapter One, that the legal factor’s influence on China’s accounting is relatively very weak, but it is gaining more and more importance.
● Evaluation of Economic Factor’s Influence on the Company’s Accounting Development

The economic factors’ influence on the company’s accounting development can be recognized from the functions of the company’s accounting system (Data5), the contents and types of company’s financial statement (Data 6), the users of the company’s financial statement (Data7), the division within the financial department (Data 2), the number and education of the accounting staff (Data 3), and the company’s bookkeeping methods (Data 8) etc.

First, the functions of the company’s accounting system reflect different needs for different kinds of economic orientation. The most distinctive periods are the ones before and after 1992, the former being the socialist planned economy, while the latter is the socialist market economy. The company’s accounting system and its function changed tremendously within these two kinds of economic systems. Before 1992 it was a planned economy orientation. The company’s accounting function mainly served for this system, and the company’s financial statement only reported to local government financial departments and the controlling department of the company. The most important contents of the company’s financial statements were to reflect the company’s achievement on carrying out the national plan, and the company’s contribution to the country was to facilitate the preparation for the plan, and to evaluate the company’s achievements and contributions. After 1992, it became a market economy orientation. The function of the company’s system was no longer to serve the planned economy. Instead, it served the market economy. The company did not only report to the local government’s financial department and controlling department of the company, but to investors as well. The most important contents of the company’s financial statements were to reflect the company’ s financial situation and operation result, to maintain capital and to safeguard the investor’s interests.  
Second, the contents and types of the company’s financial statements reflect the needs of the company’s investor or investors. As before 1985, the State is the only investor of the company, the company’s financial statements, mainly including Fund Based Balance Sheet, Profit (Calculating) Statement and the Cost Statement, reported to the government agencies of finance and competent department of the company. After 1985, the State no longer allocated the fund to the company, there was need to reflect the fund sources from the state and its application. At last, the balance sheet had taken the place of the fund-based balance sheet in the company in 1993 after the accounting system reform. Many kinds of fund statements were cancelled. 
Cost statements could be a most suitable example to mirror the economic influence on accounting. As one of the company’s main financial statements, the Cost Statement, together with other financial statements, should be reported to the Financial Department and the controlling department of the company. The types of the Cost Statement include not only the Cost Statement of Commercial Products, organized according to products and cost items, but also Unit Cost Statement for the Chief Commercial Products, and Detailed Statement of Manufacturing Expenses and Executive Expenses, which reflect the detailed cost and expenses of the company, as well. In the Cost Statement of Commercial Products, the quantity and the sum of money columns should show the quantities of planned and actual items, and the cost of matched and unmatched products should also be listed separately, which essentially is the central reflection of the planned economy. The amount of the company’s production should be centrally planned by the State, and the necessary materials the company needs in production would be allocated by the State. The sale of the product as well as the sales price would be unified and set by the State, therefore the company’s financial statement should reflect the company’s performance in carrying out the State’s plan. Besides the production and the sale of the company’s products according to the State’s plan, the company does not have to worry about the problem of marketing and competition. 

After 1992, the Fourteenth Congress of the Party decided to establish the market economy system. The instruction plan, which the plan must be carried forward by the company, reduced while the direction plan, which only acted as guidance for the business plan, increased. The company became an independent entity in production and operation; in order to operate on its own, to be responsible for its profits and losses, and to survive in the competition of the market, the company needed to keep its commercial secret, hence according to the requirement of unified accounting system formulated in 1992, the company no longer publicly reported its cost data. This again proves that China’s political orientation decides its economic orientation, and therefore influences accounting development.

At the same time, the profit statement had been substituted by the income statement because the income statement displayed the company’s profit during its operation, and net income after taxation, while the profit statement only reflected the gross profit and the allocation relationship of the profit between the company and the State. Additionally, in order to reflect the company’s financial situation, a Financial Situation Statement was prepared according to the requirement of unified accounting system. Later in order to better demonstrate the company’s financial situation and the company’s ability to settle debt, a Cash Flow Statement substituted the Financial Situation Statement. All these changes on the types and contents of the company’s financial statement reflected the change of China’s economic orientation, and this is attributed to the economic influence on the company’s accounting.   

Third, the division within the financial department, the number and education of the company’s accounting staff reflects the need for economic development in the company’s accounting work. At the beginning of production in 1955, the Financial Department was divided into two functional sections, the Finance and Business Section and the Accounting Section, with a total of 15 staff members. In 1956, the Finance and Business Section and Accounting Section merged into one section, called the Financial Accounting Section, with a staff total of 23. Under the Financial Accounting Section, several functional groups were divided, including the material accounting group, financial group, cost accounting group, and integrated group. We can see the importance of financial and accounting work during this period. This kept the same step with China‘s economic development, as during this period China’s economy was recovered and consolidated, and the Centrally Planned Economy was established. In 1958, the Fundamental Construction Financial Group was established within the Financial Section, which was the result of the Great Leap Forward. Economic work was emphasized to such lengths where it could be deemed unscientific and unreasonable, and financial work was simplified. 

In 1969, because of the Cultural Revolution, class struggle became the emphasis of routine work and China’s economy stagnated. The company’s Finance Section was reorganized into the Financial Group within the company’s Revolutionary Committee, in which only 7 staff members remained, in charge of routine work. In this period we see the most distinct links between politics and the economy, and accounting. When politics is emphasized, the economy is de-emphasized, and thus so is accounting. It was only after the worst of the Cultural Revolution had passed, in 1972, when the economic work was reinstated, and proper management began to recover. The accounting department was recovered in 1975.

After 1979, the Party’s working emphasis had shifted to economic reconstruction. In 1980 the company’s internal bank was established within the Financial Section so as to strengthen the company’s business accounting and financial cost management. Other divisions on material accounting were made in 1981；In 1984, during the company’s reorganization, the Financial Section was renamed the Financial Department, within which the original five functional groups were renamed the Financial Section, Cost Management Section, Integrated Section, Fundamental Construction Section, and Internal Bank Group. The Audit Room was also established within the Financial Department. These changes show that after 1979, with reemphasis on the economic growth, accounting work gained more importance, and as a result more emphasis was put on the company’s financial department. 

The emphasis on the company’s accounting work can also be reflected in the number of accounting staff, education, and the title during different periods, shown in Graphs 5-1, 5-2 and 5-3.

Graph 5-1 The Change of the Company’s Accounting Staff Number during Different Periods
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 Graph 5-2 The Change of Knowledge Structure of the Company’s Accountants since 1985
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Graph 5-3 The Change of the Title Structure of the Company’s Accountants since 1985
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The numbers in these graphs did not cover the change in every year since the establishment of the company, as there was no detailed record in the company before 1985. Only related data after 1985 were collected, but even in this form certain tendencies can be recognized. 

In Graph 5-1 we see the staff number is relatively steady after 1985 because the emphasis of economic development has been placed on accounting work. During the Cultural Revolution, the staff number drops to its lowest point, as the whole country’s working emphasis was class struggle, and economic construction was de-emphasized.   

As for the accounting staff’s education, we can form a link between economic development and the accounting staff’s education. Accounting staff with a university education had steadily increased, while those with only senior middle school and/or middle school education had decreased, last appearing in 1996. From this aspect we see the improvement of accounting staff’s quality together with the economic development.

There is an extreme change in accounting staff’s title in 1991. This is because after 1991, when the Chinese Accounting Title Examination began, some qualified bookkeepers were promoted to assist accountant through examination, and the accountant number kept steadily increasing. There was a decrease in 2001, both in the accountant and assistant accountant number. This is because the company began to reform its organization system in 2000, and some staff was repositioned; 22 people in planning and accounting department had been retired. These changes reflect the influence of the company’s economic activities on its accounting. 

Finally, the company’s bookkeeping method also gives some evidence of economic influence on accounting. Before 1986, the company’s books were done by hand. Since 1986, computerized bookkeeping has been implemented. From 1991 and now on, the company realized management by computer network. The financial system software developed by the company itself began formal operations in 1992. The transition of the company’s bookkeeping method shows how economic development and the progress of technology forced the company to change its accounting techniques, and in doing so it facilitated the company’s economic development. 

As seen above, the economic factor’s influence on the company’s accounting is obvious, and the relationship between politics, the economy, and accounting can also be seen very clearly, especially in periods of extreme change (such as the Cultural Revolution). During the period of economy being developed, the company’s financial management and accounting method was developed so as to meet the demands of the growing economy. Similar with the economic influence on accounting summarized in Chapter Four, the process of the company’s accounting development offers evidence to author’s Hypothesis, that China’s politics dictated the direction of China’s economic development, likewise for its accounting. In other terms, during the steady period of China’s political development, economic factors decided the contents and complexity of China’s accounting system and practice.
● Evaluation of International Influence on the Company’s Accounting Development

Little evidence can be found in the company’s accounting development to show international influence on the company’s accounting development. This is mostly because of the fact that the company is a state-owned enterprise, and though its products have been exported to several foreign countries, a majority of its market still lies in China, and it is still a state controlled limited company. As such, the company has to follow the unified accounting system. There is no need for (and it is also impossible to get rid of) the unified accounting system to adjust its financial and accounting system to adapt to the globalization and harmonization of markets, at least for now.   

● Evaluations of Culture’s Influence on the Company’s Accounting Development 

We have discussed in Chapter Two that cultural factors may influence accounting status in the society and the orientation of accounting standards. It is hard to find evidence to show the cultural influence on accounting in the company’s case.

According to the results of the investigation, the company’s accounting system was set according to the unified accounting system. The company must passively implement the unified accounting system, so there is little space to select accounting method for the company, nor is it easy to set the orientation of the company’s accounting. The contents and methods of disclosing the company’s financial information have already been regulated by the unified accounting system. The company has no other choice in how to disclose its accounting information. From this aspect, we only see the oligarchy political feature in the company’s accounting system. 

As for its attitude towards business and towards accounting, it is not something that is decided by the company itself, but rather it depends on the CCP’s policy, and the guiding direction of the Party. When the Party placed emphasis on developing the economy, the company would do so too, and the accounting staff would be more valued. For example, during the beginning of the Cultural Revolution, when economic work was cast aside in favor of thought ideology, the company’s accounting staff was sent to work together with the common worker. After the Cultural Revolution economic development was reemphasized, and the company’s accounting staff was sent back to the financial department.

The above facts demonstrate that the status of the company’s accountant and the orientation of the company’s accounting system is not decided by China’s culture, but influenced by Chinese politics. It is hard to find any evidence that culture has exerts influence on the status of the company’s accountant and the implementation of the company’s accounting practice. Thus it proved Hypothesis proposed in Chapter One that cultural influence on China’s accounting development is relatively weak, in the company’s case, it disappeared. 
● Evaluation of the Professional Community’s Influence on the Company’s Accounting Development 

No evidence is found in the company to show the company’s accounting development is influenced by the professional communities. The result of investigation shows that there is no link between the company and the professional community. Also, according survey results, the auditing firm of the company, did not exert any influence on the company either. 

Perhaps it would be more suitable to do another case study on China’s accounting society and the Chinese CPA Association to see how they affect China’s accounting development. But for the time being, it will be left for other researchers. 
● Evaluation of Education’s Influence on the Company’s Accounting Development

The educational influence on accounting could be found in the company’s accountants’ knowledge structure (Data 3) and the training on the company’s accountants (Data 12). The training of the company’s accounting staff has already been shown in Table 5-12. Some of their training is compulsory, such as studying Accounting Law, the accounting standard, annual examinations, etc. Some of them are self-organized according to the company’s actual needs, such as the accounting management software. The education of the company’s accounting staff facilitates the improvement of the accounting staff’s knowledge, and guarantees the proper implementation of accounting standards and new accounting systems in the company, so as to enable the accounting staff to finish the routine work much more efficiently. In return it improves the level of the company’s accounting and accounting management, and guarantees that the company’s economic activities will be successfully carried out, achieving better results. Except for on-site education, from Table 5-2, we also see the improvement of the educational level.   

The evidence shows that the education of the accounting staff is important for both accounting system reform and management. This in turn facilitates the improvement of the company’s accounting practice. This partially confirms conclusions made in Chapter Four, that Chinese accounting education answers to China’s politics and accounting system, and in turn promotes the development of China’s accounting theory and practice as well as perfecting of China’s accounting system. 
5.3.4 Conclusion

The evolution of the company’s accounting system, department, function, etc., demonstrates the strong political influence on the company’s accounting development. It proves that China’s politics decides the orientation of China’s economy, and accounting. In this sense, accounting serves politics first, the economy second. The legal factor’s influence on the company’s accounting is at first very weak, but gets stronger with the progression of time. We also find education’s influence on the company’s accounting practice, but compared with political and economic factors, it is relatively weak. Thus the most important conclusions drawn in Chapter Four have been verified to be true in this case and thus verified the author’s Hypothesis. The evidence in this case did not prove the cultural, international and the professional influence on accounting, which suggests further study need to be done to verify these factors influence. 

5.3.5 Feedback and Conclusion

In order to confirm the accuracy of the data that the author collected and presented, and to get feedback on both the analysis and conclusion of the case study from the company’s chief accounting officer, the author sent the case study draft, together with some supplementary questions that the author conceived to be helpful to answer the research questions, which were neglected during the data collection, to Mr. Tan, the company’s chief accounting officer by e-mail.

The feedback from Mr. Tan about the accuracy of the data is positive; he even gave the author some detailed information about the introduction of the company and explained why the number of company’s accountants decreased after 2001, a point which the author did not discuss. He did not answer all of the questions asked because archives concerning the company’s accounting history were not complete.    

The questions and answers that (in the author’s opinion) require elaboration include the following 3 questions:

Question 1: How has the company’s Competent Department changed since the establishment of the company?

Answer: After the company was established, its Competent Department changed several times. According to the sequence it included the First Machinery Industry Ministry within the State Council after the establishment of the company; Machinery Industry Commission by the end of 1980s; Machinery and Electronic Industry Ministry at the beginning of 1990s; Machinery Industry Ministry during the mid of 1990s; Machinery Industry Bureau within the State Economic and Trade Commission by the end of 1990s, which is the result of the organization reform of the State Council; and the State-owned Assets Administration Commission in 2003. As one of the enterprises that affect the economic lifeline of the country, its jurisdiction is directly under the State Council. So far there are 191 of these enterprises, but this number will eventually decrease to 56 enterprises. 

Under the planned economic system, the State Machinery Industry Ministry set the company’s production task. While under the market economic system, the production of the company is decided by the market.

Analysis: The reason why the company’s Competent Department changed several times is because of the reform of China’s government agencies. But this did not have much effect on the company’s accounting, no matter what the company’s Competent Department was. The company is still a state-owned company, and reports to the government. No matter what economy it is under, whether market or planned, the company still reports to the government. This also demonstrates that the political influence on the company still exists. 

Question 2: How has the role of the company’s chief leader changed? What is the relationship between the company’s secretary of the Party and the director of the company? Who plays the leading role in the company? What are the responsibilities of the director? What is the current position of the company’s Party Committee?  

Answer: The leaders of the company are designated by the state, which is related to the company’s Competent Department, and also to the state’s political and economic system, as well as its reform and open door policy.  

The Temporary Working Rules for the Factory Directors of the State-Owned Enterprises, issued by the State Council in January 1982, states that state-owned enterprises exercise the responsible system of the factory directors under the leadership of the factory’s Party Committee. The factory director is the executive leader of the factory, trusted by the State, and in charge of the factory’s operation and management. The factory director has the right to decide as to production and operation of the company, and should be directly responsible to the factory’s Party Committee and the Competent Department. 

The Party Committee does not directly direct the production, and takes the responsibility of the administration. The important issues of the company should be proposed by the factory director and presented to the meeting of the Party Committee for approval. The factory director will implement the decision made by the Party Committee.

The change happened in 1988, when The Law for Industry Enterprises with the Ownership by all the People was implemented in 1988, which stated that the enterprises put forth the factory director (manager) Responsible System. The function of the Party Committee was to guarantee and supervise the Party’s and the State’s guiding principle’s implementation in the enterprises. Thereafter the position of the party committee in the factory had changed. The Party Constitution regulated that the party committee in enterprises with the ownership by all the people should exert the political core function, and should work around the enterprise production and operation to guarantee the party and state’s guiding principle’ s implementation in the enterprise and back up the factory director’s work.

The 16th Congress of the Party proposed the basic point that the function of the party committee is the political core of the company.

So far the relationship of party’s secretary and director in state-owned enterprises is still subtle, especially in the process of building up modern enterprise system and reform. At the central level, the party is the leading core, and could lead everything; at the local level, the secretary of the city and province is the first chief; in enterprises, the director is the legal representative, secretary may be the vice director, or director and secretary.

After 1984 up to now, in the company’s organization chart, it never mentions the relationship between the party committee and the executive agencies, especially after the stock system reform. 

Analysis: The change of the company’s chief leader and the function of the factory Party Committee in the company may well demonstrate the political factor’s influence on the company and the government’s control on the state-owned company. The change of the Party Committee’s function in 1988 showed that political reform had achieved certain results, where the party had relaxed its tight control over the state-owned company. The Party secretary was no longer in charge of every aspect of the company, but handed over its right on business administration to company’s director. But the problem is still not thoroughly solved as, “the relationship of party’s secretary and director in the state-owned company is still subtle,” which implies that the political system still needs to be further reformed as it has already formed obstructions to business administration.  

The practice of the company supports the hypothesis that political influence has    faded, while the economic influence gained importance.
Question 3: Has the accounting firm exerted any influence on company’s accounting practice? Which accounting firm does your company engage for auditing annual reporting? Has your company ever consulted an accounting firm regarding financial problems? Besides the annual report has the accounting firm offered your company any other service?

Answer: Our Company is the subsidiary of Harbin Power Equipment Co., Ltd. When it prepared to list in Hong Kong in 1994, the company engaged Deloitte & Touche-Guan Huang Chen Fang accounting firm as its consultant. Later after it was listed in the security market in November 1994, its annual and half-year financial report were audited by the DDT Shanghai branch. 

The company seldom consults the accounting firm about financial problems. When there is a question, usually the company will find solution itself or turn to the parent company or the group for solution. In addition, it should be assessed by the accounting firm, such as investment on fixed assets, fixed assets transaction, and leaving the post audit on the director. The company will engage the accounting firm in Harbin to serve its purposes. 

Analysis: From the experience of the company, the accounting firm has little influence on the company’s accounting practice, though Tan conceives, “the accounting firm is very important for business and for the construction of the economy, and the State very much valued the development and administration of the accounting firm.” Perhaps China has just learned the surface and the form as it is promoted; it still needs time for many Chinese companies to learn its essentials by practice. 

The evidence coincides with the conclusion drawn in macro case, supports the hypothesis proposed in Chapter One, that professional influence on accounting is very weak. 

The feedback from the company chief accounting officer confirms the author’s analysis and conclusion, and has added more support for author’s argument. 

As for private enterprises, the situation still needs to be explored. And this is also very important, as the private enterprise, which has run for more than twenty years in China, has become a very important part of the national economy. In the next section, the author will conduct a case study on a private enterprise. 
5.4 Case: Accounting Development of the Orient Group Incorporation (OGI)

Private companies are an important part of the socialist market economy, its proportion to the national economy is getting higher and higher since China’s economic reform and open door. Therefore its accounting development may well represent China’s accounting development after the reform and open door in 1979. 

The case study of the private company will be examined the same way as the state-owned enterprise, discussed in section 5.2.

5.4.1 Access the Case Study Target

Introduced by a friend, the author met Mr. Liu Fanhong, secretary of the director board in charge of the financial and accounting affairs of OGI. He provided assistance where needed. But for the company’s detailed accounting system, the author was told it was a trade secret, and would not be allowed to disclose to outsiders, but was assured that the company strictly complied with the unified accounting system. This being the case, data had been obtained from the company’s annual report and from interviews, as well as from information on the Internet. 

5.4.2 Data Collected From OGI 

The data for the study mainly came from the group’s annual report, Internet sources, and interviews. The author did not have access to the group’s archives and documents. The data collected from the OGI includes:

1. Data 1, General Information about the Company; 

2. Data 2, Status and Functions of the Group’s Accounting Department;

3. Data 3, Basis of OGI Accounting System;

4. Data 4, Auditing Firm Engaged by the Group;

5. Data 5, Questionnaire.
● Data 1: General Information about the Company

Orient Group Incorporation (OGI) was created in 1978. It was a building group with only 50 workers under the leadership of Zhang Hongwei, the director of OGI, when it was formed in 1978. In October 1984, the Harbin Orient Construction Company was established based on the building group. In 1987 it was registered as an enterprise. As one of the earliest enterprises selected to conduct the stock system’s trial reform, it finished reconstruction of stock system in 1989. In October 1991, after being approved by the Chinese Security Regulatory Committee, ORI listed in the Shanghai Security Market, and thus became the first private company to list on the stock market in China. Ever since it has developed quickly.    

Through reorganization and mergers, OGI became a first-rank stockholder of JinZhou Harbor Corporation Ltd. in 1994. Having controlled 30.4% shares of Jinzhou Harbor Corporation Ltd., OGI acquired the right of operation and administration on the Harbor, and the right of development and construction over the Harbor. 

In September 1997, as one of the creators, Asia Associated Bank was set up in the United States, which bridged communication between Chinese capital and foreign capital.  

By acquisition, OGI became a controlling shareholder of Minsheng Bank in 1999, and owned 7.51% of its total shares. In the same year, OGI established Orient Satellite Electric Network Company by investing 60 million RMB in registered capital. 

In 2002, when Nationality Security established, OGI owned 19.98% shares and ranked second place among its controlling shareholders. 

So far, OGI has become a comprehensive transnational enterprise, consisting of six propping industries including finance and insurance, construction material and circulation, harbor infrastructure, network and information, real estate, and high-tech materials.    

The headquarters of Orient Group are set up in the cities of Harbin and Beijing, whose branches are spread in Shanghai, Shenzhen, Dalian, Jinzhou, Russia, Spain, the United States of America, South Africa, Malaysia, and Hong Kong.
  

At present Orient Group has already possessed finance operation authority, which was granted by the National Bureau of Foreign Exchange Administration. It also possesses foreign economy and trade authority granted by the China Ministry of Foreign Trade and Economy Cooperation, as well as national Class A architectural engineering design authority and construction supervision authority, granted by China Ministry of Construction. It has port operation and management authority, and is the largest shareholder of China Port of Jinzhou. It has insurance operation authority, and is an important shareholder of China Xinhua Life Insurance Inc.
The group’s control shares and participating shares in companies in 2002 include:

Chinese Minsheng Bank, RMB 2.59 billion in registered capital. OGI owns 7.51% of its total shares;

Xinhua Life Insurance Co. Ltd., RMB 1.2 billion in registered capital. OGI owns 10% of its total shares;

Orient Homeland Co. Ltd., RMB 500 million in registered capital, OGI owns 95% of its total shares.

Harbin Orient City Building Comprehensive Exploitation Co. Ltd., RMB 5 million in registered capital. It is a fully invested subsidiary.

By the end of 2002, the group had 9816 staff members, which included 1,084 salesmen, 1,489 technicians, 157 financial personnel, 2,124 executive personnel, and 4,962 production personnel. 44.9% of all staff members had a junior college or above education.

● Data 2: Status and Functions of the Group’s Accounting Department

The group has separate financial departments, which are all centrally controlled by its headquarter. The Planning and Financial Department is in charge of the group’s financial and accounting affairs. The financial staff members, who work in every subsidiary within the group, are designated and dispatched by the parent company. The board of directors appoints the chief financial officer of the group. The group’s organization chart can be shown in Figure 5-4.

Figure 5-4: Organization Chart of Orient Group Incorporation
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The function of the group’s Planning and Financial Department is to prepare the group’s budget and financial plan; to carry out financial and statistical work; and to evaluate the group’s operation results, including examining and calculating economic results at the end of the year based on group’s annual target. It also deals with affairs concerning securities. The aim of the group’s planning and accounting department is to service the company and related parties’ needs, and to comply with the State’s Business Accounting System and Business Financial General Rules.

● Data 3: Basis of OGI Accounting System

The accounting system of the group is established strictly according to laws and regulations, which can be shown in Table 5-14. The Group carries out business accounting according to the accounting system and regulations issued by CSRC.

Table 5-14: Basis of OGI’s Accounting System

	Period
	Related Laws and Regulations

	1978-1992
	PRC Accounting Law(commencing from 1985)
Accounting System for Construction and Instalment Enterprises

	1993-1998
	PRC Accounting Law

Accounting System for Experimental Shareholding Corporations

	Period
	Related Laws and Regulations

	1998-2001
	PRC Accounting Law

Accounting System for Shareholding Companies Limited


● Data 4: Auditing Firm Engaged by the Group 

The group has consulted Beijing Zhongzhou Guanghua Accountant Co. Ltd. for its auditing purposes. Besides auditing for the group, the accounting firm also offers consultant service for the group. The group’s annual report is audited by the accountant firm and is disclosed in the newspapers of Shanghai Securities, and China Securities. 
● Data 5 Questionnaire 

    The questionnaire is filled out according to the answer offered by Mr. Liu Fanhong.
Table 5-15 Questionnaire

Questionnaire

Name of the company: Orient Group Incorporation      Ownership: Private

Scale: Large scale and comprehensive group company      Competency Department: no
Business scope: Construction materials and circulation, real estate, satellite network, high-tech materials, harbor, and investment  

Establishment: 1978
	Items
	Sub-items
	
	1978-1993
	1993-up date

	Accounting

Department
	Name
	
	Financial Department
	Financial and operation department in 1999;

Planning and financial department

	
	Function
	
	Responsible for Financial and accounting affairs
	In charge of Financial plan, financial, statistical, operational, and securities affairs.

	Accounting

staff
	Staff number
	
	
	Chinese CPA over 60%

	
	Education
	
	
	50% master degree

	Accounting

System
	Basis of establishing
Accounting department
	According to the national unified accounting system 
	Yes

and more discretion
	Yes

	
	
	Unified accounting system is just a reference
	No
	No

	
	
	Set by itself
	No
	No

	Items
	Sub-items
	
	1978-1993
	1993-up date

	
	Implementa-

tion of
national 
unified accounting
system
	Passively
	No
	No

	
	
	Selectively
	Yes
	Yes

	
	
	After revision
	No
	No

	Financial
Report
	Type, name

and contents

of the

enterprise's

financial

report
	Funds balance sheet
	Yes
	No

	
	
	Profit statement
	Yes
	No

	
	
	Cost statement
	Yes
	No

	
	
	Balance sheet
	
	Yes

	
	
	Income statement
	
	Yes

	
	
	Financial situation statement
	
	Before 1998

	
	
	Cash flow statement
	
	After 1999

	
	
	Others
	
	

	
	Users of the financial

statement
	  The enterprise’s competent department
	No
	Heilongjiang Economic System Reform Committee

	
	
	Tax agency
	Yes
	Yes

	
	
	Financial agency
	No
	No

	
	
	Share holders
	No
	Yes

	
	
	Creditors
	When needed
	When needed

	
	
	Others
	
	

	Accounting method
	Accounting methods

employed by enterprise
	Unified accounting method
	Yes
	Yes

	
	
	Created by the enterprise
	No
	No

	Accounting research and education
	Training and training plan

on accounting staff
	According to the requirement set by state
	
	Yes

Accounting system reform

Others according to CSRC

	
	
	set by enterprise itself
	
	Yes

Financial software, and others according to the need. Regular training on computer techniques

	
	
	Both
	
	Yes

	
	Relationship with 

accounting theoretical 

society,
universities, and academies
	no contact
	
	

	
	
	If there is contact
	
	

	
	
	What kind of relationship
	
	Mediate agencies, CPA firm, Investing Bank, Securities brokers, Chief accountant of CSRC

	Items
	Sub-items
	
	1978-1993
	1993-up date

	
	Relationship 

with standard maker
	No contact
	No
	No

	
	Does the enterprise conduct

accounting research itself
	If there is, what kind of relationship
	No
	No

	
	
	No
	
	

	
	
	Yes (which aspect?)
	
	Investment, finance, consult to CPA, share equity design

usually once a month

	
	
	
	
	


5.4.3 Analysis

The accounting development of OGI is relatively simple compared to state-owned enterprises, as the history of private companies is relatively short. However environmental influence still can be recognized clearly. The aim is the same as the case study conducted in state-owned enterprises, so the analysis will follow the same sequence as in Chapter 4.  

Political influence may not be as strong and obvious, as the company was established and developed after the reform and open door policy. Since then China has stepped into a steady development period both in its politics and economy. Unlike the case of state-owned enterprises, the company’s accounting department and accounting staff are set up according to the needs of economic development. Political influence is indirect as the laws and regulations exercised by the group are still influenced by the political factor from the macro level. But the Chinese oligarchy feature is still reflected from the group’s accounting work; because the unified accounting system is compulsory, the group is required to comply with it. When national accounting system and regulation is in reform, the company has to keep up with them. For example, accounting system reform happened in 1992, and the company began to follow the Accounting System for Experimental Shareholding Companies; Accounting System for Business Enterprises was issued in 2001 by MOF, which was implemented in shareholding companies first, and the company has followed this system since. This consisted of China’s macro economic and managerial policies, and hence reflects the government’s influence on the company’s accounting work.      

The legal factor’s influence on OGI’s accounting is obvious, which can be recognized from the basis of its accounting system setting and its financial and accounting working rules. The group carries out its financial and accounting work strictly according to the unified accounting system and general financial rules for business enterprises, which is shown in Table 5-14. Its annual report is audited by the accounting firm and is disclosed in publications such as Shanghai Securities, China Securities, and Security Times. The public monitor has facilitated the company’s compliance with the related law and regulations. Thus we can recognize the strong legal factor’s influence on the company’s accounting practice. This partly validates the conclusion in Chapter Four and the author’s Hypothesis the legal factor is gaining more and more importance in accounting development.

Economic influence on the company’s accounting work is quite obvious. Together with the enlargement of the company’s business ranges, the accounting work shows diversity and complexity. For example, soon after the group listed in the securities market, it began to exercise central control on financial affairs, in 1994. The accounting staffs in the subsidiaries were sent by headquarter and the accounting scope included not only bank accounting, insurance accounting, commercial accounting, and transportation accounting, but also manufacture and real estate accounting. These are all closely related with the group’s economic activities, and show the strong economic influence on the group’s accounting practice. 

As OGI’s subsidiary scattered in national and international areas, which has been shown in Data 1, its operations have been updated and has drawn lessons from America, Germany and the UK. But international influence on its accounting development is still very limited. 

Same as the case study in state-owned enterprise, it is hard to find the culture’s influence on the Group’s accounting practice. 

Professional influence comes mainly from accountant firms, CSRC, investment bank, and security brokers. They influence the company’s accounting policy, supervise the group’s accounting work, ensuring that it is in compliance with the law and related regulations, and at the same time help the group solve newly emerging accounting issues, especially suggestions from CSRC. This makes out that accounting practice in private company is more close to Western accounting and embodies the market economy feature.

As for the group’s accounting education and research, it may demonstrate the economic influence on its accounting development. For example, some of the training programs are designed according to the needs of group’s professional work, including financial software, and computer training class; whilst the others are designed according to the requirement of the MOF and CSRC, such as accounting system reform training class, which may mirror the political influence on the group’s accounting development. 

5.4.4 Conclusion

From these data we can recognize strong economic and legal influences on the group’s accounting development, and at the same time other factors such as professional, educational factor all exert some influence on the group’s accounting development. Because it is based in China, and also lists in China, the company has to comply with China’s unified accounting system. International influence on China’s accounting development mainly focuses on the macro level, when the State set up unified accounting system and formulated accounting standards.   

The result from this case study matches with some of the conclusion make in Chapter Four and at the same time confirm the mostly part of the author’s Hypothesis. During the steady period in China’s politics, economic influence gained importance, and at the same time the other factors also exerted influence on China’s accounting development.

In this case we did not find international influence on accounting development, although this factor may attribute to the company’s business scope and its listing in the securities market. The result implies that international influence on the accounting system may concentrate on macro level. How international factors influence Chinese companies listed abroad, or foreign investment company in China, still needs to be explored further.

5.4.5 Feedback From the Company

The case study draft was translated into Chinese and sent to the chief accounting officer of OGCI as soon as the author finished writing the report. The feedback from the company’s accounting officer was positive. Mr. Liu, the chief accounting officer, confirmed the data that the author collected and presented. He confirmed that the company had complied with the unified accounting system. Its accounting practice is influenced by its economy activities. The more complex the economic activities, the more accounting techniques are needed. In the end he agreed the author’s analysis and conclusion.

5.5 Second Interviews and Conclusion

In order to make the study more valid, the revised draft was sent to the two companies’ chief accounting officers again, and the author conducted new interviews, so as to obtain their insights about the issue.

When asked if their cases could represent similar enterprises in China, their answers were positive. Mr. Tan Hongjie commented that “the economy serves politics, and state-owned enterprises support the national economy, whose management (including financial management) may possess more political color. Whatever political factor could impact economy, it would impact the business administration too.” The situation in state-owned enterprises is almost the same. 

The case study, with the State-owned company, more than the private company, evidenced the most important conclusions drawn in Chapter 4, though the evidence collected from the company is limited, and analysis may have some personal slant. While these companies may not be the most representative ones, the evidence collected is balanced enough to give an accurate outline of how a Chinese company’s accounting could develop. 

The analysis on the influential factors of China’s accounting development may also give a clue of how China’s accounting will develop in the future. In the next chapter we will further predict China’s future accounting development.  

































































































Mini-technical development loan


Renewal and renovation loans


Overhaul loan





Payable under specific fund (payable on equipment acquired abroad,         


                     other payables and suspense credit)





    Specific


Purpose Loan





Renewal and renovation fund source


Overhaul fund source


Production development fund source


New product trial run fund source


Reserved fund source


Employee welfare fund source


Employee incentive fund source





Specific Fund 


   Source





Appropriations for three categories of science


       Technological expenses
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Capital construction loan (the part of current fund)


Production turnover loan


Temporary loan


Loan for train-manufacturing new products
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  Current Fund Loan





State current fund source


Enterprise current fund source
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(Quasi-owned current fund)
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State fixed fund source


Enterprise fixed fund source


Capital construction loan (the part of fixed fund)
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Specific Fund








� The Great Leap Forward, the People’s Commune and the General Line were known as the ‘Three Red Flags’.


� The First Machinery Industrial Ministry, the Electrical Equipment Bureau.
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		问卷调查表

		单位名称：						所有制性质： （1）国有企业        （2）私营企业

		主管单位：						企业规模：  （1）大型    （2）中型   （3）小型

		创建时间：						业务范围：

						1949-1958		1958-1962		1962-1966		1966-1978		1978-1992		1992至今

		会计部门名称

		变动情况

		会计部门的

		职能、作用

		会计人员数量		研究生以上

		及知识结构		大学本科

				专科

				专科以下

		企业会计制度		完全遵循国家

		制定的依据		统一会计制度

				参照国家统一

				会计制度

				企业自行设立

		企业是如何执		完全被动遵循

		行国家统一会		选择性遵循

		计制度的		修改后遵循

		企业财务报告		资金平衡表

		的种类、名称		利润表

		及内容		成本表

				资产负债表

				损益表

				财务状况变动表

				其他

		财务报告的		企业主管部门

		使用者		税务部门

				财政部门

				企业管理者

				债权人

				投资者

				其他

		企业所使用		国家统一规定

		的会计方法		企业自行创立

		企业会计人员		根据国家规定

		的培训情况		企业自行确立

				两者都有

		企业同会计理		无联系

		论界（大专院		有联系

		校、研究所）		有何种联系

		的关系

		企业同会计准		无联系

		则制定者关系		指导与被指导关系

		企业是否自行		不是

		进行会计研究		是（哪些方面？）
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				Questionnaire

		Name:Harbin Bolier Co.Ltd.										Ownership:State-owned

		Business scale：  Large

		Date of establishment ：1954										Business range:

		Items		sub-items				1949-1958		1958-1962		1962-1966		1966-1978		1978-1992		1992-up date

		Accountiung		Name

		department		Function

				staff number

		accountiung		knowledge structure		postgraduate

		staff				graduate

						training school

						below the trainning school

				basis of establishing		according to the natioal

		accountiung		accounting department		unified accounting system

		system				take unified accounting

						system as a reference

						set by itself

				how national unified		implement it passively

				accounting system being		implement it selectively
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Sheet1

		问卷调查表

		单位名称：						所有制性质： （1）国有企业        （2）私营企业

		主管单位：						企业规模：  （1）大型    （2）中型   （3）小型

		创建时间：						业务范围：

						1949-1958		1958-1962		1962-1966		1966-1978		1978-1992		1992至今

		会计部门名称

		变动情况

		会计部门的

		职能、作用

		会计人员数量		研究生以上

		及知识结构		大学本科

				专科

				专科以下

		企业会计制度		完全遵循国家

		制定的依据		统一会计制度

				参照国家统一

				会计制度

				企业自行设立

		企业是如何执		完全被动遵循

		行国家统一会		选择性遵循

		计制度的		修改后遵循

		企业财务报告		资金平衡表

		的种类、名称		利润表

		及内容		成本表

				资产负债表

				损益表

				财务状况变动表

				其他

		财务报告的		企业主管部门

		使用者		税务部门

				财政部门

				企业管理者

				债权人

				投资者

				其他

		企业所使用		国家统一规定

		的会计方法		企业自行创立

		企业会计人员		根据国家规定

		的培训情况		企业自行确立

				两者都有

		企业同会计理		无联系

		论界（大专院		有联系

		校、研究所）		有何种联系

		的关系

		企业同会计准		无联系

		则制定者关系		指导与被指导关系

		企业是否自行		不是

		进行会计研究		是（哪些方面？）
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				how national unified		implement it passively

				accounting system being		implement it selectively

				implemented		implement it after revision

				typs, names and contents		Funds balance sheet

				of the enterprise's		Profit statement

				financial report		Cost statement

						Balance sheet

						Income statement
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						Cash flow statement

						others

				the users of the financial		department responsible for the enterprise

				statement		tax agency

						financial agency

						enterprise's manager

						creaditors

						investors

						others

				accounting methods		unified accounting method

				employed by the enterprises		created by the enterprise

				trainning and trainning plan		according to the requirement set by state

				on accounting staff		set by enterprise itself
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				relationship with accounting		no contact

				theroretical society,		if there is contact

				universities, and adademies		what kind of relationship

				relationship with standard		no contact

				maker		if there is, what kind of

						relationship?

				if the enterprise conduct		no

				accounting research itself		yes(which aspect?)
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