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ABSTRACT

With the development of capital market and the separate between ownership and
management, financial reporting frauds happen from time to time, this speeds up the
development of the audit industry at the same time. Recent years, the outbreak of a
series of major financial reporting frauds and audit failure cases destroyed the
auditing profession’s credibility. Under such environment, in order to build the
auditing profession into a professional services which can win the public investors’
trustworthy, one must pay more attention to independent auditing reputation
mechanism while improve the level of professional ethics and professional
competence.

The United States POCAB Organization and European Union put forward that
CPAs need to sign on audit report, for they believe that CPAS’ signature is informative.
According to the DeAngelo’s (1981)Mdefinition of audit quality, the auditor
independence and professional level of individual CPA have a direct impact on audit
quality. A Large amount of research has proved that personal characteristics of CPAs
do have significant influences on audit quality. Existed researches about audit
reputation focused on office-level, and rarely care about individual level.

Since 1998, certified public accountants industry has been through several
large-scale merger waves in China. The frequent, unpredictable property changes
make it difficult for offices to have a stable expectation for the interests of the
long-term reputation, this causes that the office have no motive to invest in reputation.
Otherwise, merger wave make the audit quality within a company become more
variable.

Based on the theory and practice analysis, we choose 1588 signature CPAs in
China's Shanghai and Shenzhen Security in year 2013 and 99 CPAs who was
published by CSRC between 2001 and 2011, and take their customers for sample
object to test the effectiveness of individual reputation incentive mechanism and
constraint mechanism. The results show that Individual reputation Incentive

Mechanism fails, high- reputation individuals provide high quality audit services, but



customers do not pay more fees for that. Individual Reputation Constraint Mechanism
works, CSRC punishment causes a fall in CPAs’ customer sum, but the decrease in
audit fees and negative market reaction isn’t significant.

According to conclusions and institutional environment, we put forward policy
suggestions from three aspects: build transmission mechanism of audit reputation,
improve audit reputation incentive mechanism, and improve the audit reputation
constraint mechanism.

Key Words: Individual auditor; Reputation Mechanism; Effectiveness
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