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ABSTRACT

Chinese economy is now during the transitional period, and there are many
characteristics with Chinese audit market. First, the CPAs firms are relatively small
compared to the big 4, and the quantity is large compared to the number of Chinese
listed company, so the competition among CPAs firms is severe. Second, the CPAs
firms were affiliated to government at the beginning, so even since the disaffiliation
program, government still has heavy influence on external auditors. Third, the big 4
can enter Chinese audit market by several ways, such as the form of joint ventures.
Fourth, most of the listed companies were transformed from traditional state-owned
enterprises; there are close ties between them. Fifth, the corporate governance
mechanism of listed companies is far from perfect. Sixth, the legal environment of
Chinese market is loose. And so on. These characteristics may influence the audit
process, and it is necessary to investigate the audit quality in such environment as
China. The results will be useful for the policy-makers to make related policies to
improve audit quality and information quality, to insure the healthy progressing of
Chinese security market. Since the characteristics of transitional economy of China
are common in most developing countries like China, this study may have special
reference to other emerging markets. So the topics investigated here means a lot to
practice and academic. And this study enriches the literature of audit quality.

It is well-known that the higher the audit quality, the higher the ability in
deterring opportunistic earnings management, and the less earnings management in
listed companies’ reports. So we can investigate the audit quality of CPA’s firms by
investigating the listed companies’ earnings management. In this dissertation, for
detail, I investigate the audit quality of CPA’s firms in China that audit the listed
companies from the view of accounting information quality, or in other words, from
the view of CPA’s firms’ ability in deterring opportunistic earnings management. The
CPA’s firms investigated include the joint ventures of big 4, top10, non-top10, local
firms, non-local firms, the firms that have the right to execute complementary audit
and the firms that do not have the right. And I also investigate the influence of the
client’s importance on the domestic firms’ audit quality. The conclusions are as
followed,

(1) Compared between the joint ventures of big 4 and the domestic top10, for the

total earnings management, the joint ventures of big 4 do not show higher ability in



deterring opportunistic earnings management than the domestic top10. For detail,
limited to the earnings management through accruals, the joint ventures of big 4 do
not show higher ability than the domestic top10; Limited to the earnings management
through non-operating items, the joint ventures’ ability in deterring opportunistic
earnings management is weaker than the domestic top10. From these findings, we can
say that big 4, that are known as high quality auditors in the world, do not show
higher audit quality in China, sometimes even lower.

(2) Compared between the domestic topl0 and the non-topl0, for the total
earnings management, the domestic top10’s ability in deterring opportunistic earnings
management is weaker than that of the domestic non-top10, in other words, the audit
quality of the domestic topl0 is lower than that of the non-topl0. For the earnings
management through accruals and through non-operating items respectively, the
results are inconsistent. Limited to the earnings management through accruals, the
domestic top10’s ability in deterring opportunistic earnings management is lower than
that of the domestic non-topl10’s; Limited to the earnings management through
non-operating items, the domestic top10’s ability in deterring opportunistic earnings
management is higher than that of the domestic non-top10’s. The inconsistent findings
show that in China’s current audit market, the audit quality of large firms is not
necessarily higher than that of the small ones, and the firm size may be not a good
proxy of audit quality in current audit research in China.

(3) For whatever kind of earnings management, non-local firms’ ability in
deterring opportunistic earnings management is higher than that of local firms’. And
this finding shows the audit quality of non-local firms is higher than that of local
firms.

(4) From the joint test of firm size and locality, among the domestic firms, for the
total earnings management, the results do not show which kind of CPAs firms’ audit
quality is the highest, but only show that the audit quality of local firms is lower,
which is consistent with the previous findings. For the earnings management through
accruals and through non-operating items respectively, the results are inconsistent.
Limited to the earnings management through accruals, the local-top10’s ability in
deterring opportunistic earnings management is lowest, in other words, from the
ability in deterring opportunistic earnings management through accruals, the audit

quality of local-topl0 is the lowest; Limited to the earnings management through



non-operating items, local-nontopl0’s ability in deterring opportunistic earnings
management is the lowest, in other words, from the ability in deterring opportunistic
earnings management through non-operating items, the audit quality of
local-nontop10 is the lowest.

(5) Among the domestic firms (excluding the joint ventures of big 4), important
clients are given more flexibility in earnings management, and this shows that CPAs
firm’s economic dependence on important clients dominates reputation protection in
China.

(6) For whatever kind of earnings management, the ability of CPA’s firms that
have the right to execute complementary auditing, in deterring opportunistic earnings
management, is lower than that of the firms that do not have the right.

(7) Listed companies do not hire CPAs firms randomly, but select CPAs firms
according to their own characteristics or motives. So this lead to a potential
self-selection bias in the test for the association between audit quality and earnings
management. And the results show that it is necessary to address this bias.

The main contributions of this dissertation include:

(1) I systematically investigate the Chinese CPA’s firms’ audit quality, and find
that firm size is not a good proxy for audit quality, the well-known high audit quality
firms do not show higher monitoring strength in deterring opportunistic earnings
management, the non-local firms’ audit quality is higher than local firms’, and CPAs
firm’s economic dependence on important clients dominates reputation protection in
China.

(2) Referred to the latest achievement of research on earnings management, I add
a performance proxy to control its effect on discretionary accruals when using the
Jones model to catch earnings management.

(3) Among domestic related literature, this dissertation is the first to address the
potential auditor self-selection bias. In current Chinese listed companies, managers
not only make the earnings management choice but also have discretion in auditor
choice, and this leads to a potential self-selection bias in the test for the association
between auditor and earnings management. The results support the importance of

controlling for the self-selection bias.

Keywords: audit quality; earnings management






B LB B e 1
LLFTRBIHL oo 1
L2BETRIEER oo 3
L3EEMI. EERBGLEIL e 4
LA ZRIZFEZTETTRE coovvcoovvvecveeeeeeeees st 7

H2E HITREWMRIERGITIKEI ..., 8
2. L B R B T AEZR oo 8
22 BTHREBISCERIEIT ......cocvvcee e 11
23 BREEIIRFNEITHEAIE s 18
QA IINEE s 21

EIE RESETHIANFIESIRE ., 22
31 BEHEITTUAMERREEUSEIBIL ..c.o.ccoovvoec, 22
32 BT oo 26
3.3 EBREAETR B BT ETERT oo 30
BAIINGE ..o 32

F AT BRI oo 33
4.1 EFRMASERMAEITREZERE (HL) s 33
42 ERTAREEFTXFHREEEE (H2) e, 35
4.3 EINEAPRIARET. BHEFEITREZEE (H3) i, 36
4.4H2 5H3 WEAEHRE (H4: Xi+X. Fi+X. Kide+K. Rk
FRBIBE T RRBEID) oo 37
45 BEPEEMMENBSAEITREMNEM (H5) ., 38
4.6 REHIAFHERSIHITBSFANFITREEE (HE) ... 39

OB BRI oo 41
TR =7 5% 22O 41
B2 BEBTEN oo 41



SARRMERIE oo 49

BB TIEER oo 51
6.1 EFRUASIEFSERTXSIHIFESMEITREZEFEE (HD .51

6. 1.1 FHIRTEGET oo 51

6.1.2 ZHAG FTIEFEINAGE T oo 52

6.1.3 TEUEZE T oo 54

6.2 ENSIHINESAHEITREESFNE —FSAME. EEREE
PEBRIHARIE (H2-H5) oo 57
6.2. 1 FHIRTEGET .o 57

6.2.2 FEFFTIEFEINTLE B oo 58

6.2.3 SEUELE W oo 61

6.2.4 +K/4E+K (TOP10. NON-TOP10) 5 53 fir/A b it (B A 460 56

(HA) oot 65

6.3 AF“HUAFEIT"ERZIHTITESZAMETREZRE (H6) ... 68
6.3.1 FHIRTEGET oo 68

6.3.2 TAUELE IR .o 69

6.4 BUEHETIR ..o 70
6.4.1 i 1B A BNV STV BB P BN 70

6.4.2 AT IR A ARAE S UF L IIAE AR BRI B s 73

B0 AN s 76

BB T EE BBTE o 78
TIBRZLEBLEIBTRIFIL oo 78
T2BERBIFTTIBIN (oo 80

T3 ZSTRIRBRIE ..o 81
TARBERIRREERATRTAE oo 81

B R et 82
T 83



Degree papers are in the “Xiamen University Electronic Theses and Dissertations Database”. Full
texts are available in the following ways:

1. If your library is a CALIS member libraries, please log on http://etd.calis.edu.cn/ and submit
requests online, or consult the interlibrary loan department in your library.

2. For users of non-CALIS member libraries, please mail to etd@xmu.edu.cn for delivery details.



http://etd.xmu.edu.cn/
http://etd.calis.edu.cn/
mailto:etd@xmu.edu.cn

