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Abstract

This dissertation studies the applicable auditing theory and practices.
The center of auditing theory and practical studies liesin the CPA’ s
financial report audit. However, the audit environment plays a close and

direct role in whether the CPA may fully perform the audit process.
Independence, objectiveness and justice are the basic rules of CPAs
professional. If such criteria cannot be ensured, the trust and demand from
the general public for CPAs would be different from the actual facts. In 1987,
the U.S. NCFFR began to investigate in the increasing number of fraudulent
financial reports. The investigation indicated that fraudulent financial
reports have much to do with the corporate internal control, intention of the
management and the independence of the CPAs. The first two reasons are
associated with the audit environment and confine the independence of
CPAs. The author believes that improving the audit environment is the
priority to enhance CPA’ s independence. Although audit environment
involves many factors such as the macro economic environment and system,
the level of economic development, government and professional
institution s influences and the respect from the report user and etc., the key
factor liesin the financial report provider. The company itself should offer
proper supervising and governance in the entire financial reporting process.
Base on that fact, this paper provides full discussion of a selection of the
successful U.S. and British audit committees, and their roles and functions
in the financial governance. Since financial governance and corporate

governance are closely related, the first chapter introduces the corporate
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governance and the importance and responsibilities of financial governance,
then lead to the effect of audit committees. The second chapter discusses the
forming and development of the audit committees in other nations, which
concentrates mainly on the U.S., Britain and Canada. The third and fourth
chapters analyze the current audit committee regulation on both theoretical
and actual practices. The last chapter compares the corporate and the
financial governance issues of the publicly traded corporations between
Mainland China and Taiwan, and tries to search for possible suggestions to

improve the financial governance functions.

Chapter 1. Corporate Governance, Financial governance and the Audit

Committees

This chapter begins with the various definitions of corporate governance.
In order to reach all the tactical targets, the balance of corporate
organization structure, operation and control system must be reached. A
transparent corporate governance system is necessary for proper observation.
Otherwise, the guarantee of proper operation must be relied on external and
expensive independent supervising system. Second, this chapter explains the
theories behind internal and external factors that affect the corporate
governance. A more detailed discussion on the current corporate governance
mode such as the Japanese-German mode and the Anglo-America mode and
their individual traits, and advancing into the possible combination and
development of these traits from the globalize point

From the financial and accounting aspects, the proper monitoring in the
processing and disclosure stages of financial information is an essential step,

which is the transparency requirement mentioned above. The next part
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describes author’ s definitions of financial governance and discusses from
three aspects:

1.Financial accounting information and the securities market:
Financial accounting information is the center of financial information. In
the securities market, information affects the prices and decides capital
allocation. Among all types of information, financial information plays the
most important and relative role. If the financial information itself is fair
and neutral, Platonic results are generated. However, it is not adequate to
rely on CPAs, institutional investors and other external supervising toolsto
guarantee the fair and neutral informationis provide. In order to guarantee
information' s validity and enhance the development of the securities market,
efficient internal financial governance within the corporations is required.
In addition, the development of the securities market pressures the
corporation’ s internal financial governance.

2.fraud financial accounting information and the financial
governance: The fraud financial accounting information can be divided into
two categories, fraudulent financial reports and earning management. The
definitions, contents and relationships with financial governance will be
clarified, and then study and analyze the related research. In the 1987-1997
Investigation report, COSO indicated that the corporations that announce
fraudulent reports usually involve high-level managements and the
corporate audit committees are not very effective. Beasley’ s (2000) study
also points out the fact that un-fraudulent corporations clearly outperform
the fraudulent ones in terms of the functions of the audit committees,
internal control abilities and the formation of the board of directors. Many
supporting evidences have proved that earning management does exist, and

the corporation’ s management is responsible for such practice. In February
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of 1998, Arthur Levitt, Chairman of SEC, condemned that the securities
market was filled with all kinds of earning management activities. Such
activities seriously affect the financial reports by twisting its fairness.
Concluding from the evidenced studies, the board of directors and the audit
committees play important roles in the prevention of fraudulent financial
reports and earning management, while internal audit and external auditing
supports the financial governance.

3.Liabilities of financial governance: Improving financial governance
and the liability systems are necessary in the modern corporate governance.
However, financial governance is the continuous monitoring procedures of
the financial reports and information prepare, produce, audit and rel ease.
Such procedures involve the top management, internal auditor, external
CPAs and the board of directors. The author attempts to discuss the
importance of each role in the financial governance system, and emphasizes
the possibility of substituting the audit committees for the board of directors
to carry the responsibilities of supervising, restricting and integrating

functions.

Chapter 2. An International Look at the Audit Committees

Whether looking at the organizing, regulated functions or the actual
operation, audit committees in the countries such as the U.S., Britain and
Canada have much more completed development. Basically, audit
committees of these countries are placed under the board of directors, which
is different from the two-tiered structure in Japan and Germany. The audit

committee system has become an individual structure respond to the
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development of the securities market. It is different from the functioning of
the board of directors and the supervising board in the highly legal
restricted dual system. Especially, CPAs play the important role in the
development of audit committees, and improving the system. The CPA’ s
independence and the financial governance system are correlated.

This chapter concentrates on the discussion of the audit committee
system in the U.S., Britain and Canada. In the process, professional
organizations, especially accounting related, had very important influences.
The three most famous audit committee reports in history: Treadway
Commission Report in the US, Macdonald Report of Canada and the British
Cadbury Report, CPA organizations had devoted much effort into these
reports. In addition, other organizations including the internal auditing
association, legal association, corporate directors association, industrial
union, bank, court and other government bureaus had all provided supports
to enhance the depth of the audit committee system. In February of 1999, the
U.S. SEC initiated Blue Ribbon committee concluded with 10 suggestions
on how to strengthen the position and function of audit committee and its
role in the financial reports. These suggestions further improved the audit
committee system. The discussion the historical development of audit
committees suggests that this system is not bound by legal restrictions, but
the pressure of self-regulating financial report from the securities market.
The audit committee system is gradually formed by the devotion of
professional organizations.

Looking at the audit committee system development in other countries, it
is clear that the British Empire related countries have established better
fundamentals in this area. Other European and Asian countries are gradually

accepting the idea of independent directors, as a result of the Asian
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financial crisis and the globalization of corporate governance. The system
of audit committee based on independent directors will have potential

growth in the future

Chapter 3. Analyzing the audit Committee System. Part |

Since the audit committees play the roles of supervising, leading and
integrating functions, their interactions with the management, internal audit,
external CPA and the board of directors are very important. This chapter
studies the composition, their functions and activities and the meetings of
the audit committees.

1.The composition of the committees: It was suggested that
non-executive directors to be placed in the committees initially, and then the
suggestion changed to external directors. Blue Ribbon Association
recommended the system of independent directors. The changes in titles
indicated the importance of the committee members in terms of
independence. The section further discusses the composition of the
committees, including the members’ basic requirements, independence,
terms and sizes. The independence factor is the main concentration here. It
indicates what kind of people is suitable to be placed in the committees, and
proves the independence factor is the prerequisite to the success of the
committees.

2.The functions and activities of the committees: All three famous
reports, Blue Ribbon committee’ s 10 suggestions and other professional
studies had involved the topic of establishing the committe€ s responsibility
boundary. From the above studies, this section generates the committee’ s

basic functions as 1) planning function, 2) monitoring function and 3)
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reporting function. From the basic functions derives the committee’ s
responsible activities and duties, which are 1) business risks, 2) internal
control, 3) financial reports, 4) legal and taxation affairs, 5) officer’s
expense and perquisites and 6) special investigations, with the main
concentration placed on the financial reports. Since the committees are
responsible for the financial governance, special attentions should be paid
to the following items that relate to the financial reports and information : 1)
consistent with the known information, 2) significant variations in the
financial reports, 3) accounting changes, 4) financial reporting issues, 5)
management representation letter, 6) second opinions, 7) management
discussion and analysis, 8) accruals, reserves and estimates and 9) interim
financial statements.

3.Committee meetings: The audit committee is not a day-to-day
operation unit, it substitutes the account responsibilities of the board of
directors to the general shareholders. Whether the committee meetings may
be held effectively affects the fulfillment of the financial governance
functions and activities, and the release of their account responsibilities.
This section analyzes the frequency and duration, the attendees, and the

agendas of the meetings. The example of IIARF is included for references.

Chapter 4. Analyzing the audit Committee System. Part |1

Following the previous chapter, this chapter concentrates on the
interaction between the audit committee and the management, internal audit,
external CPA, board of directors and shareholders. In order to fulfill such
interactions, the committee should have enough resources, professional

trainings, completed charters be the guidance and the proper report. The
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committee itself should execute self-assessment and performance measure to
meet the demand of professionalism.

1.Therelationship between the audit committee and the internal audit,
external CPA, and the management: In order to fulfill the responsibility,
the committee should rely on the other three to complete its duties. However,
the committee should also act as a protection to the internal audit and
external CPA, as they are often influenced by the management and greatly
reduce the supporting effect to the committee. The independence of the
committee, discussed in the previous chapter, is very important. If the
independence of the committee is not present, the protection to the internal
audit and external CPA cannot be properly provided. The interaction and
protection with the internal audit includes: 1) review and approval of the
internal audit charters, 2) concurring in the appointment and removal of the
director of 1A, 3) review the audit plan and subsequent change in planned
activities, 4) review the A department budget and staffing, 5) review the
audit results, 6) review the independence and objectivity of 1A and 7)
review the quality assurance of 1A. The interaction and protection with the
external CPA includes: 1) selection, reappointment and dismissal of the CPA,
2) review the independence of the CPA, 3) review the scope of audit and
related fees, 4) review the use of other auditor, 5) review the management
consulting services and 6) required communications such as important
accounting policies, significant audit adjustments, different opinions
between CPA and the management, difficulties encountered during the
auditing process, major defects in the execution of the internal control
system and etc. In the interaction with the management, it generates a
contradiction relationship of supervising and cooperation. Therefore, it is

necessary to properly evaluate any information provided by the management,
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