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The formal announcement in February 2006 of
China’s new Accounting Standards for Business
Enterprises was warmly welcomed by the Hong Kong
and international accounting professions.The new
standards cover almost everything that is authorised
by the International Financial Reporting Standards
(IFRS) and are set to become mandatory for all listed
Chinese enterprises from 1 January 2007. Australian
CPA Network asked Stephen Taylor, partner, Deloitte
Touche Tohmatsu, which has worked as a consultant
to China’s Ministry of Finance since 1992, to highlight
some of the differences between the new Chinese
standards and IFRS, and to comment on their efficacy
and wider implications

. What are the new standards and which companies will they
Qaffect?

Stephen Taylor: The Accounting Standards for Business Enterprises are
to be implemented in phases. Phase one is all listed entities from 1
January 2007. That means the PRC-listed entities, which are overseen
by the China Securities Regulatory Commission (CSRC), the securities
regulator. In understanding the implications of the timing of these
standards it is important to consider any additional requirements the
CSRC, in its position of regulator, may require for December 2006 year
ends. In other jurisdictions where new standards have been implemented
listed companies have been required to detail the implication on their
accounts of these new standards prior to their implementation. As for
many A share companies the changes brought about by these new
standards could be significant and it will be interesting to see what the
CSRC’s requirements or transitional reliefs might be.

The accounting system for business enterprises was put in place some
years ago; it is China’s foundation standard and it is embedded in the
law. The existing guidelines spring from this accounting framework
and the Ministry of Finance (MoF) has the authority under the law to
promulgate specific Chinese standards. When China started opening its
doors in the 1980s it realised it needed an accounting framework in place
because it was moving towards more of a profit-oriented economy. Its old
accounting rules were geared to the command economy, and they didn’t
give relevant financial information on which to base decisions about the
efficient allocation of resources. In the 1980s China brought out some
accounting rules and later on standards. In 1992, the World Bank tried
to encourage a more comprehensive accounting structure. Deloitte was
employed in China to advise the MoF in drafting accounting standards
to meet the needs of its growing market-driven economy. This exercise
resulted in 30 exposure drafts which proposed accounting standards
many of which were similar to the ones the International Accounting
Standards Board (IASB) had in place at the time. Of the  Cont'd over
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30 exposure drafts, 16 standards eventually emerged
released on an ‘as needs’ basis.

Since 2000, China has been viewing the developments
at the IASB and looking at developing a much more
comprehensive framework with the view to convergence
and to contribute to the IASB’s objective of a single set
of global standards. It has now issued a comprehensive
system that is similar to the IFRS but some differences
remain. An example of these differences is the elimination
of choice; when China was developing its standards it tried
not to build in choice. So in comparison to IFRS, which
inherited a number of choices from its previous standards,
China has tended to eliminate certain options and in doing
so may be highlighting eliminations that may be the way
the IASB goes in future.

An early example of this would be borrowing costs
where the current IFRS allows you to either capitalise or
expense. Where the relevant criteria are met the Chinese
Standard only allows capitalisation. Subsequently the
IASB has released a new exposure draft that also supports
the ‘capitalise only’ option. Another example would be for
joint ventures. The IFRS currently allows both proportional
consolidation and equity accounting. We know one of
them is going to be eliminated. The Chinese standard
eliminates proportional consolidation and therefore only
allows equity accounting. From following the debate at
the IASB meetings it would not be a surprise to see the
IFRS follow the same route.

. Do you truly believe that China will take onboard

international standards?
ST: Yes. We'’re talking about roughly 1,500 listed
companies to start with. These are major corporations. A
lot already have H shares or B shares and these already
report under IFRS. One of the issues is that the H shares
and B shares are in practice audited by the Big 4 so there
is some knowledge base there. But only about 12 percent
of the remaining listed companies are audited by the Big
4. A majority of them have local CPAs and no access to
the same kind of support and assistance to help them in
their implementation of the new standards. Having said
that, one of the things that may be a saving grace for many
is the fact they are not very complicated companies. For
a genuine nuts and bolts manufacturer, for example, the
accounting standards won’t affect them too much - they
won’t have share options or financial instruments or
complicated revenue transactions.

However, there is an issue over whether there are
enough qualified CPAs in place in China to deal with the
implementation. We are talking about a minimum of 1,000
major listed companies and many are enormous. Some
of them have hundreds if not thousands of subsidiaries.
One good thing is that their bookkeeping has been good,

particularly those that were state-owned industries. The
MOoF also understands the need for support and is planning
to provide two to three weeks training for listed entities and
CPAs. It is also in the process of issuing implementation
guidelines, which are currently under review and are
intended to come out before September 2006.

. How will the lack of competent people affect the
implementation of the standards?

ST: Tt will limit the fact that the Big 4 can help. We can
help in terms of training and support materials and trying to
ensure that accountants are educated in the new standards.
But finding experienced people is going to be a problem.
It’s not helped by the fact that elsewhere in the world there
is a shortage of these qualified individuals with many
countries going through a similar transition in accounting
standards. Nor is it easy for us to call on our other offices
and ask for people because there is the additional problem
of language in China. The other thing is that all these
listed companies in China will also be wanting to employ
qualified and experienced people in-house, and the Big 4
is where these people may currently be working. So as
they come up through the grade and move into more senior
positions they become very valuable assets for anyone else
in China because they have been through comprehensive
training and have real life experience with these new
standards. Are we going to help China? Yes, we will be
educating their CFOs and finance heads of the future.

. What is set to happen after the first phase
implementation in listed companies?

ST: We will probably see some of the state-owned
industries start to implement the new standards. They
may be under pressure to do this or they may want to do
it because they plan to seek a listing in Hong Kong or
overseas. But I suspect there will be a move from some of
the state-owned industries to move earlier rather than wait
until they are actually required to move. The bigger issue
will be whether Chinese companies will be allowed to list
on overseas exchanges using PRC GAAP. This is being
discussed now with various regulators and exchanges
worldwide. In the European Union, for example, they have
already said they will allow Japanese GAAP for Japanese
companies listing.

Q. But isn’t the whole idea of convergence to have one
set of standards?

ST: Yes. And that’s why countries, particularly their stock
exchanges, which were the drivers of getting a standard set
of accounts worldwide, have to be conscious of that fact
because what we’re seeing is political pressure on them to
accept the fact that some of these countries are so close to
IFRS. This debate is yet to be had. Obviously, one of the
cornerstones of China moving to IFRS and convergence is
that it would like to see its standards accepted as a world
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class set of standards. It is still looking to converge but it is
also saying that it believes that convergence is the move to
the highest quality standards and some of its practices are
things that the IASB should consider or adopt.

. Why can’t you have one set of IFRS standards
with exceptions for specific circumstances in each
country?

ST: Ideally, that’s where we should be but it’s mainly the
lack of sovereignty that is the issue. In China the standards are
laws. So you would be allowing a body of people sitting in
London to dictate their laws. Hong Kong won’t do it, neither
will the European Union. Even in the European Union if an
IFRS standard is issued by the IASB it has to be endorsed
by the European Union for use in Europe because it’s a legal
issue. What we will probably see more of in China’s case is a
reconciliation requirement. In other words, it will be alright to
use this Chinese standard but please reconcile and show us the
potential impact of these minor differences.

. What should accountants based in China be doing
now in preparation for the implementation of the
standards?

ST: One of the things they should be doing is getting up to
speed. At the moment there is not a lot of training material
available on PRC GAAP because it’s only just come
out. We will issue a GAAP differences book that will go
through each standard and look at the differences. For
most of the standards there are no fundamental differences
with IFRS and even where there are differences the rest
of the standard is basically the same. If you want to start
now the best thing to do is to start learning IFRS. Deloitte is
in the process of translating into Chinese its e-learning for
IFRS and we hope to release the first five or six modules
to coincide with the guidance release, which is probably 1
September. That will be a good way for people in China
to get up to speed with the basic awareness of what the
accounting standards are.

Q. Going back to the second phase, what other entities
will be required to implement the new system?

ST: Atsome stage they will probably widen the requirement
to cover, for example, the foreign joint ventures. In fact
some of the foreign joint ventures may choose to early
adopt because they won’t want to be adopting two sets of
standards. They already report to their parent companies
or joint venture partners in IFRS or equivalent Hong
Kong GAAP. So they may early adopt because they’re
allowed to and then they will only have to produce one
set of accounts. On the other hand, I don’t think they will
push the standards down to the small and medium-sized
enterprises (SMEs) yet; they already have an Accounting
System for Small Business Enterprises so I think they will
wait and see what the IFRS SME standards will say.
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