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Abstract

With the rapid development of the film and television industry, improper behaviors
such as twin-contracts, sky-high payments and performance fraud appearing in listed
companies in the film and television industry have gradually attracted the attention of the
theoretical and practical circles. In view of the fact that the film and television industry
presents obvious differences from the traditional industry in terms of industrial
characteristics, operation process and financial accounting, and that the industry itself is
characterized by large capital flows, low project transparency and unclear normative
standards, CPAs are faced with challenges such as insufficient professional knowledge,
lack of practical experience, and difficulties in evidence collection in the process of
auditing. Due to factors such as difficulties in covering costs from audit revenue, restricted
business capacity and tight audit time, audit procedures may not be fully implemented,
which in turn jeopardizes the quality of audit reports and increases the risk of audit
failures. In recent years, numerous audit failures in China's film and television industry
have had an adverse effect on the capital market, jeopardizing the interests of investors
and shaking the public's trust in the veracity of financial information. This situation has
caused a major impact on the reputation of the auditing industry and weakened public
confidence in auditing. Therefore, it is particularly important to analyze the causes of
audit failures in film and television companies.

This thesis chooses the incident of Beijing Xinghua's audit failure of Huanrui
Century, and through a variety of methods such as literature research, theoretical analysis,
and case study analysis, the main purpose is to study the root causes of the audit failure
and its consequences, as well as to explore how to improve the quality of the audit work.
This thesis expects its conclusions to provide useful references and insights for auditors.
After gaining an in-depth understanding of Beijing Xinghua CPA Firm and Huanrui
Century, this thesis analyzes in detail the various financial malpractices employed by
Huanrui Century, namely, inflating revenue by recognizing income in advance, fictitious
recovery of receivables to underprovide bad debt provisioning, delayed provisioning of
bad debt provisioning for receivables, as well as the misappropriation of funds by
controlling shareholders and related parties. An in-depth root cause analysis is conducted
to address the problems exposed by CPAs in their audits. Meanwhile, combining with

actual cases, this thesis puts forward effective suggestions to prevent audit failures from
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Abstract

five perspectives: certified public accountants (CPAs), accounting firms, listed companies,
regulation makers and regulators.

This thesis consists of six parts. It opens with an introduction, which explains in
detail the background of the case and the necessity of the thesis, and systematically
describes the definition of audit failure, influencing factors, risk avoidance strategies, and
domestic and international academic achievements in the research of auditing in the film
and television industry, and then outlines the research idea, methodology, and overall
framework of the study. Then, the second part reveals the distinctive features of audit
failure on the basis of a clear definition of audit failure, and analyzes the causes of failure,
its impact on all parties, and its theoretical basis from the theoretical level, with special
emphasis on the uniqueness of auditing in the film and television industry. The third part
focuses on the review of audit failure cases, firstly summarizing the basic profiles of
Beijing Xinghua CPA Firm and Huanrui Century Company, and then analyzing the
specific details of Huanrui Century's accounting manipulation. This part highlights the
three core issues of the CPA's serious lack of professional skepticism and professional
skills in the audit process, the false records in the approval of financial statements, and the
improper implementation of the audit procedures of related party transactions, and
elaborates on the far-reaching impact of this audit failure on Beijing Xinghua and Huanrui
Century. The fourth part analyzes the root causes of the audit failure of Beijing Xinghua in
Huanrui Century's audit work, which is mainly discussed from four aspects. Firstly, the
certified public accountants did not perform their duties diligently in the audit process,
secondly, Beijing Xinghua CPA Firm has obvious defects in quality control, thirdly,
Huanrui Century has a large space for financial falsification, and fourthly, the constraints
of the market factors in the auditing industry. The fifth part summarizes lessons learned,
aiming to improve audit quality and reduce risks. Among them, CPAs should focus more
on the internal control status of the audited entity, fully utilize analytical procedures, and
always maintain professional skepticism and conduct risk-oriented audits. At the same
time, CPA firms should resolutely maintain their independence, strengthen their quality
control construction, and enhance the professional ethics education of their employees and
professional training for auditing in the film and television industry. Listed companies
should improve their internal governance structure and risk management system. Laws
and regulations should increase the penalties for audit failures and clarify the
determination of responsibility. Industry regulators should strengthen the implementation

of laws and regulations on asset reorganization and improve related procedures, establish
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a market environment for healthy competition in the auditing industry, strengthen regular
supervision of auditing firms, and severely sanction auditing misconduct. Finally, the sixth
part is the conclusion, which summarizes the results of the thesis and clarifies the

shortcomings and flaws of the thesis.

Key Words: Audit failure; Beijing Xinghua Accounting Firm; Huanrui Century

Company; Film and television industry
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