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ABSTRACT ——]

In the effective capital markets, the social auditing and information disclosure quality
of listed companies are extremely concerned by the public. After experiencing
1970s — 1980s “lawsuit explosion” , American accounting professional sector began
the research on audit quality and information disclosure. In 2001 the Enron case caused
the “century-old store” Arthur Andersen to withdraw from listed company auditing
market. Furthermore, the Shitong company issue, which happened immediately after
the Enron case, made Bimawei blamed. Then the listed companies and accounting
offices’ auditing quality, information disclosure and management once again absorbed
attentions of countries all over the world. In recent years in China, along with breach
of Accounting firms and listed companies being disclosed and strengthening of democ-
racy, law and risk awareness, not only information disclosure of listed companies and
quality of social auditing absorbed public attentions, but also the quality of govern-
ment supervision was put forward. “Who will supervise the surveillant” , the public
has sent out such question.

In recent years, “the audit storm” of the economic field blew more and more fierce-
ly. The state audit has bring his function into full play, then how about the qulity and
how much can people use the result in capital market? Reseach will be done on the qu-
lity and efficenicy of government audit .

Because some capital market developed country’s state audit has no supervision func-
tion on capital and related market, as to the research of state audit on capital and relat-
ed markets, there are only a few related researches in our country. Furthermore, sub-
Ject to materials and data, positive researches are fewer. As to the existing researches,

they are only indirect normative analysts, which are carried out from some aspects of
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supervision and quality.

This paper uses data which were obtained from Auditing Administration when it car-
ried out inspection on quality of audit of securities qualified accounting firms which
simultaneously extended to more than 120 listed companies from 2002 to 2005 to in-
spect quality of government audit supervision. Also, it uses these data to carry out
deep researches on our country’s capital market and auditing market supervision and
quality. Based on these, we can test the effect of government audit. Then I give some
suggestions on how to strength and advance goverment audit supervision and advance
quality of social audit and listed companies’ information disclosure.

The content of this paper

Social audit and listed company supervision carried out by state audit deals with gov-
ernment supervision economics, enterprise theory, audit, financial management,
etc. Until now, there is no one agreed theoretical and positive research framework. The
research design of this paper use all subjects’ merit for reference and use ways of
normative analyst cooperated with positive analyst. The aim is to try to construct an an-
alytical framework that goverment audit can supervise on social audit and listed corpo-
rations. This paper surrounds the national inspection on social audit, then, it extends
audit to listed corporations, carrying out six important positive researches. These re-
searches include : first, using the comparison between listed corporations’ audit sample
and comparison sample, study the quality of goverment audit sample; second, using
the comparison between handover sample and non handover sample, study the quality
of goverment audit consequence; third, using the comparison between China securities
regulatory commission’s penalty sample and non penalty sample and from the state that
China securities regulatory commission use the production of goverment audit, study
the effect of goverment audit supervision and the preference of China securities regula-
tory commission’s supervision; forth, using the comparison between the audit quality
changes of punished audit firm before punishment and after punishment and the com-
parison between the audit quality changes of punished audit firm and comparison audit
firm, study the effect of government supervision on audit firm; fifth, using the com-

parison of the punished audit firm’s quality changes of information disclosure before
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and after punishment, study the effect of government supervision extended to listed
companies ; sixth, using the comparison between long-term and short-term average ab-
normal return and accumulative abnormal return, study the market feedback of punish-
ment issue. During the process of research, some econometrics ways such as descrip-
tion statistic analysis, multiple regression analysis and event analysis etc were used.
Characteristic and innovation

Firstly, as to the aspect of data, I collect the whole sample of audit quality inspection,
which was obtained through goverment audit extending to securities qualified audit
firm. Then I classified and analyzed the whole sample and classified the whole sample
into audit supervision problem-group and non-problem-group. Finally, in order to
check the supervision quality, I carried out induction, analysis and positive research
on two group data of listed companies.

Secondly, as to the ways of research, I carried out the research on goverment audit su-
pervision quality. Because the function of government audit is different from country to
country, there is little research about the supervision that goverment audit put on cap-
ital and related markets in foreign countries. In recent two years, along with the gover-
ment audit absorbed more and more public attention, the researches of goverment audit
quality emerged in and out of China. But, most of the existing researches are norma-
tive analysis. This paper, for the first time, used positive analysis to study the gover-
ment audit supervision on capital and audit markets.

Thirdly, as to the research content, most of the foreign researches on the effect of
goverment audit pay great attention to performance audit and the corn of the study is
the state that government carry out its fiduciary duty to use public fund. As to our
country , most of researches pay great attention to audit consequence settlement and au-
dit public report and carry out positive study. This paper, for the first time, used the
state that China securities regulatory commission take advantage of the consequence of
goverment audit to study the effect of goverment audit supervision and from the angle
of goverment audit supervision, used the related changes before and after the penalty
of audit firm to carry out positive study on the effect of government audit supervision

and from the angle of government audit supervision, used the related changes before
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and after the penalty of listed companies to carry out positive study on the effect of
government audit supervision.

Finally, as to the suggestions, based on positive study, this paper used accurate and
informative data and got the believable conclusion. Also, the above gave strong sup-
port to the advancement of social audit quality and listed corporations’ information dis-
closure quality and the suggestions on reform on supervision mechanism and the per-
fection of the supervision system.

Main production and conclusion of this paper

Through the positive research on the quality and the effect of the government audit su-
pervision, this paper proved that government audit has high quality of audit sample
and audit consequence. But the audit supervision function was affected somehow sub-
ject to system and mechanism and other factors.

1. The main conclusion of the positive research on government audit extending to listed
corporations

First, comparing the audit extending to listed corporations with the degree of the listed
companies’ financial quality; we find that government audit has higher audit sample
quality. That is to say, when the government audit selected listed companies, it inten-
tionally selected listed corporations that have lower financial quality and have higher
social audit risk as the objects. Furthermore, as to the listed companies’ financial quali-
ty, government audit pay more attention to their short term repaying and payoff ability
and getting profit ability.

Second, comparing listed companies handed over to China securities regulatory com-
mission with those not hand over to China securities regulatory commission, we find
that government audit has higher audit consequence quality. That is to say, through ex-
tended audit, audit organ handed listed companies that have lower financial quality and
higher financial risk to China securities regulatory commission. Furthermore, as to the
listed companies’ financial quality, government audit pay more attention to listed
companies’ short term repaying ability and getting profit ability.

Third, the consequence that administering indicator in all samples including audit ex-

tending to listed companies and the whole listed corporations and listed companies




