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Abstract

The independent audit has played a key role in improving the quality of
economic information, guiding the rational allocation of resources, optimizing the
corporate governance structure and maintaining the economic order and the social
public interests. But a series of scandals broke out at home and abroad in recent years
made the public raise the question on the quality of the independent audit. The quality
of the independent audit issue becomes the focus of attention. By building game
model under the condition of the asymmetric information, this paper discusses the
game timing and the procedures during the course of information disclosure of the
listed companies and accounting firms, the conditions of false disclosure occurred as
well as the mechanisms and consequences. It shows the accounting firm mechanism
not only reduces the interval of the false disclosure in the listed companies but also
can effectively curb the false disclosure in the listed companies as well as make it
clear that the accounting firm is basis building of maintaining the effective operation
of capital markets. On this basis, the relationship between the type and tenure of the
accounting firm and the audit quality was analyzed by the theory and the model,
which made a theoretical groundwork for the empirical research later.

For the empirical research part, the financial statements data coming from the
results of the game negotiations between the management and external auditors data
—mainly earnings data was firstly applied in order to test the impact the type and the
term of accounting firm had upon the audit quality .The empirical results show that
after controlling the self-selection bias, the Big4 accounting firms provide the audit
services of higher quality than Non-Big4 accounting firms. For the Big4, the relation
between audit tenure and audit quality is not significant, while for non- Big4, the audit
tenure and audit quality takes on the U-shape. Secondly, from the perspectives of
investors ,examining whether the investors can identify the different effect that the
type of the accounting firm have on the earnings persistence. The majority of scholar

studies show there exists the phenomenon of the "profit function lock" in the domestic



stock market and the investors do not fully understand the earning information
included in the companies. The Mishkin test applied showed that The earnings
expectations embedded in stock prices success to reflect the different effect of Big4
and Non-Big4 on earnings persistence, but fail to reflect the different effects of Big4
and Non-Big4 on the persistence of the discretionary accruals component, which
proved that the investor in our country is consistent with the "naive investor"
hypothesis.

The main innovation and contribution lie in the research methods and the
contents. This paper by using the game model deduce the conduct during the course
of the information disclosure of listed companies and establish the analytical
framework in which the type and the tenure of the accounting firm have effects on the
audit quality. For the empirical part, after by adding the IMR variable to control the
self- selection bias , the discretionary accruals, the earnings persistence work as the
representation variables in order to inspect the effect of audit firm type and tenure on
the audit quality, while taking advantage of Mishkin to test whether the The earnings
expectations embedded in stock prices is able to react to the effect variance of the
earnings persistence of the customers brought by the Big4 and the Non-Big4 firms .
The study of these issues provides a theoretical basis on the relationship between the
type as well as tenure of the accounting firm and the independent audit quality. On the
other hand, it has the significant meaning for how to improve the supervision of the
audit market and improve the competitive structure of the audit market and promote
the healthy competition in the audit market as well as improve the quality of audit

services provided by the accounting firms.
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