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Abstract

With the continuous acceleration of the global economic integration , foreign —
capital enterprises have continuously “walked in”,and Chinese enterprises have
also been “going abroad” , the multinational operation and large — scale develop-
ment of enterprises can not be separated from accounting firm’s professional serv-
ices and support. However, national accounting firms are unable to meet the service
demand of large enterprises,due to the relatively small scale and the lack of inter-
national visibility. For a long time, it has been the “Big Four” and the national
firms of the invested places that serve for the going — out companies in our country.
And in domestic market, the central enterprises concerning about people’s liveli-
hood are also almost monopolized by the “Big Four” , this situation greatly threatens
the safety of the national economic information, so our government systematically
carries out a series of policies which are aimed at spurring firms onto bigger and
stronger development and promoting their merging and restructuring, thus realizing
the fast development of offices’ size.

By the end of 2011, the number ofnational firms reached 41 which annual rev-
enues were more than 100 million yuan,that over 500 million yuan was 9 and over
1 billion yuan was 2. Especially, one single national firm’s annual revenues excee-
ded 1.5 billion yuan for the first time. In September 2011 ,the Chinese CPA indus-
try development plan (2011 —2015) was published, once again explicitly encour-
aged merger and reconstruction among all kinds of firms. CICPA also proposed con-
solidation among the strong ones in June 2012, by printing “Policies for encoura-
ging accounting firms to run business strong and big”. However, there are some
questions to be known: how to study the performance of firm mergers, whether
“Bigger” is “Stronger” , whether core competitiveness has been enhanced, and
whether they can shoulder the burden of providing services to enterprises going a-
broad. They are undoubtedly urgent problems that CPA industry and the national
decision — making level should realize and control. But there is a lack of systematic
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study on this issue in the academic community,and no unanimous conclusion can
be drawn among the present research.

The academic value of this paper is mainly manifested in the following as-
pects: Firstly , the article systematically analyzes and tests the influence of account-
ing firm mergers on the performance of audit market and firms themselves , from the
perspectives of audit quality, audit fee, and audit production efficiency, which
choose the national firm mergers in new audit market as the study object, thus en-
riching and perfecting the literature on the effect of accounting firm mergers. Sec-
ondly, it observes and studies dynamic changing process of the performance of firm
mergers in detail and develops a new perspective of merger performance by combi-
ning multiple data before and after the merger annual between two — two compari-
son. Thirdly ,we can intuitively understand that different firms’ merging mode has
different influence on the merger performance and the whole different degrees of
merging firms and contributes to broadening our minds of studying the merger per-
formance by dividing the population into strong — strong group and the strong —
weak group and comparing them with the integral , when studying the population of
the firm mergers.

The practical value of this article is mainly reflected in the following three as-
pects: Firstly , from the supervisors’ point of view, it provides empirical evidence for
the government to evaluate objectively the effects of the strategies that make the
firms strong and large, and it is helpful to adjust the orientation and extent of re-
forms for the supervision to the audit market. Secondly, from the CPA indurstry’s
perspective , the summary of the accounting firm mergers’ status and the study of the
performance of accounting firm mergers will be beneficial to guide and push for-
ward the firm mergers smoothly and promote the structural readjustment and sound
development of audit market. Lastly, in the eyes of accounting firms, it not only
could provide the direct guidance for the accounting firms which have been com-
bined to grasp the orientation and to find out problems immediately, but also could
provide references for accounting firms that are not combined to select the develop-
ment strategy which suits to themselves rationally.

This study uses empirical approach primarily , combining with normative analy-
sis. Theory introduction and system background are based on the normative analy-
sis,on the basis, this article makes an empirical study on behavior of firms mergers

6



Abstract

and the influence of the performance from audit quality, audit fee and audit produc-
tion efficiency by observing the influence on the performance of firms mergers
through statistical analysis, and comparing the data between one year before the
merger and two years after the merger, using the cases of firm mergers in our na-
tional securities audit market in 2009 as research samples.

This paper reaches the following conclusions: firstly, from the overall point of
view, the merger plays a significant role in promoting firms bigger and stronger. It
enables CPA talents to develop and grow,and accounting firms to obtain more and
higher quality customer resources. Thus the firm’s revenue soars significantly after
the merger,and the number of the listed company customers and the total assets of
the listed company customers grow obviously. Secondly, the national firm mergers
have improved our audit market structure to a large extent,and the increasing con-
centration of audit market has initially formed oligopoly market structure. Although
the overall business revenue of the " Big Four" is decreasing year by year,and the
developing momentum of Chinese national actounting firms is rapid and the growth
is steady in market shares,the gap between national firms and the " Big Four" nar-
rows. But the " Big Four" still have the absolutely competitive advantages in large
customer market. Thirdly , comparing the year of merger with one year before merg-
er,merging behavior leads to the firms audit quality and audit production efficiency
decreasing significantly and no significant changes in audit fee. Fourthly , comparing
one year after merger with the year of merger, merger leads to the audit quality and
audit production efficiency increasing significantly, while no significant changes in
audit fee. By comparing two years after merger with the year of merger, merger
leads to audit quality, audit fee and audit production efficiency significantly in-
creasing. Fifthly , comparing one year after merger with one year before merger, the
impacts of merger on all of the audit quality, audit fee and audit production effi-
ciency are not significant. By comparing two years after merger with one year before
merger , merger behavior leads to audit fee’s growth significantly , while audit quality
and audit production efficiency don’t change significantly. That is to say, audit
quality , audit fee and audit production efficiency don’t change significantly in two
years after merger. Sixthly ,a positive impact on strong — strong merger is more obvi-
ous ,while a negative impact on strong — weak merger is also more obvious. Seventh-
ly,the performance of firm mergers is a dynamic, long — term process, presenting

7
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the state that firstly decreased significantly,and then increased significantly.

This dissertation proposes the following polices: firstly, government depart-
ments should further implement the “bigger and stronger” development strategy
and encourage unification among national strong firms. Secondly , industry regulators
should strengthen the classified guidance and supervision on firm mergers,in parti-
cular,to the degree of inspection on the audit quality in the year of merger,and list
the strong — weak merger in the year and beginning of the merger and strong —
strong merger in the later period of merger as important targets. Thirdly , accounting
firms should fully understand the risk of merger, choose proper partnership before
merger,and think highly of the audit quality control in the year of merger. Fourth-
ly,accounting firms should actively carry out cultural integration and human re-
source , customer resource and management system integration, which would create
more values. Fifthly, accounting firms should enhance the awareness of reputation
and brand construction, obtain long — term competitive advantages and really be-
come bigger and stronger.

The contributions of this dissertationmainly lie in its research contents and re-
search design as follows:

Firstly , the previous research on the accounting firm mergers is mainly de-
scriptive and countermeasure research. In recent three years, more empirical analy-
sis methods are to be used,but the research content is relatively single, mainly a-
bout the relationship between firm mergers and audit quality, and between firm
mergers and audit fee,less about the relationship between firm mergers and audit
production efficiency. In this paper, from the point of view of audit quality, audit fee
and audit production efficiency, we systematically analyse and test the impact of
firm mergers on the audit market’s performance and firm’s performance ,then enrich
and perfect the study of accounting firm mergers’ effect.

Secondly , the process of firm mergers can be divided into three segments such
as before the merger,within the merger, after the merger. Through empirical analy-
sis on the performance of firm mergers by comparing each two years,we can com-
prehensively observe dynamic changes of the process of firm mergers. Previous
studies tend to put aside with the year of merger, only compare the years before
merger with the years after merger, which easily leads to ignore the risk of the year
of merger. Many literatures also define “within the merger” as “after the merger”

8
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Abstract

which ignores the differences between them. Therefore, “within the merger” will be
used as the single timing in this paper,and then I draw a conclusion that the per-
formance of accounting firms decreased significantly in the year of merger,and then
increased significantly after the merger.

Thirdly, the selection of research samples is directly related to the persuasive-
ness of the research conclusions. Due to incentive policies in the State Council doc-
ument (2009) No.56 and fierce competition of H — share audit service qualifica-
tion, firm mergers in audit market are especially frequent in 2009. So it provides
rich materials and valuable opportunities for the research of this paper. This is the
first time for choosing the merger cases only from one year, the disruptive factors
from different years can be excluded to the greatest extent,while the previous liter-
ature almost uses the merger events occurring in more than one year. This paper al-
so further screens to clean the samples,according to the principle that firm mergers
had not occurred before or after two years of merger. However, the previous litera-
tures also less consider whether other mergers have occurred before or after this
merger, so it is difficult to distinguish the influence which caused by this merger.

Fourthly, the research finds that, the strong — strong merger has apparently
more positive influence on the performance,on the contrary,the strong — weak mer-
ger has more negative influence on the performance. The transition of strong —
strong merger in the merger process is more steady and the strong — weak merger is
“big fall and rise”. The paper discusses the influence of different mode of firm
mergers on the performance from the perspective of audit quality, audit fee and au-
dit production efficiency,by dividing the population into strong — strong group and
strong — weak group. This provides new evidence for accounting firms to choose the

merger mode, and for regulators to determine the key point of supervision.

Key words: accounting firm merger, audit quality, audit fee, audit production

efficiency
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