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Abstract

Independent audit plays an important role in maintaining market economy order. However,
during the high speed development of economy and maturity of capital market, the evolution of
independent audit industry faces many difficulties. Independent audit industry has dual respon-
sibilities : one is related to protecting public interest, lowering agency cost of companies and
improving the capital market efficiency; the other is about gaining profit for maintaining survival
and the development of the auditing industry. It is doomed to be special by this dual interests
system (both the public interests and industrial interests). Such a system makes the pricing
mechanism of audit product much more complicated than normal commodity, sometimes even
shows all kinds of conflicts. It can be said that there is never such an industry like independent
audit, which gets economic interest from the auditee but protects the interests of those who
don’t pay. Security market attracts general public and sees their interests as most important;
the conflicts are therefore congregated, enlarged, extended and even incandesced in such a
market.

The audit pricing in security market is more than the economic relationship between listed
companies and auditors, it also hides the interests and conflicts between them. The audit pri-
cing problem involves the conflicts and harmonization between public interests and industrial in-
terests; it also involves the close but complicated relationship between audit industrial interests
and professional ethics. It attracts the attention of monitory institutions all over the world, and
becames the hot topic in academic world.

If the new security market is taken as a whole, the audit pricing in China shows two ex-
treme behavior patterns: in one hand, low concentration in Chinese market and hard competi-
tion on pricing made the price brokerage popular; in the other hand, Big Four enjoys the super
- citizen benefits and obtains high “audit premium” , the local audit companies lack a good de-
veloping environment. Why two pricing system exist in Chinese audit market? Where does the
audit premium of Big Four come from? Is audit pricing brokerage the same as “low balling” ?
To answer these questions, the previous researches usually focus on the financial ratios and
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company characters; there is never one systematic analysis have been done in this field. Moreo-
ver, the audit pricing research in China should not neglect the influences of government super-
vision behavior. Since the development of security market is directly driven by government,
naturally the government behavior would deeply influence the audit market size and structure,
even the competition situation, and the supervision of government on audit pricing also have a
long history. Are these supervision policies effective? Could government directly control pri-
cing? The audit fee is decided by government regulation or by market? These special pricing
questions in our security market need to be analyzed and discussed.

Complex factors affect the audit pricing in stock market and the pricing behaves are differ-
ent in accounting firms. Then what is the essence of audit pricing? The fact that Big Four holds
the high level customers of China’s A share auditing market and obtains rich premium, which
at one side reflects the payoff mode of international big accounting firms in newly and lower —
law — risk market, and at the other side reveals its global competition strategy. So a sound pri-
cing system is important in the healthy development of China’s local audit industry especially
in improving the risk consciousness of auditee, guaranteeing the audit quality, forming reasona-
ble structure of competition. This is also the lemma of the paper. This paper is aimed at sum-
marizing the above questions and exploring the possible reasons, providing evidences for policy
making, providing research basis for further research, and discuss the future development of in-
dependent audit industry.

The main contents of the dissertation are divided into three parts.

Firstly, an analytical model of audit pricing is developed. According to the audit pricing
model, and combined the influential factors of audit pricing, we summarized four constrain con-
ditions and developed an analytical model of audit pricing which is more suitable for Chinese
security market. The four conditions are cost, demand, competition and regulation. They are
the substitute variables for audit supplier, user, competition behavior of supplier and regulator
respectively. The analysis procedure in this paper has two levels: one is theoretical analysis for
cost, demand, competition and regulation, the other level is the quantitative analysis by using
Chinese data.

Secondly, analyzed the pricing behaviour of Big Four. On reviewing the pricing behavior
of Big Four, the cost structure, demand characters, competition behavior of Big Four are
studied. The aim is to find out how the Big Four get the audit premium, provide the theoretical
backup for developing local audit companies, and offer empirical evidence for policy makers.

Thirdly, some auditing pricing problem is discussed. Because our security market is still
in developing, old problems exist and new problems come out at the same time, for example,
the audit price brokerage, the non — audit service, pricing alliance etc. These problems have
important influences on audit quality and market structure. Therefore these questions are all

covered in this paper.
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On the whole, the contributions of this paper are: First, summarized all kinds of influen-
cing factors into four parts, and examined, these four parts respectively, which made the audit
pricing research more systematic. Second, by taking references of the latest research results,
and considering Chinese real practices, we set up a systematic and completed theoretical frame-
work , this paper examined the real problems by using positive research. Third, we draw some
interesting conclusions which maybe helpful to China’ s auditing industry: 1. The conflict be-
tween quasi — public goods quality of audit product and private pricing mechanism leads to the
audit pricing paradox, which is the basis of making the audit principal as the payer, and also
the starting point of related research questions in audit area.2. No significant evidence shows
that the audit premium of Big Four come from product differences and market power, therefore
the premium Big Four get from Chinese market possibly come from regulation rent which due to
government preferences. 3. Because of the particularity of audit product, the popular government
price controlling model is not suitable for audit pricing control. In practice, directly price con-
trol (showed as the lowest price constraint) can hardly reach the expected aim. Thereby, as a
whole, audit product pricing can hardly be regulated or controlled by government.

Because of the complexity of audit pricing, this paper tried to analyze the four parts men-
tioned above, but the four parts often influence each other, there might be some endogenous
variables. Although we have tried to control these influences, but the best solution is develo-
ping the systems dynamic model, simulating the influences of endogenous variables by using
computer program. Controlling endogenous variables and using new research method, for exam-
ple, the systems dynamic model, would be the further research direction. Besides, audit pri-
cing has tight relationship with professional ethics and independency, it is necessary to study

the problem from sociology, ethnics and psychology.

Key Words: audit pricing cost demand competition supervision
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