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Abstract 1

Abstract

China is being the gradual process of economy trasition, and the institu-
tions shortage and institutions conflicts are still serious. Chinese capital
market’s independent audit institution stemed from the trasition economy, and
the institution’s efficiency must be restricted by the institution environment.
The early mainstream lliteratures argue that the Chinese independent audit in-
stitution is low efficiency, and the Chinese listed companies’ independent au-
dit demand and the CPA firms’ supply are weak from lack of essential institu-
tion arrangement.

According to Fan et al (2007), every province’s marketization and le-
galization processes keeps upward constantly in China. At the same time,
Chinese listed companies’ corporate governance and the supervision to inde-
pendent audit have being improved. More importantly, part of Chinese listed
companies’ first big shareholders have become private. The change of property
will bring about the changes of corporate governance and private listed
companies’ enviroment. Firstly, the private listed companies are lack of
governments’ strong support, and the ability of governments’ intervention also
declines, so the private listed companies’ corporate governance will tend to be
rational. Summarily, the Chinese private listed companies’ external supervi-
sion and signaling demands for independent audit all will be improved. Sec-

ondly, the private listed companies’ abilities of coping with governmental ex-
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ecutive supervision, law punishment, and market supervision will decline be-
cause of the weakening of government support, and the audit risk will go up,
so the CPA firms especially the big CPA firms will be more prudent to private
listed companies, and the quality of audit supply will be changed and the cor-
porate governance effect of independent audit will be improved.

This book adopts the Chinese nonmonetary listed companies during year
2001 to 2006 as samples, and uses the empirical research methods to study
the Chinese private listed companies’ audit demand. Tt finds that: (1) Com-
pared to state — owned listed companies, the private listed companies are in-
clined to select big CPA firms, and the private listed companies pay more au-
dit fee, and the audit fee will be higher especially when the private listed
companies have engaged big CPA firms. The big auditors are more prudent to
private listed companies. For example, the big auditors strongly suppress the
earnings management of financial statements, and the big auditors are more
stringent in audit opinions. (2 ) The independent audit can signal the listed
companies information to commercial banks, and the effect is more strong a-
mong private listed companies. The big auditors’ audit service have improved
the debt financing ablity,and the big CPA firms have facilitated the long term
debt contract of private listed companies. The main reason of above effect is
that the big CPA firms have more strong restraining capacity for big
shareholders’ occupying the resources of private listed companies, and the big
auditors play more important role in private listed companies’ corporate gov-
ernance. (3)The separations of voting rights and cashflow rights of the ulti-
mate controlling shareholders in private listed companies lead to the private
listed companies to select big auditors, and the bigger the separations, the
higher the audit fee. The big auditors play important roles in mitigating the a-
gency costs which stem from the separations of voting rights and cashflow
rights. (4) If the ultimate controlling owners’ of private listed companies have

political status or possess higher class political status, the private listed com-



Abstract 3

panies will be inclined to select big CPA firms, and the big CPA firms strong-
ly restraint the illegal behavior of private listed companies.

It states that; (1) Under the background of privatization of listed
companies’ first shareholders, and with the reform of other institutions such as
marketization process, legalization process, the corporate governance, the ex-
ecutive supervision to independent audit, the independent audit standards,
and the consolidation of CPA firms, the private listed companies’ independent
audit demand has been improved, at the same time, the CPA firms’audit serv-
ice supply has been also improved. (2)The improving of audit demand and
audit supply is the result of multiple factors, and the only one isolated factor,
especially just only the CPA industry’s reform can not radically improve the
audit demand and the audit supply. The change of institution enviroment, es-
pecially the property reform, the marketization and legalization process, are of
the utmost importance for improving the Chinese independent audit efficiency.
(3) We should objectively evaluate the efficiency of Chinese independent au-
dit institution from dynamic and macroscopical angle, and seek for route for

improving the independent audit institution from macroscopical level.

Key words: Chinese private listed companies; Institution enviroment;
Audit demand for external supervision; Audit demand for signaling; Debt fi-
nancing contract; Separation of voting rights and cashflow rights; Self — disci-

pline corporate governance for political reputation
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