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1 Introduction and motivation:

The purpose of this study is to examine the association between the corporate governance and the audit fees in China. Previous empirical research which has been taken on this area suggested two main possible relationships: the demand-base perspective and the audit-base perspective. The audit-base perspective suggests that the corporate governance is negatively related with the audit fee because with the strong corporate governance the audit risk is reduced to auditors so that the audit test will be less, which would lead to a lower audit fees (Muniandy, 2007). The demand-base perspective suggests that the corporate governance is positively related with the audit fees because strong corporate governance needs the additional assurance from the auditors. For example: Collier and Gregory (1996) found that the audit committee effectiveness is positively related with the audit fee. Abbott, Parker, Peter and Raghunandan(2003) found that the audit committee independence and the expertise are significantly positively related with the audit fees by examining 492 firms.
2 Research objective

The overall aim of the proposed work is to examine the association between the corporate governance and the audit fees in China.

The objectives and innovations of the work are as follows:

To verify the relationship between the determinant factors of the corporate governance and audit fees in China by using a wider range of control variables than those have been used before.

To make some suggestions for the corporate governance structure in China

To make some suggestions for the regulation of the auditing fees market

The proposed structure of the research:

Chapter1

-Introduction

-A background: corporate governance and the audit fees

Chapter2

   -The association between the corporate governance and the audit fees: a literature review

Chapter3

-Research design

-Methodology

Chapter4

-Results

Chapter5

   –Conclusion and recommendation for the corporate governance structure and the audit fees in China
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3 Data sources

I will choose the A shares companies from the Chinese market from 2009 to 2010 as the sample. I will reject the companies from the financial industry and the B shares companies and the H shares companies.

Financial data, information such as the audit fees and the corporate governance will be primarily obtained from the CSMAR (China Stock Market Accounting Research) data Base, but this will be supplemented by data from the Yahoo Finance.

In the research, the data would be analyzed by TSM software and the Excel. 

According to the former research and the circumstance of the Chinese market, the key variables are following:

Control variables:

Whether the audit firm is a large multinational

The size of the company(natural log of the total assets)

Audit complexity (number of the subsidiaries)

The auditor’s opinion about the company

The location of the company

The industry of the company

The asset-liability ratio

Inventory ratio

Receivable ratio

Whether a loss is reported in the last three years

   Explanatory variables:

Whether the firm has an audit committee

The meeting time of the board

Whether the government holds the most percentage of the shares

The traded shares/ the total shares

The number of independent directors/ the total directors

The average salaries of the independent directors

The stock proportion of the controlling stockholder

The independent director expertise

The shares of the board numbers/ the total shares

The methodology

Following the previous studies (e.g. Peel and Clatworthy, 2001; Abbott et al 2003; Shilo et al 2010), I will use the ordinary least square multivariable linear regression model to examine the association between the corporate governance and the audit fees in China. The software I will use are the TSM and the Excel.

The hypotheses which would be tested are following:

H1: Whether the firm has an audit committee is positively related with the audit fees

H2: The meeting time of the board is positively related with the audit fees
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