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Reputation Mechanism of Auditor: Based on the Empirical Research of

Audit Firm M&A

WANG Bing', YOU Guanghui*, SONG Ge’
(1. School of Business, Nanjing University, Nanjing 210093, China;
2. China Institute of Internal Audit,Beijing 100086, China;
3. General Administration of Customs of the People’s Republic of China, Beijing 100730, China)

Abstract: Based on China’s weak legal risk environment, we check the effects of auditor reputation on the basis of market re-
action and audit charges with a view to improving auditor reputation by means of the M&A between audit firms. The result
shows us that common investors have paid attention to auditor reputation, which can be demonstrated by the positive reaction of
audit firm M&A on stock price of the associated companies. As to the concrete form of M&A , cognition has been given to both
the M&A and audit firms located in areas other than Beijing and of which one participator is not one of the top ten national
firms. Nonetheless, there is no evidence to confirm that the audit charge can be increased dramatically due to this kind of
M&A when applying Ordinary Least Square Method and Difference-in-Differences Estimation to our analysis.

Key Words: M&A of audit firms; auditor reputation; stock price effect; reputation effect; audit fees; reputation premium;

audit independence
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