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ABSTRACT 

 
RSM China is the biggest domestic accounting firm in China. Recently, it competes 
against “Big four” which have international reputation and medium-to-small size 
accounting firms which have low-cost superiority. The audit pricing decisions of RSM 
China become an interesting research project. Conducting the case of RSM China 
help authors to identify specific stakeholders and understand their featured incentives 
which affect pricing decisions.  
 
The auditing pricing decisions seems to be a game process. The reason is that game 
process investigates the decision making based on others players’ best reaction; while 
the audit pricing decisions is in order to find out the best pricing strategy according to 
different stakeholders’ optimal incentives. This study mainly used Nash Equilibrium 
and Perfect Bayesian Equilibrium to conduct research. Through literature review, it 
elicits two hypotheses. 
 
The first hypothesis is that if Nash Equilibrium is adaptable, the effect of factors on 
pricing decisions is the consequence of different stakeholders’ incentives; the second 
hypothesis is that if Perfect Bayesian Equilibrium is adaptable, different types of 
accounting firms have different pricing models when consider all relevant factors.  
 
In order to test the validity of hypotheses, we use questionnaire to collect information 
from RSM China’s stakeholders. The information helps authors to understand the 
incentives of stakeholders in pricing decisions. Ultimately, it helps to derive the 
empirical analysis and reach the deduction: the two hypotheses in this study are valid.  
 
In conclusion, this study finds that the first hypothesis is valid, which means that the 
influences of factors on pricing decisions seem to be the result of game process by 
relevant stakeholders. In addition, the second hypothesis is also valid, which means 
that high-quality accounting firm can use either high price or low price strategy in 
different circumstances; while low-quality accounting firm can use low price strategy 
in every occasion.  
 
 
Keywords: RSM China; Audit pricing Decisions; Game theory; Factors; Nash 
Equilibrium; Perfect Bayesian Equilibrium 
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                  CHAPTER 1 INTRODUCTION 

 
In this chapter, it provides the background of our study. After present the research 
questions and research gaps, the research purpose will be also described. 

 

1.1 Background 

In our study, we focus on the audit pricing decisions for accounting services in China. 
We use game theory to combine relevant stakeholders into price decisions. In the 
industrial background, we describe the basic situation of accounting services and the 
selected case of our study. While the theoretical background we try to introduce 
relevant price strategies and gaming theories. 
 
1.1.1 Industrial background 
 
Accounting services is responsible for the accumulation and distribution of financial 
information for both internal and external use. Generally, it includes basic accounting 
services such as prepare financial statement and consultative services such as strategic 
management.  
 
Before joined in WTO in 2001, Chinese accounting service market was mainly 
restricted by governmental regulation. Even though “Big four” (PWC, KPMG, 
Deloitte and Ernest& Young) have already entered into Chinese market around 90’s, 
their business were not totally free because of relevant sealed market circumstances. 
At that time, domestic Chinese accounting firms occupied the most market share. At 
1997, the gross income of accounting service in China was approximately 6 billion 
RMB (5.79 billion SEK), while the gross of domestic accounting firms was about 5.2 
billion RMB (5.01 billion SEK) which took up 86% of gross income (Shen, 1998 
p26).  
 
After joined in WTO, Chinese accounting service market became more and more 
open-minded. This is because the General Agreement on Trade in Service (GATS), 
which is one of clause in WTO charter, requires Chinese accounting services market 
became more transparent. Undoubtedly, domestic accounting firms were subjected to 
various challenges, when they competed with the increasing number of foreign 
accounting firms. The figure in 2009 indicated that the gross income of accounting 
service in China was 34.5 billion RMB (33.29 billion SEK), while the gross of 
domestic accounting firms was 22.1 billion RMB (21.32 billion SEK) which occupied 
64% of gross income (Zhang, 2010 p22). Compared with the period before joining in 
WTO, we witness that the market share of domestic accounting firms significantly 
dropped down. 
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According to the statistics from authority, there were 6813 accounting firms in 
mainland China by the end of January, 2010 (Wang, 2010 p58). This figure indicates 
that the competition is extremely fierce in China. Although the number of Chinese 
listed companies significantly increases in recent years, they used to collaborate with 
“Big four”. Sometimes, domestic accounting firms can only undertook relevant small 
business. More severely, a number of domestic accounting firms went bankrupt 
because of the overextension of “Big four”. Therefore, it is a considerable challenge 
for domestic accounting firms to survive in a complicated circumstance with intensive 
competition.  
 
The Zhong Rui Yue Hua (RSM China CPAs) accounting firm is the biggest domestic 
accounting firm in China. It merged from two biggest domestic accounting firms at 
22nd Dec, 2007, which is Rightson CPAs and Yue Hua CPAs, respectively. After that, 
it became the biggest domestic accounting firm in China which had 8.9 billion gross 
incomes in 2009 (Ding, 2010). In 2008, Zhong Rui Yue Hua joined in RSM 
international which is current the 7th largest accounting service and consulting 
organization on the world. At the same time, the RSM branch in Hong Kong also 
changed it name to “Zhong Rui Yue Hua (Hong Kong) CPAs”. There were 2980 
employees and 1269 Chinese CPA in the firms, and 24 branches throughout the whole 
China. It also had the biggest number of branches among Chinese accounting firms 
(Ding, 2010 p62). 
 
RSM China offer accounting, tax, financial management, audit, valuation, business 
consulting to their customers. Thanks for the cooperation with RSM international, 
RSM China provides professional services to customers whether they are Chinese 
firms with foreign operation or foreign firm with Chinese operation. It also combines 
into traditional accounting services in China that lead RSM China to be attractive to 
“Big four”.  
 
The number of clients in RSM China exceeds 2000, which is higher than anyone of 
“Big four”. This is because RSM China had time-honored history throughout the great 
China, and it is more professional in domestic business. The clients of RSM China 
involve in each industry including aviation, finance, electronics, telecommunication, 
real estate, agriculture, hospitality, etc. 
 
1.1.2 Theoretical background 
 
The game theory is to abstract complex behavior relationship among different 
stakeholders in the events. It analyzes the conflict and consensus among the 
stakeholders, so that to investigate the strategy choice of different players.  
 
Generally, game theory is classified into two main types: cooperative and 
non-corporative; while non-corporative is widely used in business world (Bruin, 
2008). We consider two games can be implemented in our thesis: Nash Equilibrium 
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and Perfect Bayesian Equilibrium. Nash Equilibrium is used to predict the most 
suitable result if players make decisions at the same time (Damme, 1987 p851); while 
Perfect Bayesian Equilibrium is more applicable in the complicated circumstances 
which involves several players and strategies (Montet and Serra, 2003 p179). We 
believe that game theory is an appropriate theory in pricing decisions. The reason is 
that when an accounting firm conducts audit, the specific price level is affected by 
decisions of stakeholders; while the decisions are the best strategies for all involved 
stakeholders who include accounting firm, competitors clients and regulatory 
authority.  
 
It is necessary to determine the suitable pricing level for accounting firms. The fierce 
competition leads to the lower audit price which triggers two situations. Firstly, the 
CPA cannot obtain sufficient audit evidence in order to issue audit opinion in good 
quality. This is because accounting firms is a self-financing company which has to 
consider the principle of “cost-effectiveness”. When the audit price is lower than 
normal level, accounting firms are compelled to decrease audit procedures or narrow 
audit scopes that in order to obtain required return. It inevitably causes the decline of 
audit quality. Secondly, the lower audit price make accounting firms engage in other 
business activities for the sake of obtaining necessary profit. These business activities 
include offering consultancy to listed companies such as tax consultancy or strategic 
management. It makes accounting firms naturally economical dependent on listed 
companies that easily lose the independence of audit. 
 
The high price might imply that the accounting firm will provide relative higher 
quality, more professional service or extra useful information, so the clients prefer to 
pay more than the average price. However in the reality, high price might imply 
collusion to some extent. 
 
Therefore, the audit pricing strategy is determinant to audit quality as well as the 
whole accounting market. It is accepted that there are various pricing strategies such 
as cost-plus pricing, market-oriented pricing, premium pricing, margin pricing, and so 
on. For accounting service, it has specific pricing strategies. For example, it is not 
appropriate to use psychological pricing and predatory pricing in accounting firms. 
Particularly, Chinese accounting market is more regulation-oriented; the aggressive 
pricing strategy seems to be unfitted.  
 
The pricing decisions in RSM China are also featured. This is because the customers 
of RSM China are likely to be state-owned. RSM China always establishes long-term 
cooperation with nationalized business. The pricing decisions are supposed to 
accommodate the long-term partnership to their customers. Moreover, RSM China 
also a centuried accounting firm which is unsuitable to apply pricing strategies which 
are lower than normal level. In brief, it is essential for RSM China to pick up the 
applicable pricing decisions. 
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As the game theory is introduced to research price strategy in different stages of audit 
process, we expect to find that how the behaviors and incentives of the stakeholders 
influence the price decision in accounting service. Understanding the factors of 
pricing decision as well as how these factors affect final pricing decisions help us to 
formulate pricing standard, assure the service quality and enhance the competitive 
strength of domestic accounting firm in China. We consider that such sort of research 
topic is worthwhile to investigate.  
 

1.2 Problem statement 

 
Generating problems from previous research 
 
As we stated in the background section, there are totally 6813 accounting firms in 
Chinese accounting market. Each accounting firm has struggled to such intensive 
circumstances and some medium-to-small size firms turned to collapse. In recent 
years, it is normal that lots of medium-to-small size accounting firms constantly lower 
their accounting fees in order to keep the same market share. These firms always 
applied cost leader pricing strategies. At the same time, fierece competition seems to 
emerge because of incredible low auditing fees.  
 
RSM China as the biggest domestic accounting firm in China, it confronts the 
challenges of lower audit price with medium-to-small size firms. Should RSM also 
lower its audit price or keep in the high price? What more, if RSM China insist to 
keep audit price at the same level or even increases its audit price, how RSM China 
fight for “Big four” which have well-know prestige around the world.  
 
What else, how the pricing decisions to be established in the context of combining all 
relevant stakeholders? Stakeholders pose certain influences to final audit pricing 
decisions from different aspects. It is necessary to analyze the synthesized pricing 
model of RSM China because RSM China is more representative for domestic 
accounting service in China compared with other accounting firms.  
 
In the previous articles, we find that there are substantial papers investigate the audit 
pricing decisions and the determinants. For example, Ferguson et al. (2006 p99) 
examine the relationship between audit pricing and specialization of industry by using 
a regression model. Simunic (1980 p171) design a statistical model to test the audit 
pricing, in order to find out the relationship between audit pricing and size, 
complexity, and risk. Taylor and Simon (1999 p379) developed a model of the 
determinants of audit pricing that include micro-economic and macro-economic 
variables. They used a great amount of data from accounting market across 20 
countries.  
 
Research Gap 



 5

 
There are few literature probed into analyzing the relevant stakeholders when figure 
out different determinants of audit pricing. Especially, no studies built up audit pricing 
decisions based on Nash Equilibrium and Perfect Bayesian Equilibrium. It arise a 
research gap which we try to resolve it. In addition, few studies conducted a 
qualitative research to find out the relationship between the determinants and audit 
pricing decisions. Previous literatures tended to analyze relationship between auditing 
pricing and factors by statistical manner. We would rather choose the qualitative 
method because we think that diving into the case of one typical accounting firm in 
China can obtain a picture we were likely to encounter in our research. Especially, we 
can portray a clear picture about the thoughts of all relevant stakeholders which 
cannot implement without a qualitative research.  
 

1.3 Research question 

 
Based on the research gap we discussed in last section, we can derive the research 
question as follows: 
 
How is the audit pricing decision built up for accounting services: the case of RSM in 
China. 
 
This research question indicates that this paper intend to find out the adaptive pricing 
decisions for accounting firms. We develop the decisions according to actual situation 
of our case company, RSM China.  
 
There are three sub questions: 
1) What are the factors in audit pricing decision? 
2) How these factors affect the pricing decision according to different stakeholders’ 

perspective? 
3) How is the pricing model set up for RSM China based on game theory? 
 

1.4 Research purpose 

 
The first purpose is to figure out the relevant factors which influence audit pricing 
decisions. It is important to identify relevant factors because audit price is a critical 
element in audit mechanism, while a favorable audit mechanism can purify 
accounting market to some extent.  
 
The second purpose is to analyze the relationship between these factors and price 
decisions under all relevant stakeholders’ perspective. In this step, we intend to 
analyze the effects of factors on pricing decisions based on stakeholders’ incentives. It 
can test the validity of first hypothesis.  
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The ultimate purpose of this study is to build up a suitable pricing model to RSM 
China and similar Chinese accounting firms by using a Perfect Bayesian Equilibrium. 
After the establishment, we can examine the validity of second hypothesis. We can 
probably deduct that the model can provide appropriate pricing decisions for RSM 
China and other accounting firms in different circumstances. 
  

1.5 Delimitation 

In this study, we will use qualitative method to conduct the research. We find the 
following limitations: 
 
1) In this paper, we use the pure strategic assumption in order to conduct game 

analysis. For example, we will define the audit price into “high” or “low” level; 
also, the accounting firms will be classified as “high” or “low” quality. However, 
in reality, it is difficult to measure “high” or “low”. The result of our analysis is 
difficult to implement in the real business world.  

 
2) In this paper, we use the case company, RSM China, to examine how the factors 

affect pricing decision, and how the pricing model is built. However, it is difficult 
to generalize the findings by only one case. We neglect the medium-to-small size 
domestic accounting firm. It means that the findings are not comprehensive, and 
cannot entirely represent domestic accounting firms.  

 
3) In the questionnaire, we will design the questions in English, and then translate 

into Chinese for answering by respondents. The reason of designing in English is 
that the writing language of this paper is English; we try to avoid other language 
in our writing. It inevitably produces translation bias. Also, respondents will 
answer the questions in Chinese; we have to translate them in English. In this case, 
the language bias is also produced in the process of analyzing qualitative data.  

 
4) We use qualitative approach to conduct research. It is more subjectivity-oriented. 

In addition, some respondents in pilot questionnaire are contacted by our private 
network because of the limited time and communication channel. The responses in 
pilot questionnaire are also subjective.  

 

1.6 Disposition of the Thesis  
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Chapter 1: Introduction 

Chapter 2: Theoretical research methodology This chapter generally 
describes how theoretical 
research method to be 
selected, designed and 
conducted.  

Chapter 3: Theoretical framework This chapter review lots of 
literatures and establish 
the theoretical framework 
which is used in empirical 
analysis.  

Chapter 4: Background of audit price in China This chapter provides the 
background of Chinese 
accounting market and the 
situation of audit price in 
RSM China and China. 

Chapter 5: Practical methodology  
This chapter presents how 
the questionnaire is 
designed and conducted; 
also, how the data is 
collected and analyzed. 

Chapter 6: Empirical discussion and analysis This chapter describes 
the empirical finding and 
analysis; it discusses the 
game process in pricing 
decisions and establishes 
relevant pricing models. 
The discussion is based 
on theories in chapter 3 
and data collected from 
chapter 5 

This chapter describes the 
background of the study; 
also identify the research 
gap, research questions 
and research purpose. 



 8

 
 
 
 
 
 
 

Figure 1.1 The disposition of thesis 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 

 

Chapter 7: Conclusions 
This chapter summarized 
the findings as well as 
strengths and limitations 
in this paper; it also 
provide recommendations 
in future research 
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CHAPTER 2 THEORETICAL RESEARCH METHODOLOGY 

 
In this chapter, it initially defines the choice of subject and preconceptions, following 
by providing the theoretical research methodology we have used in this study. Lastly 
present the how the secondary sources to be choose.   
 
 
In this chapter, we depict the research methodology, which merely focuses on 
theoretical aspect. There are nine dimensions as follows: choice of subject, 
preconception, underlying philosophy, research approach, research strategy, research 
choice, research design, secondary sources search and critical assessment of the 
secondary sources.  
 
In order to demonstrate the theoretical methodology step by step from underlying 
philosophy to research data collection method, we apply “the research onion” 
(Saunders et al., 2009) in figure 2.1. It is worth to notes that the practical 
methodology we will discuss in the chapter 4.  
 

 
Figure 2.1 “The research onion” adapted from Saunders et al., 2009 

 

2.1 Choice of subject 

 
Chinese accounting market is one of the biggest accounting markets on the world. 
This is because the rapid economic development and increasingly mature capital 
market in China. For the western researchers, it does not easily investigate Chinese 

Constructionism 

Interpretivism Deductive Case study Practical methodology 

Data collection 
method 

Research 
strategy 

Research 
approach 

Research   
philosophy  

Qualitative 

Research 
Choice 
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accounting market because the cultural diversity and regulation differences still exist. 
Even though China has taken a part in WTO, the expansion of accounting firms is 
affected by governmental policy in some case. By the reason of this potential and 
ambiguous market, it continues to attract academic researchers’ attentions.  
 
Undoubtedly, Chinese accounting market is a land of opportunity as well as a 
competitive field. It is true that “Big four” or domestic Chinese accounting firms are 
confronting with various challenges which include price strategy, quality management, 
brand management and so on. Particularly, the audit price strategy arouses most 
attention. Many of studies concerned the relationship between audit price and the 
quality of accounting firms. Some studies regard the pricing strategy in accounting 
firms in specific countries such as U.S, UK and China. They prefer to conduct 
quantitative analysis in order to find out the pricing factors.   
 
However, a few studies have been done concerning the audit price establishment 
combined into marketing perspectives. In addition, seldom studies have paid attention 
to different stakeholders when draw up the pricing strategies. It produces the research 
gap which we struggle to resolve it. We try to use game theory for the sake of 
analyzing the behavior of stakeholders in RSM China. We also analyze the 
relationship between these stakeholders’ incentives and final audit pricing decisions. 
Lastly, we try to build up a pricing model for RSM China and other similar 
accounting firms. After doing this, the result of our study can indicates that what audit 
pricing decisions are applicable and suitable for accounting services in China. 
 

2.2 Preconceptions  

 
It is important to give readers the general view of our knowledge and experiences 
regarding to this research topic. Basically, both of us are studying D-level course in 
Umeå University; Yang is studying master of accounting; while Zhang is studying 
master of marketing. We have gain relative intensive knowledge in accounting and 
marketing, respectively. In addition, Yang had one year internship experience in RSM 
China; during the internship, Yang understood the basic rule of auditing and 
consulting; while Zhang had obtained the bachelor degree of marketing in Rovaniemi, 
Finland; during four-year oversea study in Finland, Zhang was acquainted with basic 
marketing theories, which can strength our theoretical support in marketing.  
 
It is a creative idea to combine the knowledge of marketing and accounting together 
to discover the factors in audit price and their influences on final pricing decisions. In 
our marketing course, it rarely discusses about market of accounting, so we think it is 
worth to involve accounting market in our thesis. Meanwhile, in our accounting 
course, there was also no relative knowledge in discussing game theory. It is very 
interesting to combine both accounting and marketing knowledge into one study, for 
example, audit pricing decisions concerning game theory.     
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However, it inevitably produces preconceptions in two circumstances. Firstly, it may 
appear preconception in questionnaire. We would initially conduct pilot questionnaire, 
following by final questionnaire. In pilot questionnaire which is interview 
administrated, we would contact selected respondents by telephone. Since the 
constraints of time and resources, the respondents in RSM China have 
acquaintanceship with us. Under this relationship, the data collected from pilot 
questionnaire turn to be subjective to certain extent. It is the first kind of possible bias 
in this study.  
 
Secondly, we are not native in English, but the language of this study is English. It 
would produce language bias in our writing. In addition, we would initially design our 
questionnaire in English in order to ensure its quality. The translation process also 
probably creates possible bias. There are two kinds of translation process: one is 
translating English questionnaire into Chinese questionnaire. The other is translating 
Chinese responses into English responses. It is the second kind of possible bias in this 
study. 
 

2.3 Underlying philosophy 

 
The research philosophy depends on the way that we consider the knowledge. 
Understanding the research philosophy help us to recognize which research 
approaches and research strategies should be chosen in the particular circumstances; 
how to apply the approaches and strategies without previous experiences and how the 
result should be interpreted. There are three main categories in research philosophy as 
follows: ontology, epistemology, and methodology (Bryman, 2007; Saunders et al., 
2009). 
 
Ontology regards the nature of being and reality. Specifically, it investigates the way 
we view.  
 
“The central point of orientation here is the question of whether social entities can 
and should be considered objective entities that have a reality external to social 
actors, or whether they can and should be considered social constructions built up 
form the perceptions and actions of social actors” (Bryman, 2007).  
 
Hence, ontology addresses the question: What the real world is and what can we 
know about that reality? There are also two positions in ontological issue: objectivism 
and constructionism. Objectivism indicates that social phenomenon cannot be 
influenced or changed by human behavior. The world is external and objective as well 
as is reality which independent to research. While constructionism is more subjective 
which indicate that the world is socially constructed. The view of science can be 
affected by human interest.  
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Epistemology concerns that how the way of knowing, how the knowledge is created 
and how the knowledge is deduced. It is the explanation of the real world and human 
behavior.  
 
“The central issue in this context is the question of whether the social world can and 
should be studied according to the same principles, procedures and ethos as the 
natural sciences” (Bryman, 2007).  
 
Other researcher also regards it as the relationship between the man who know the 
knowledge (the research participant) and the man who want to know the knowledge 
(the researcher) (Joseph, 2005). There are two positions in epistemological issue: 
positivism and interpretivism. Positivism defines that reality is measurable and 
depends on tangible facts. It is a natural science prospective which the reality can be 
measured by scientific method. The result of positivism is to test the hypothesis for 
the sake of discovering the truth and study of social reality (Bryman, 2007). Whereas 
interpretivism considers that the reality is more phenomenon-oriented. Contrast to 
positivism, the reality is hardly directly measured. Social action is obtained by 
subjective understanding and emotional empathy (Bryman, 2007). Therefore, 
interpretivism considers that social science is different from natural science.  
 
Methodology can be defined as a simple set of procedures or practice of the research. 
It also regards the classification of specific process in order to yield knowledge. The 
decision of method selection depends on practical situation rather than the 
commitment of specific paradigm which is in company with specific phenomenon 
(Krauss, 2005; Joseph, 2005) 
 
Considering our undertaken study, the ontological consideration of constructionism 
will be adopted in this study. In our paper, the target of research is socially 
constructed. For example, the accounting firms would be defined as “high-quality” or 
“low-quality”. Also, either “high-price” strategy or “low-price” strategy would be 
adapted in final pricing model. We believe that these “high” or “low” terms do not 
exist in the society. The meaning of them can be affected by researchers’ interests.  
 
According to epistemological consideration, we believe that interpretivism is more 
appropriate. Based on Bryman (2007), interpretivism is more suitable in the research 
of social sciences. In our study, it would use qualitative method to investigate the 
audit pricing decisions. At the end of this thesis, it also plans to deduct suitable 
pricing model for RSM China. We believe that the process of knowledge creation and 
deduction is more subjective. In addition, Biggam (2008) figured out that 
interpretivism is often adapted in qualitative research method. Hence, we consider 
that interpretivism is applicable in epistemological consideration.  
 

2.4  Research approach  
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As known, there are two research approaches to acquire the new knowledge, namely 
deductive and inductive, which reflect the natural relationship between theory and 
research. The inductive approach is a process to establish new theory and build 
generalized sense through observing the individual phenomena (Hyde, 2000), while 
deductive approach is a validating and proofing theory process to check if it is 
applicable for practical cases (Hyde, 2000).  
 
Deductive method is to express the most general view of theory from the specific 
phenomena(Adams at al., 2007). Based on the well understanding of the research 
subject and theory which has the relationship between research subject, researcher 
need deduct the hypothesis which is a concept, so the researcher need to decode into 
the researchable entities (Bryman, 2008). The researchable hypothesis is abstracted 
from an argumentation closely liking with that specific researched group (Adams et 
al., 2007). Following the theory and deduced hypothesis, the data is collected from the 
evidence related with theory. Normally, the outcome of the deductive research is 
relied upon the amount of statistical instrument (Quinton and Smallbone, 2006), so it 
always associates with quantitative research method and quantitative data collection 
(Bryman, 2008). After analysis of the data, researcher exams the hypothesis so that to 
verify the theory (Neuman, 2000).  
 
Inductive method is to generate the theory from the detailed investigation of the 
researching entities or to extract the analog abstracted theory to represent the common 
phenomena (Neuman, 2000). It is sweeping to operate for cognizing the nature of the 
problem (Saunders at al., 2009). Inductive approach always begins with an 
observation, whereafter bring out a topic and a blurring concept with few assumptions 
(Neuman, 2000). It concludes from the empirical evidence via a numbered 
investigation. The research variable reflects the observational pattern and tendency, 
which guild to formulate theories with regard to the variables of researchable 
phenomena in the nature or a specific group (Adams et al., 2007). Due to the 
continuous and deeply research, the research hold the representative data to refine the 
concept and idea (Neuman, 2000). The outcome is significantly dependent on the data 
collection. The theory of the researching conclusion is deriving from detailed 
information and deeper varieties in few observational entities (Quinton and Smallbone, 
2006). Therefore, inductive approach is mostly associated with qualitative research 
and qualitative data collection (Bryman, 2008). After the systematic analysis and 
summary of the data, the research establishes the new or developed theory (Neuman, 
2000).  
 
The traditional view considered that the deductive approach is applied for the 
quantitative research, while qualitative research is described by inductive approach. 
Nevertheless, the modern researcher believed “a balance of induction and deduction is 
required in all researches and an extreme inductive will create the theoretical 
conception and perception which is significantly helpful for directing the investigation 
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of the researching phenomena. Similarly, the extreme deductive may restrain to 
evolutes the theory” (Parke, 1993). Obviously, either extreme one is not preponderant 
method for the research today.   
 
Consider our research, the deductive approach is more suitable. There are two reasons 
as follows: firstly, we find that game theory is the most suitable theoretical support in 
our study. This is because game theory investigates the best behaviors based on 
individual’s best reaction; while the audit pricing decisions is to discover the best 
pricing strategy which is affected by different stakeholders’ optimal incentives. We 
would deduct research findings based on game theory.  
 
Secondly, the purpose of this study is to test the hypotheses that reach the deductions. 
We would establish two hypotheses concerning the factors in pricing decisions and 
pricing model based on literature review; then we will conduct questionnaire to 
collect necessary information to test the hypotheses along with game analysis and 
Perfect Bayesian Equilibrium analysis. Hence, we believe that deductive approach is 
suitable.  
 

2.5 Research Strategy  

 
There are seven research strategies to explore the research methodology as follows: 
experiment, survey, case study, action research, ethnography, grounded theory and 
archival research (Saunders et al., 2009). 
 
Experiment is particular designed to the natural sciences, even though the feature of it 
will be more likely to social science research, especially the psychology (Saunders et 
al., 2009). The aim of experiment is to investigate the causal link. It is study whether 
“a change in one independent variable produces a change in another dependent 
variables” (Hakim, 2000). The simple experiments regards whether there is a link 
between two variables, whereas the complex experiments concern the size of the 
changes and significance of two or more independent variables. It is widely accepted 
that the experiments are used to answer the questions of “how” and “why” in 
exploratory and explanatory research (Saunders et al., 2009). 
 
Survey is often connected to the deductive approach. This strategy is a common and 
popular strategy in the business and management research. “It is frequently used to 
answer who, what, where, how much and how many questions” (Saunders et al., 
2009). The common way of survey strategy is to collect a great amount of data from a 
sizeable population by a greatly economical manner. The data in samples are 
standardized which allow easy comparison and these sample are frequently obtained 
by questionnaire (Saunders et al., 2009). 
 
Case study is a research strategy which uses a variety of sources of evidence to 
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process an empirical research of a specific contemporary phenomenon within its real 
life context (Robson, 2007:178 in Saunders et al., 2009). Case study strategy will be 
more suitable if the researchers wish to obtain a deep understanding of the context of 
the research and the process which is enacted (Morris & Mood, 1991 in Saunders et 
al., 2009). The way of data collection in case study is diversified and always to be 
used in combination. Commonly, the ways include interviews, observation, 
questionnaire and documentary analysis. Therefore, it tends to use different data 
collection methods within one study for the sake of ensuring the comprehension of the 
data (Saunders et al., 2009). Shortly, case study strategies will more widely regards 
the qualitative technique and research objectives (Dul & Hak, 2008). A great-designed 
case study strategy can motivate researcher to questioning the existing theory and 
offer a sources of unprecedented findings.  
 
Action research is simply done by action which is an interactive investigation 
procedure in order to understand possible causes. This kind of research strategy can 
predict the personal and organizational changes via balancing problem solving actions 
used in a collaborative circumstance with data-driven collaborative analysis (Reason 
& Bradbury, 2002). The researchers also are considered as a part of an organization 
within which he undertakes the research (Coghlan & Brannick, 2005 in Saunders, 
2009). Moreover, the connection between research and the organization issues is more 
intimated, while the research will be considered as the involvement of practitioners 
(Saunders et al., 2009). 
 
Ethnography is a research strategy which is mainly used in the research of social 
sciences, especially in the field of anthropology. It primarily investigates people, 
ethnic groups and their formations. Therefore, these strategies try to describe and 
explain the social world by the researcher plunge in it whenever is possible (Saunders 
et al., 2009). 
 
Grounded theory is often considered as the best example of the inductive approach 
(Glaser & Strauss, 1967). However, it is also considered as a “theory building” via a 
consolidation of induction and deduction. This strategy pays attention to the 
generation of theory from data by implementation of conducting research (Barry & 
Turner, 2009). The data collection in this strategy will be gathering by a series of 
observations that these data help to generate the predictions and be tested in further 
observation in order to confirm the predictions or not (Saunders et al., 2009). 
 
Archival research strategy use the administrative records and document as the main 
source as data to conduct the research. This kind of strategy permits the research 
question which focus on past and the tendency of the event to be resolved in 
exploratory, descriptive and explanatory ways (Saunders et al., 2009). 
 
Considering our undertaken research, we prefer do case study. We conduct a 
qualitative research via questionnaire, while case study is more adaptable in this way. 
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There are two main reasons of choosing case study. Firstly, we intend to establish 
audit pricing strategies by the most typical domestic accounting firm in China. The 
pricing strategies are not the same in each accounting firm. It is difficult to deduct the 
unified pricing decisions. Therefore, we select the typical accounting firm in order to 
set up specific pricing strategies. Secondly, each accounting firm has its specific 
stakeholders, while the situation of each stakeholder is diverse that exert different 
effects on final pricing decisions. It is better to use case study to focus on featured 
accounting firm and analyze specific stakeholders’ incentive on final pricing 
decisions.  
 
In our study, we choose the biggest domestic accounting firm as our research target. 
In this case, Zhong Rui Yue Hua (RSM China) naturally becomes our research target. 
This is because RSM China is the biggest domestic accounting firm in China. This 
accounting firm is more native than “Big four” because RSM China was origin in 
Peking, China, and its main business operated based on mainland China. Moreover, 
RSM China has maximum yearly income among domestic accounting firms and most 
branches around China. It indicated that RSM China is the biggest size of domestic 
accounting firms. Most importantly, the customers of RSM China involved in all kind 
of fields. According to statistics, RSM China holds the biggest number of customer 
and the biggest number of field involvements for customer (Wu, 2009).  
 
However, we have not chosen any medium-to-small size domestic accounting firms. 
There are two reasons: first, even though we witnessed that there are substantial 
medium-to-small size accounting firms in China, their pricing standards are more 
uncertain compared with RSM China. This is because the first priority is the survival 
in the fierce competition. Their pricing level is significantly linked to survivorship 
that is considered as changeable; second, as we discussed above, there are large 
numbers of medium-to-small size accounting firm. It is difficult for us to extract the 
most representative sample in this population.  
 
Regarding to case study, we try to send questionnaire to all relevant stakeholders of 
RSM China including RSM China’s manager, competitors, managers in clients’ 
companies, shareholder in clients’ companies and regulatory authorities. Basically, the 
stakeholders of pricing decision in RSM China should include the shareholders of 
RSM China. However, modern corporate governance theory supported that the 
managers and shareholders in accounting firms seems to be the same stakeholders 
(Lee, 2006 p57). Also, because RSM China is belong to limited partnership 
accounting firm (RSM China’s website, 2011), Huang et al., (2007 p27) argued that in 
this type of organizational form, shareholders should initially be “Certified Public 
Accountant”; managers often engage in accounting firms’ ownership that have same 
economic interests with shareholders. The element of case study is depicted in figure 
2.2: 
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     Figure 2.2 Element of case study 
                                                                      
As can be seen in the figure 2.2, any relevant secondary data of inside stakeholders 
and outside stakeholders of RSM China will be collected and analyzed. By the 
questionnaire, we try to affect the answers of each interview as less as possible. The 
detail of practical methodology will be discussed in chapter 4.  
 

2.6  Research Choice  

 
Quantitative is generally using in collecting quantitative data in mathematical forms 
such as statistics, tables, graphs (Saunders et al., 2009). While qualitative research is a 
contextual research, focusing on the words which transcripts from the nonnumeric 
data, such as deeply interviews, observations or documents (Patton, 1996; Bryman, 
2008). It is a more prevalent research strategy in social science study (Bryman, 2008). 
Also, it is based on the analytical generalization rather than the statistical 
generalization in the quantitative research (Yin, 1994). A qualitative research is 
concerned to figure out the underlying concepts and the relationship between the data 
and perception of research subjects (Frankfort-Nachmias, 1996). Qualitative research 
aims to generalize and to develop the theory, instead of to figure out the frequency or 
the proportion testing within the population (Hyde, 2000).  
 
The premise of the qualitative research should consider the quality of validity and 
reliability (Denzin-Lincoln, 2000; Rice-Ezzy, 1999). Some argument points out the 
validity and reliability which normal comes by the statistical approach from 
quantitative assumption while they are hardly controlled in the qualitative research 
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(Agar, 1986). It is imperative to choose targeting participants in the central site of 
study that is able to supply rich and useful information for further analysis and 
research (Patton, 2002). 
 
Qualitative data trends to reveal the in-depth understanding of the lives, experiences, 
research participants and respondents. The data is frequently obtained with the form 
of open ending or free response. (Cheek et al., 2004) Therefore, it will provide rich 
information to make up the research gap. It is no doubt to produce partial useless 
information in the process of data collection. It is important to well design and pay 
attention to the philosophy of the interview or questionnaire. The good design of 
interview or questionnaire will help to conduct the response which is more concerning 
on the research topic (Cheek et al., 2004). 
 
Based on qualitative background, it is a subjective process and impossible for 
researchers to get data segregating from whose study area so that increases the bias 
during the data selection. (Cheek et al., 2004) A same set of data would produce 
different findings from different individual researchers' minds. A better basis path to 
understand and to perform the qualitative research contains the better identification of 
theoretical framework, which includes like phenomenology, grounded theory and 
critical discourse analysis and so on, within conduction of the study (Cheek et al., 
2004; Rice-Ezzy, 1999).  
 
Considering our undertaken research, the qualitative research approach is more 
suitable for us. The reason is that we have not used any statistical method to process 
our data. We conduct questionnaires to collect data. These data are mainly based on 
open questions which would not be analyzed by statistical manner. It is adapted to the 
characteristics of qualitative research.  
 
However, the qualitative research is more subjective. It evitable increases the bias 
because the following reasons: the subjectivity of questionnaire, the limited scope of 
questionnaire, the subjectivity of respondents and the language bias in translation 
process. In order to avoid these bias as much as possible, the criterion of choosing 
final questionnaire’s respondent is he or she should be an independent thinker, which 
means that he or she has no interpersonal relationship to us. In addition, we will 
conduct our questionnaire to all relevant stakeholders, which means that we consider 
all possible behaviors or incentives influencing final pricing decisions. Lastly, we will 
initially conduct pilot questionnaire to small groups and ask them to give response 
about the perception and understanding of open questions in order to test the quality 
of questions. Also, in the pilot questionnaire, we collect other factors which do not 
mention in the literature but affect audit pricing decisions. After that we can add and 
correct the questionnaires for the sake of launching final version of questionnaires.  
 

2.7 Research Design 
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The aim of research design is to make the major part of research project more 
apparent and to resolve the research questions. The selection of research design is able 
to conduct the methodological procedures and research process (Bryman, 2007). 
There are three approaches of research design based on specific research questions as 
follows: exploratory research, descriptive research and explanatory research.  
 
Exploratory research is used to portray an understanding of the business problems or 
chances. Researchers often conduct exploratory research when they have little 
information, which is suitable for them when the problem or the change is fresh. It is 
widely accepted that this research detect the new relationship, patterns, ideas, and so 
on. Hence, it is not appropriate to examine specific research hypotheses (Hair et al., 
2007).  
 
Descriptive research is to describe an accurate outline of persons, events and 
situations (Robson, 1993 in Saunders et al., 2009). In other word, it is designed to 
acquire data in order to portray the characteristics of the topic of interests in the 
investigation. There are two types of descriptive research, is cross-sectional design 
and longitudinal design (Hair et al., 2007). Descriptive research point out that it is 
necessary to understand the phenomenon of data collection before gathering the data.    
 
Casual research is to build up the cause and effect relationship between variables. The 
aim of this study is to resolve the problem of “why”. It establishes on exploratory and 
descriptive research and in order to indentify the reason something occurs. It cannot 
neglect that causal research go beyond focusing on the topic or offer a profile of it 
(Saunders et al., 2009, Neuman 2000, Hair et al., 2007).  
 

Considering our undertaken research, we think that an exploratory study is more 
suitable in our study. There are two reasons: first, exploratory study concerns find out 
the new insights and investigate the question in a new light (Robson, 1993:42 in 
Saunders et al., 2009). In our study, we intend to explore the new findings in audit 
pricing decisions which satisfy the optimal strategies for all relevant stakeholders. It is 
a fresh idea to combine game theory into audit pricing decisions; second, Hair et al., 
(2007) described that exploratory study frequently relies on qualitative approach such 
as informal discussion with employees, management, competitors through case 
studies, interviews, focus group or pilot studies. Regarding to our study, we will 
implement case study and analyze qualitative data; in addition, we will explore the 
understanding of respondents by pilot study and questionnaire. We believe that it is in 
accordance with exploratory study.  
 

2.8  Secondary source search 

 
Data collection is significantly associating with data analysis. Generally speaking, 
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there are two types of data: primary data and secondary data (Bryman, 2007; Saunders 
et al., 2009, Hakim, 1982). Primary data are those data which collected by researchers 
for the sake of conducting research, answering research questions and meeting 
research objectives (Saunders et al., 2009), while secondary data are those 
“re-analyzing data” and have already been collected from other resources (Hakim, 
1982).  
 
In our paper, we applied both primary data and secondary data. We used secondary 
data such as the existed theory of Nash Equilibrium, Perfect Bayesian Equilibrium 
and supporting documents from RSM China, clients and regulatory authority in order 
to reinforce our empirical analysis; while the primary data will be discussed in 
Chapter 5.  
 
The secondary data comes from various ways. It is mainly from three sources: 
1) From the books and articles in the library: some literatures were collected from 

the library in Umeå University. We initially search the relevant key words in the 
homepage of library, then we can go through specific books and articles in the 
library, and finally collected useful literatures which related to our research topic.  

2) From E-books and E-articles: we find that only the literature in library is not 
enough. It is necessary for us to dip into massive literatures in order to support the 
argument. Therefore, we would research them online. There are two possible ways 
to go through these literatures. Firstly, to go to some professional databases, such 
as ScienceDirect and JSTOR, to find relevant E-articles and E-books. We only can 
go access to these databases after log on the users of library. Secondly, to go to 
some free databases online, such as Google Scholar. But we would mainly find 
relevant literature by professional databases.  

3) From the information on the website: in some specific circumstances, we should 
collect relevant literatures on companies’ website or companies’ internal manual 
which is also available online. For example, we can only collect the information 
of RSM China on its homepage and its internal manual. But it is not a common 
way of searching literatures in our paper.  

 

2.9  Critical assessment of the secondary sources 

 
Saunders et al., (2009) described that it is important to evaluate the secondary data 
sources. They also classified the evaluation into two aspects: overall suitability and 
precise suitability.  
 
Concerning the overall suitability, Kervin (1999) said that one of the most important 
criteria in suitability is the measurement validity. It means that the secondary data do 
not quite match the research topic (Jocob, 1994). Also, Saunders et al., (2009) defined 
that the other criteria of overall suitability is the coverage. It means it should ensure 
that unwanted data are not included. 
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Concerning precise suitability, Saunders et al., (2009) said that reliability and validity 
is one of important criteria. They argued that data from professional databases and 
well-know organizations are likely to be reliable; also, data from government 
organizations are also seems to be reliable. However, the data in organizations’ 
records are more difficult to assess. The other criterion is the measurement bias. 
Kervin (1999) said that there are two aspects: deliberate or intentional distortion of 
data and changes in the way data are collected.  
 
Considering our undertaken research, we believe that the secondary data in this study 
is plentiful and applicable. The first criterion of our secondary sources search is that 
the data should match our research topic. It means that we will search substantial data 
concerning audit theories and game theories. The second criterion is that the data 
should be reliable and valid. We will collect data from reliable books, articles, 
brochures and websites.  
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CHAPTER 3 THEORETICAL FRAMEWORK 

 
In this chapter, it reviews the literature and describes the theories which will be used 
in empirical analysis. Based on the literature review, it established two hypotheses at 
the end.  
 
 

3.1 Choice of theory 

 
A study of audit pricing decisions for accounting firms is to understand the factors in 
pricing decisions as well as the relationship between factors and the pricing model. It 
is important to explore in this issue because a successful decision will lead to two 
benefits as follows: first, the operation of accounting firms turns to be more effective 
because a suitable price will maximum the utility of resources inside the firms that are 
in compliance of “cost-effectiveness”; second, the audit market lead to be more stable 
under a appropriate price. All relevant parties, including the firms, competitors, clients, 
shareholders and regulatory authority would become equilibrium which provides 
groundwork of fair and orderly market.    
 
There are various researches in audit pricing decisions. Rushinek (1990 p518) 
examined the relationship between audit firm size and audit pricing decisions by 
statistical manner. It found that the firm size is one of determinant in audit pricing 
decision. It mainly focuses on the audit firm itself. Stokes et al., (2003 p144) explored 
the audit pricing decisions for financial institutions. They found that the high audit 
prices occurred in those companies which more involved in acquisition activity and 
keep in higher level of capital by the requirement of regulatory authorities. This 
research defined that regulators might influence pricing decisions to some extent. 
Regarding to clients perspective, Thorne et al., (2001 p31) used a LOGIT regression 
model to investigate the audit contract in different type of clients. The aim is to study 
which type of contract is able to explain the differences in audit price. They found that 
the audit price is lower for those with fixed price contracts than cost-reimbursement 
contracts.  
   
It is not doubted that pricing decision will be affected by all relevant parties. This is 
because audit pricing decision is a complex phenomenon that cannot be specified 
according to a simple demand and supply relationship. Decisions will undertake the 
contest among customers, competitors and regulatory authorities (Kaylan & 
Samuelson, 2001). Hence, pricing decisions will be established prior to the 
consideration of involved stakeholders. In order to resolve the research gap, we think 
that game theory is the most applicable theory for us.  
 
Game theory is a tenable and a mathematical method that investigate the situations of 
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competition and collaboration between different involved parties. This theory is in 
order to study what is the relationship between these parties, and how they influence 
each other (Hans, 2008). Therefore, this theory is used in a competitive circumstance 
to probe into “what if” solutions (Cascarino, 2007). Game theory is a case of strategic 
solutions which is widely used in economic and social problems under competitive 
situations (Hans, 2008). 
 
As a result, combining game theory into audit pricing decisions is good idea in 
building up pricing model under a complex and competitive circumstance. In this 
paper, we intend to develop pricing decisions at the same time take all involved 
parties into account that ultimately build up suitable pricing models for RSM China 
and other similar accounting firms.  
 

3.2 An overview of audit pricing 

 
Before analyze the audit pricing decision, it is important to understand the audit 
relationship and audit quality. Audit relationship provides a framework of pricing 
decision, while audit quality is the basic requirement of audit pricing.  
 
3.2.1 Audit relationship 
 
Audit relationship is a triangle relationship among audit subject, audit object and 
client. A proper audit relationship ensures a regulated audit activity (Carcello et al.,  
2002 p367). Generally speaking, the audit relationship answers three straightforward 
questions as follows: first, who ask for audit? It is the client; second, who to do audit? 
It is the auditors; third, who to be audited? It’s the auditee. Therefore, the audit 
relationship includes tripartite relationships as follows: the relationship between 
auditor and client; the relationship between client and auditee; the relationship 
between auditor and auditee (Kleinman and Palmon, 2001). The audit relationship will 
be showed in the figure 3.1: 
 

 
Figure 3.1 “Traditional” audit relationship 

Client 

Auditor Auditee 
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The explanation of each relationship will be described as follows: 
1) Auditee-Auditor: auditee provides relevant accounting information to auditor, 

while auditor conduct audit to auditee.  
2) Client-Auditor: client select auditor and delegate task to he or she, while auditor 

provide audit report to client. 
3) Auditee-Client: auditee provides relevant financial report to client, while client 

delegate normal operation to auditee. 
 
This kind of audit relationship can be probably defined as “traditional audit 
relationship” (Johnstone, 2002 p199). The genesis of this type of audit relationship 
derives from the separation of property rights and management right, which is 
sometimes designated by the name of principle-agent theory. We will discuss this 
theory in the section 3.3.1.  
 

However, current audit relationship might changes into two occasions: first, the 
relationship between client and auditor will cut off (Johnstone, 2002 p203). The new 
relationship will be show in figure 3.2:  

 
Figure 3.2 First occasion of “current” audit relationship 

 
The explanation of each relationship will be described as follows: 
1) Auditee-Auditor: auditee delegate audit task to auditor and provide relevant 

accounting information to auditor, while auditor conduct audit to auditee, in 
addition, auditor also provides audit report to auditee.  

2) Client-Auditee: client delegates ordinary operation and management to auditee, 
while auditee provides financial reports to clients.  

 
The second occasion is that it combines client and auditee into the same related party 
(Johnstone, 2002 p204). The new relationship will be shown in the figure below: 

 
Figure 3.3 Second occasion of “current” audit relationship 

 
The explanation of this relationship will be described as follows: 
Client & Auditee-Auditor: client & auditee will delegate audit task to auditor, also, 

Client Auditee Auditor 

Client & Auditee Auditor 
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they provide relevant accounting information to auditor, while auditor conduct audit 
and provide audit report to client & auditee. 
 

Currently, the relationship between client and auditor might become unapparent 
(Johnstone, 2002 p204). This is because the role of client in the network turns to be 
weakened or even be eliminated. In this occasion, client will lose his or her 
supervision and control toward audit activities. Cascarino (2007) commented that the 
closer relationship between auditee and auditor is harmful to auditor’s independence 
because of economic interest involved.  
 
As a result, audit pricing decision may be affected by new audit relationships to some 
extent. For this reason, pricing decision should be discreetly designed. Understanding 
new audit relationships enable us to realize the noticeable areas in audit pricing 
model.   
 

3.2.2 Audit quality 
 
Audit quality is the extent of compliance to relevant audit standards for auditors. It 
examines whether audit activities and related results follow the objectives (Parsowith, 
1995). While Cacello et al., (2002 p380) complemented that audit quality would 
reduce information asymmetry between management and shareholders in order to 
remains the interests of shareholders.  
 
More specifically, audit quality can be described as follows by various researchers. 
DeAngelo (1981 p185) described that audit quality is the probability for auditors to 
discover the fraud in client’s financial reports and accounting system as well as report 
these material misstatements. The ability and the perception by auditors to detect 
these material misstatements will be defined as auditor independence. Therefore, 
based on DeAngelo’s definition, audit quality is both auditor’s professional 
competence and his or her independence. Another common definition of audit quality 
was described by Palmrose (1988 p62). He defined audit quality is the extent of 
assurance which mainly focus on the result of audit. This kind of definition pays more 
attention to the evaluation of financial statements users that assess their opinion 
regarding to the level of assurance and dependability of audited financial statements.  
 
However, even though audit quality is easily to be defined, but it is still difficult to 
assess audit quality. This is because the only observable way to examine audit quality 
is the audit report which has a universal template (Jere, 2004 p352). In addition, Jere 
(2004 p352) stated that most of audit reports are “standard clean opinions”. Hence, it 
is important to establish a valid proxy to explore the evaluation of audit quality.  
 
DeAngelo (1981 p187) described that one suitable proxy to assess audit quality is 
accounting firms size. She found that accounting firm size has a positive relationship 
to audit quality. This is because large accounting firms might undertake more losses 
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than small firms if fail to report the material misstatements in records. Another 
explanation is that those large reputable accounting firms had incentive to maintain 
their high audit quality (Francis and Wilson, 1988 p665). It is widely accepted that 
accounting firm size is commonly used in audit quality measurement. 
 
There are still other methods to measure audit quality. For example, Teoh and Wong 
(1993 p352) used earning response coefficient to be a proxy of audit quality. They 
found that clients of big 8 have higher earnings response coefficient than non big 8 
that high coefficient expressed high audit quality. Krishnan and Schauer (2000 p10) 
tested the relationship between probability of detecting material misstatement and the 
compliance with standards. They found there seemed to have a direct relationship.  
 
Undoubtedly, audit pricing decisions have an association with audit quality. There are 
various researchers tested the relationship between audit quality and audit price. For 
example, Palmrose (1988 p67) found that there seemed to have a strong relationship 
between audit quality and audit price. He found that “big 8” have higher audit price 
than non “big 8”. It can deduce that “big 8” might provide higher audit quality than 
non big 8. While Rani and Barrgato (2007 p233) tested this relationship during the 
period of 2000-2003 and found that there is a statistically significant positive 
association. They also conducted a similar test between non-audit fees and audit 
quality, and also found a positive association. We will discuss the detail of 
relationship between audit quality and audit price in the section 3.2.4. 
 
Therefore, if we say that audit relationship is the foundation of audit pricing decision, 
audit quality becomes the requirement of audit pricing decision. When establish 
relevant audit price, decision makers should be aware of providing good audit quality. 
 
3.2.3 Audit pricing 
 
The audit pricing or pricing of audit services is the specific pricing process under the 
negotiation between supply and demand (Iain and Manson, 2008). From the supply 
prospective, accounting firms only provide audit services to clients if audit pricing 
exceed relative audit costs. Similarly, form the demand prospective, clients only 
designate audit task to accounting firms if the value brought from audit services 
beyond purchasing costs. The motivation of accounting firms and clients vary from 
different situations, nevertheless, the level of audit pricing is one of important factor 
for both sides.  
 
From the literature review, we find that there are several determinants in audit pricing. 
The size of clients is one of the most determinable factors in explaining audit pricing. 
Butterworth and Houghton (1995 p328) tried to use the total asset as the index of 
client’s size. They found that there is a positive relationship between audit pricing and 
the size of clients. This is because accounting firms tend to conduct more audit work 
as the size of client increase to guarantee the compliance and substantial testing. 
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Meanwhile, many researchers consider that other proxies would be taken the place of 
client’s size. For example, Taffler and Ramalinggam (1982) used total sales as the 
proxy to analyze the determinants of audit pricing in UK, while Firth (1985 p28) 
analyzed the situation in New Zealand, and used both total asset and total sales. 
However, researchers found that the relationship between audit pricing and the size of 
clients seems to non-linear. Simunic (1980 p188) stated that audit pricing would 
increase at a slightly decreasing rate with the client’s size. For this reason, the nature 
log of total assets will be widely used in previous research as the proxy of client’s 
size.  
 
Other variable determining audit pricing includes the complexity of client. Palmrose 
(1988 p64) found that the number of subsidiaries was significant to audit pricing. The 
more subsidiaries the client has, the higher audit price should be imposed. Firth (1985 
p29) complemented additional proxy of complexity. He used the ratio of client’s 
receivables to total assets and client’s inventories to total assets. It is also significant 
to audit pricing. Simunic (1980 p188) also pointed out that diversification of clients is 
also a considerable variable in audit pricing. We suppose that the clients become more 
complex, more time and more work should be conducted by accounting firms. It 
would increase the efforts to examine relevant transaction.  
 
The size of accounting firm is also one of determinants. Lots of researchers tried to 
test the existence of price premiums in big accounting firms. Simunic (1980 p190) 
found that there is no existence of price premiums in “Big 8”. He also pointed out that 
the group of “Big 8” lead to collect less audit price than other no “Big 8” firms. 
However, Palmorse (1986 p101), Francis and Stokes (1986 p20) discovered an 
opposite ideas. They initially classified the size of clients into “smaller” and “bigger”, 
and found that the audit price of “Big 8” was higher than no “Big 8” for smaller 
clients. But there are almost no price differences for bigger clients. Therefore, the 
finding of relationship between size of accounting firms and audit price seems to be 
mixed. It has been accepted that the creation of price premiums in big accounting 
firms (Big 8/Big 6/Big 4) is difficult to achieve because research has been conducted 
in various market (Ayoib and Houghton, 1996 p70).  
 
Two determinants also affect audit pricing decision, but they pose less influences on 
this determination. “Busy season” is one of determinants. Rubin (1988 p169) 
described that during the busy season, the work of accounting firm will dramatically 
increase because the high demand, then higher price will be collected in peak season. 
He use statistical manner to examine this variables and found that it is significant in 
the sample of the public sector. The second determinant is audit location. Ezzamel et 
al., (2002 p32) found that there is a significant connection between audit price and 
audit location. They used dummies as London site and non-London site and 
discovered that there is audit price premium for London office site compared with 
those based on non-London site.  
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In addition, audit pricing often involves in audit risk. One research defined audit 
pricing is a co-activation of both the cost of conducting the audit and the expected 
cost of audit risk (Simunic 1980 p188). Many researchers believed that there is a 
significant association between audit pricing and audit risk. Rubin (1988 p170) stated 
that accounting firms tried to increase the audit efforts to decrease the opportunity of 
undetected misstatements. It is inevitably increase audit price. Hence, audit pricing 
and audit risk seems to have a positive relation. In addition, Iain and Manson (2008) 
complemented this relationship in one more point. They commented that the lower 
audit price tend auditors to be more reliant on non-audit service that produce a threat 
to audit independence. Auditors have less incentive to report misstatement they have 
detected. In sum, researcher concluded that accounting firms tend to charge higher 
audit price if the audit risk enhance.  
 
The determinants of audit pricing will be shown in the figure 3.4: 
 

 
Figure 3.4 Factors in audit pricing 

 
In the above figure, the importance of determinants is portrayed by their size. The 
bigger size it has, the more importance in explaining audit pricing, whereas audit risk 
is independent within these determinants and has a positive association with audit 
pricing. As can been seen, previous researcher believed that accounting firm size, 
client size, client complexity are the main determinants; while location, busy season 
are least significant determinants.  
 
3.2.4 The relationship between audit price and audit quality 
 
In recent years, more and more researchers debated the association between auditor’s 
independence with their ability to conduct high-quality audit work. The most typical 
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case is Enron which emerged the problem of audit independence. The collapse of 
Enron and Arthur Anderson indicate that the lost of audit independence lead to 
unreliable audit results. It is very interesting to explore the reason of this issue into 
audit price prospective.  
 
It has been widely accepted that audit price affect audit quality in two ways. Firstly, 
relative high price paid to auditors is able for them to obligate more effort in audit, 
and then improve the audit quality (Rani and Barrgato, 2007 p235). It may relate to 
the relationship between audit price and audit resources. Rani and Barrgato (2007 
p235) stated that there is positive association within these two elements. Regarding to 
audit resources, it includes human resources and material resources. Human resource 
is to incorporate auditors’ education, experiences, profession and conscientiousness. 
While material resource is audit inputs including fees of collecting audit evidences 
and retaining and training auditors (Iain and Manson, 2008). We expect that the ability 
of detecting misstatement may increase when engaged in more professional and 
educated auditors. Concerning material resources, auditors are able to collect 
sufficient audit evidences when they charge high audit fees to clients. Secondly, 
Palmrose (1988 p71), Iain and Manson (2008) described that high audit price of 
non-audit services push auditors to be more dependent on clients. We have discussed 
in the pervious section, auditors may issue fraudulent audit opinions because of the 
economic dependence on clients.  
 
Concerning the regulatory issue of association between audit quality and audit price, 
Sarbanes-Oxley Act in 2002 pay attention to the limitation of non-audit services 
provided by accounting firms. It mainly includes three categories: “financial 
information system’s application and design; internal audit function and other services 
including investment adviser, investment banking, and so on” (Sarbanes-Oxley Act, 
2002). It required that listed companies should provide additional disclosure about 
auditing provider and relevant audit fees. The aim is to make all information more 
apparent to public and improve the awareness of audit quality. Kinney and Libby 
(2004) depicted that those non-audit services pointed out by SOX are harmful to audit 
independence and induce lower audit quality.  
 
Concerning prior literatures, the finding of relationship between audit price and audit 
quality is diverse. For example, Frankel et al. (2002 p101) found that the association 
between non-audit service and earning management is significant. It seemed that 
companies provided by non-audit services may manager more earnings than other 
companies. They also found that there was positive relationship between audit price 
and the scale of discretionary accruals. However, LaFond and Mayhew (2003 p486) 
discovered that there was no relative relationship between audit price and 
discretionary accruals, also, between audit price and income increasing-accruals. In 
addition, other literature investigated the abnormal audit price into audit quality. For 
example, Frankel et al. (2002 p102) also examined abnormal audit price ratio, but 
they have not connect abnormal fees to audit quality. Sankaraguruswamy and 
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Raghunandan (2003 p741) initially classified companies into two groups: restating 
companies and non-restating companies then used abnormal price ratio and abnormal 
total price ratio to compare them. While Francis et al. (2004 p49) found that there was 
no obvious relationship between price ratio and log of total price to discretionary 
accruals.  
 

In conclusion, we can consider based on literature above that there is a relationship 
between audit price and audit quality. Audit independence is commonly involved in 
this issue because the independence of auditors poses significant influences on audit 
quality, while the level of audit price frequently affects auditor’s independence. When 
establish audit pricing model for accounting firms, it is necessary to be aware of the 
association between audit price and audit quality.  
 

3.3 An overview of theories regarding to audit price 

 
3.3.1 Principle-agent theory 
 
The modern concept of principal-agent theory is raised by Ross (1973 p134). The 
agency relationship forms between two or more parties, one plays as the role of the 
agent, while the other who will be on behalf of the interest of remaining named as 
principal. The agent will be authorized the certain power of representative for 
principal to make certain decision in a particular domain (Ross, 1973 p134).  
 
According to principal-agent theory, the essence of audit service can bring about the 
maximum benefit to both parties (Ross, 1973 p134). Agency relationship refers to one 
or more people (principal) designate the other one or more people (agent), who will 
stand for the interest of the principal to perform certain activity, so that the principal 
refers to the rights of the certain decision making by the contract (Sappington, 1991 
p52). He also argued that both principal and agent are benefit seekers. Signing a 
contract is the first step to achieve the bilateral utility maximization. The principal 
maximizes the profit of the objective function through the ordinary operation and 
management, whereas the agent tries to maximize the own benefit through 
achievement of specific objectives set by principles (Ross, 1973 p134). Obviously, 
they have the different objective functions, so that it yields to the principal-agent 
problem. 
  
Different researchers had different opinions in solving principle-agent problems; we 
try to conclude as follows (Ross, 1973 p134, Sappinton, 1991 p58):  
1) Strengthen the reporting system. The agent should provide the required reports to 
the principal, at least, reports the items in the required list.  
2) Apply the incentive system. It aims to encourage the agent to work hard and 
efficiently, so that both sides can get the maximum benefit.  
3) Enhance the monitor system. It is an effective instrument in nowadays. Concerning 
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the principle-agent problem, it can build up the audit committee which can effectively 
lower the information asymmetry to certain extent (Joseph and Terry, 2000 p167, 
Carcello, 2002 p381). 
 
3.3.2 Information theory and Information asymmetry  
 
The process of the information transmission has the information asymmetry problem. 
The sellers know more information about the products than the buyers in the market. 
When the buyer cannot make a difference from the quality from a product to another, 
the buyer tends to pay the same price for all products based on the impression from 
the whole market. Hence, the sellers, who purchase the high quality product, have to 
sell with a low price. Finally it tends to “bad money dries out good” (Frankel and Li, 
2001 p231). The market becomes the lemons’ market. In this circumstance, the 
communication is the most useful way to solve this problem.  
 
Based on the above theory, we can deduct that lots of high-quality accounting firms 
would sell their products at a lower price. The reason is that the information 
asymmetry would arise in the market; while clients would not very sure which 
accounting firm provide high-quality services. They would endow all accounting 
firms in the same price. But according to Lasse (2005 p312), in the realistic 
accounting market, accounting firms would launch the “signal” of high audit fees in 
order to attract clients. Clients frequently believe that the firms with high fees would 
provide relatively high quality. In addition, she also pointed out that “Big four” would 
put more efforts in audit work that attract clients by their high audit fees, international 
reputation as well as the evidence of audit efforts. It is very interesting for us to 
investigate whether high audit fees are the “signal” of high audit quality or not in any 
circumstance.  
 
3.3.3 Deep pocket theory  
 
According to Rittenberg et al., (2009), deep pocket theory is also called the “insurance 
hypothesis”. He point out two main perspectives: 
  
1) It arises in the different understanding of audit between accounting firms and 

clients. This problem is mainly produced by information asymmetry (Rittenberg et 
al., 2009). Clients tend to maximize their interests that probably collude with 
accounting firms in case of bad financial performance. They believe that audit is 
used to protect own interests, such as make financial report more reliable to the 
public, or transfer the risk to accounting firms (Poitevin, 1989 p127).  

2) It concerns the legal obligation in case of audit failure, such as fraud accounting 
information, audit collusion, and so on (Rittenberg et al., 2009). When the audit 
failure occurs, regulatory authority tends to punish accounting firm and fine them 
in a great amount of money. However, Poitevin (1989 p129) argued that this 
measurement is actually the “irrational unlimited liability”, It means that either 
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clients or accounting firms who can adapt to the large fine should undertake the 
failure. In reality, most of accounting firms have the ability of compensation that 
they frequently undertake the large fine. Kastantin (1988) described that in case of 
audit failure, the punishment should be more related to clients because most of 
audit collusion are proposed by clients. It is not fair that accounting firms 
undertake more failure than clients.  

 
We find that if audit failure occurs, or audit collusion is discovered by regulatory 
authority, accounting firms tend to undertake more fines and punishment. Therefore, 
when analyze the pricing decisions, it is necessary to consider legal obligation.  
 
3.3.4 Accounting firms differentiation theory 
 
Today, accounting firms encounter a more complicated and crowed market than ever 
before. Managers tend to be increasingly conscious of the fierce competition and 
more demanding of their clients. Differentiation is the best way for accounting firms 
to overweight against other firms. In addition, differentiation can lead accounting 
firms to be superior in pricing decisions. Therefore, it is necessary to explore the 
accounting firm differentiation from prior researches. 
 
The most famous accounting differentiation theory is established by Burton and 
Roberts (1967 p133). They choose 500 big companies during the period of 1955-1963 
and found that there were totally 137 companies changed their accounting firms in the 
13-year period. The result of their finding is various, but they conclude that the theory 
of accounting differentiation is the differences of constituents provided by different 
accounting firms; while these differences arises from the following factors: reputation, 
expertise, location, response of demand, ability of non-audit services, etc. When the 
client intends to improve its performance in stock market, they will employ the 
“better” accounting firm to audit their financial reports. While these “reliable” reports 
seem to preferably satisfy outside target. However, they also pointed that “better” 
accounting firm only improves the reliability of financial reports, rather than improves 
financial performance. Another finding of Burton and Roberts (1967 p142) was that 
the increasingly firms tended to be more international from local to global. This is 
because the client would like to obtain international reputation and expertise from 
accounting firms, especially when they plan to issue IPOs.  
 
Other researchers also investigated the reason of differentiation in accounting firms. 
Schwart and Merton (1985 p259) studied the client’s opinion of accounting firm’s 
retention from differentiation perspective. They found different groups of companies 
intend to employ different type of accounting firms. The sample has 132 companies 
during the period of 1974-1982. These companies have been on the listed of NYSE 
and AMSE, and classified into “good” and “financially distressed”. The result was 
that the “financially distressed” companies often changes their accounting firms, 
while “good” companies were likely to keep the same accounting firm. Francis and 
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Wilson (1988 p679) used the companies which have been changed accounting firms 
during the period of 1978-1985 as sample, in order to probe into the relationship 
between agency costs and accounting firms differentiation. The proxy of agency cost 
is the ratio of equity ratio to long-term debt ratio, while the proxy of accounting firm 
differentiation is the ratio of accounting firm size to audit reputation. The result had 
two types: dummy variable (accounting firm reputation) and continuous variable 
(accounting firm size). They found that in the dummy variable model, the bonus 
scheme is significantly positive to total asset in the company; while in the continuous 
variable model, the equity ratio is significantly negative to long-term debt ratio. 
Therefore, when the agency cost become higher, the company tend to avoid 
accounting firm in big size.  
 
In reality, it is an interesting field to investigate the differences among different 
accounting firms. Also, investigate the differences on pricing decisions. For example, 
it is interesting to find whether the differences in quality would exert effects on 
pricing decisions or not.  
 

3.4 Game theory 

 
3.4.1 The overview of game theory 
 
Game theory is a formal, mathematical discipline which studies situations of 
competition and cooperation between several involved parties (Hans, 2008). It uses a 
general mathematical technique for researching the phenomena that each individual 
decision affects others’ interest within the certain group (Myerson, 2007). Game theory 
also be thought as a method of studying strategic situation, in which the participant 
achieve the decision making depended on other participants’ choices (Green et al., 
1995).  
 
Game theory is wildly used in economics. That is to make a strategic decision 
according on the conjecture of the possible strategic decision of competitors under 
information asymmetry (Axelrod, 1984). It is one of the important branches in 
contemporary economics. Game theory can be tracked back to nineteenth-century 
economics, which injected the fresh blood into the modern economics with application 
of the mathematics view to solve the problem in the social science (Bruin, 2008). 
 
There are five ingredients of a game: players which are the participants, strategies 
which are the method for choosing the decision, payoffs which is the result of 
game-loss or gain, orders which means the players apply to strategic decisions before 
or after than others, and equilibrium is the strategy portfolio of all the players’ final 
decision making (Fudenberg and Tirole, 1991; Green et al., 1995). 
 
Generally, there are different forms in game theory. Damme (1994) described that 
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there are four types of forms: extensive form, normal form, characteristic function 
form and partition function form. Within these for forms, extensive and normal forms 
were widely used in normal life.  
 
Extensive form is used to analyze the moves in the sequencing time (Fudenberg and 
Tirole, 1991). It is frequently conducted by “game tree”, which is shown in figure 3.5 
 
 
 
 
 
 
 
 
 
 
 
                  Figure 3.5 Extensive form in game 
 
In this game, there are two players, player A and player B, respectively. Player A can 
choose either t1, or t2. Player B will choose after the move of A. If player A moves to 
t2, then player B can choose either u1 or u2. We suppose that player A choose t2, and 
player B choose u1, then player A can get (e), and player B can get (f).  
 
This form of game is very common in analyzing the actual problems. We will adapt 
extensive form in our game analysis. Bruin (2008) said that extensive form is widely 
used in the circumstance of imperfect information. We believe the pricing model will 
be established in an imperfect information market. Also, Bruin (2008) argued that 
extensive form can catch the simultaneous-move games.  
 
Normal form is frequently adapted by a matrix which depicts the players, strategies, 
and payoffs (Fudenberg and Tirole, 1991). They argued that the normal form can 
relate to the each player’s payoff that can understand every possible action. Therefore, 
this sample form is very understandable and widely used in business research (Dutta, 
1999). The figure 3.6 is the example of normal form.  

 
Figure 3.6 Normal form in game 
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As can be seen in this example, each player, A and B, has two different strategies. 
Player A can choose up or down, while player B can choose left or right. We suppose 
player A choose up, while player B chose left, then player A can get the payoff (a), 
while player B can get the payoff (b).  
 
When the action of each player is simultaneous, it is better to adapt normal form 
(Bruin 2008). In addition, in the normal form, each player would not know the action 
of others. Myerson (1997) claimed that if the players have the information of others, it 
is more adaptable to apply extensive form.  
 
Game theory can be classified by types. Normally, it can be classified into two main 
types: cooperative and non-corporative. The cooperative game means that the players 
are restricted by the commitments. If no commitments it is non-cooperative game. 
Harsanyi (1974 p1485) claimed that non-corporative game was widely used in reality 
because of its simplicity and maturity. According to his opinions, we suppose that 
non-corporative is more applicable in our study.  
 
Within the non-corporative game, it also can be classified into small categories based 
on the information communication level. Damme (1987) classified it as: Nash 
equilibrium, subgame perfect Nash equilibrium, Bayesian Nash equilibrium and 
perfect Bayesian Nash equilibrium.  
 
3.4.2 Nash equilibrium  
 
Nash equilibrium is one of important concept in game theory. It is used to analyze the 
result of interactive decision making. More specifically, the game process is involving 
several decision makers (two or more), and forecast what the result is if players are 
making decisions at the same time (Damme, 1987). In other word, the result cannot be 
deduced if researcher isolates the decisions. In the practical work, researchers have to 
ask each player what is the next action that take decision making of others into 
consideration (Damme, 1987). 
 
Therefore, in the Nash equilibrium, the player will not receive the better result if he or 
she singly changes the strategy. Bruin (2008) argued that in the Nash equilibrium, 
each strategy is a best answer to other players’ strategies. Miller (2003) described that 
the Nash equilibrium is more useful in the business world. In order to predict the 
equilibrium, it should initially estimate all players’ possible actions. After that, it can 
deduct the result where each player would satisfy the strategy given the result. The 
simple example in Nash equilibrium is in the figure 3.7: 
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Figure 3.7 Nash equilibrium in game 
 
Many researchers discovered that Nash equilibrium can be used in the price strategies. 
Hirschey (2009) explained that given the action of the competitor, neither firm is able 
to enhance it own payoff by singly changing own action. Therefore, in reality, firm 
and competitor have two alternatives: both firms choose the regular price, or both 
firms choose the lowest price. Therefore, the principle of Nash equilibrium is that the 
player would establish own strategy based on the other players’ given optimal 
strategies (John and Hopkins, 2005 p139). 
 
We suppose that Nash equilibrium is adaptable in our study. For specific factors, the 
effects on pricing decision are the consequence of game process by different 
stakeholders’ incentives. For example, when consider the effects of competition; the 
pricing decisions is the optimal strategy for both accounting firm and competitor; 
while this game process can be deduct by Nash equilibrium.  
 
3.4.3 Perfect Bayesian Equilibrium  
 
Perfect Bayesian Equilibrium is another type of non-corporate game (Harsanyi, 1967 
p338). It is widely used in incomplete information. We suppose that it can use in the 
pricing model. Because combining all relevant factors, the information becomes 
incomplete. For example, when client employ accounting firm in the first time, the 
quality of accounting firm is unclear. In addition, even though the accounting firm has 
a high reputation, clients still do not know audit failure will disappear or not. In this 
case, the process of pricing establishment turn to be more complicated. Therefore, we 
apply Perfect Bayesian Equilibrium which is suitable to use for the incomplete 
information.  
 
There are lots of researchers defined the Perfect Bayesian Equilibrium. Hans (2008) 
described that the player would estimate the possibility of all players’ possible 
strategies, then apply the most suitable strategy based on given actions by other 
players. It used in dynamic games and players would take the actions sequentially 
instead of simultaneously.  
 
Also, Montet and Serra (2003) stated that in Perfect Bayesian Equilibrium, it is 
necessary to identify the types, strategies, payoff for each player. Specifying the types 
means that it should identify all possible types of players. Identifying the strategies 

                    Player 2        Player 2 
(Apply strategy A) (Apply strategy B) 

Player 1            
(Apply strategy A)      2, 2             0, 1 
Player 1  
(Apply strategy B)      1, 0             1, 1 
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means that it not only identifies the strategy the given type of player would take, but 
also identify another type he or she would take; while playoff is the two-place 
function of the result in different types. The game model can combined all of these 
requirements in Perfect Bayesian Equilibrium.  
 
In order to establish the game model, Harsanyi (1967 p339) bring forward the concept 
of “nature” which is a virtual participant that perfectly solves the problem of 
incomplete information. In his definition, “nature” has not own objective function and 
always be the first move. The figure 3.8 can generally depict the Perfect Bayesian 
Equilibrium in pricing model.  

�

Figure 3.8 Perfect Bayesian Equilibrium in pricing model 
 
In this model, “N” means the nature. The information is imperfect because clients do 
not know the quality of accounting firms. Also, clients do not know what accounting 
firm does it comes to apply price strategy. If client suppose that accounting firm is 
providing high quality, he or she will determine accept the audit or not based on the 
return. It the return is greater than 0, client will accept the audit. Also, accounting firm 
will determine to audit or not audit based on the return. If accounting firm applies the 
high price strategy, client sequentially determines accept high price strategy or low 
price strategy based on the higher return of high price strategy or low price strategy. 
In this case, we can investigate which circumstance the payoff of both sides is 
maximized.  
 
At the end of game process, Perfect Bayesian Equilibrium will provide three types of 
categories as follows: pooling equilibrium, semi-pooling equilibrium and separating 

   N 

Accounting Firm 

High Quality [p] Low Quality [1-p] 

Accounting Firm 

Audit 
Audit Not 

Audit 
Not 

Audit 

Client 
Client 

Accept Reject 
Accept Reject 

High Price Low Price 
High Price Low Price 

(0, 0) 

(a, b) (c, d) 
(e, f ) (g, h) 

(0, 0) 

(0, 0) 

(0, 0) 
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equilibrium (Gibbons, 1992). He defined that the pooling equilibrium is an 
equilibrium that different types of players all select the same message; semi-pooling 
equilibrium is an equilibrium that some types of players select different messages, 
while other types of players select the same message; separating equilibrium is an 
equilibrium that different types of players frequently select different messages.  
 
3.4.4 The reasonableness of game theory in audit pricing  
 
Game theory is adaptable in the audit pricing decisions. In the process of pricing 
decisions, stakeholders such as competitors, clients, shareholders and regulatory 
authority will involve in the planning process. These players have their own interest 
and will inevitably exert effects on pricing decisions. But all of them intend to 
maximum the payoff in the decision making. Therefore, the audit pricing decisions 
seems to be a game process (Migdalas, 2000). We believe that there are five types of 
stakeholders in the pricing decisions.  
 
Decision makers in accounting firms: it is the main decision maker in audit pricing. 
They would determine the pricing level according to various factors. For example, 
they may consider the size of clients, the complexity of clients and the level of 
regulation would affect final pricing decisions (Taylor and Simon, 1999 p381). 
Concerning decision makers in accounting firms, most decisions are determined by 
managers. Lee (2006, p57) argued that if the accounting firms is belong to limited 
partnership, in most cases shareholders have the same interested with managers; even 
if the shareholders and managers can be the same people in holding accountant 
certificate. In this circumstance, we believe that managers and shareholders can be the 
same stakeholders who have the same interests.  
 
Competitors: competitor is one of stakeholders in pricing decisions. The pricing level 
would affect competitors’ pricing decisions; while the incentives of competitor in 
audit pricing would affect accounting firms’ consideration. Therefore, accounting 
firms will be aware of the factors in competition.  
 
Managers in clients’ companies: The actual level of audit price would determine the 
choice of accounting firms. If the audit price is very high, managers would 
deliberately consider the delegation. On the other side, the incentive of managers also 
affects pricing decisions. One possible reason is the tendency of audit collusion by 
managers may increase pricing level (Mehmet and Parimal, 2006 p482). 
 
Shareholders in clients’ companies: The appointment of companies’ management is 
determined by shareholders. The unexpected low audit price would lead shareholders 
to distrust audit reports; while shareholders’ incentive also affects the pricing 
decisions. The possible reason is that shareholders are inclined to high-quality 
accounting services in order to protect their own interest. It causes managers to 
employ reputable accounting firms which has higher price.  
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Regulatory authority: regulatory authority is glad to observe the regulated accounting 
market. The unexpected high pricing level or low pricing level push stress in 
supervision; while regulatory authority’s incentive also affects the pricing decisions. 
The tight regulation increase audit risk to certain extent that probably affects 
accounting firms’ pricing decisions (Taylor and Simon, 1999 p382). 

3.5 Theoretical framework findings 

Audit relationship seems to be the grass root of audit pricing decisions. Understanding 
the audit relationship helps researchers to dig into the basic network of audit. These 
days, the audit relationship changed into another circumstance. Through literature 
review, we find that the role of clients lead to be weaker. Auditee, which is the agent 
of client, turn to take over more and more responsibilities belonged to clients ever 
before. For example, auditee has been directly delegated audit work to auditor, while 
auditor provides audit report to auditee straightway. The uncertainty of pricing 
decision might arise because auditee has an opportunity to bargain the audit price. 
Another reason is that auditors have the economic interested involvement (Cascarino, 
2007). When establish the pricing model, it is necessary to associate with bargain 
power by auditee. In addition, it is important to determine whether auditor has 
economic interested involvement or not prior to pricing decisions.  
 
Audit quality is the basic requirement of audit pricing decisions. Through literature 
review, we found that audit quality affects pricing decisions from three aspects: first, 
the high quality requires more resources including human resources and material 
resources. It is undoubtedly increase audit fees that push audit pricing decisions in a 
high level. Second, Simunic (1980 p188) found that if the accounting firm engage in 
both general audit services and non-audit services, the audit price may higher than 
those only engage in general audit services. However, when conduct the non-audit 
services, auditor may obtain lots of information and material which are possible to use 
in general audit service that improve audit efficiency and lower audit price. Third, the 
audit loss may increase when the risk increase, accounting firm tend to ensure high 
audit quality in order to lower the audit risk. Therefore, it may increase audit costs as 
well as audit price.  
 
The unbalance relationship between principle and agent lead to the problem in audit 
pricing decisions. In recent days, the status of clients became unclear which we have 
discussed in the audit relationship. Shareholders lose the right to choose accounting 
firms and pay audit fees. The problem of information asymmetry turns to be more and 
more serious. Through literature review, we witness that in modern audit market, 
auditee can arbitrarily purchase expected audit opinion by higher audit fees (Abbott 
and Parker, 2000 p52). It is not surprised that the low quality audit report can sell in a 
high price. In order to solve this problem, many researchers suggested that it is an 
effective solution to establish an audit committee (Knapp 1987 p582, Collier and 
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Gregory, 1996 p191, Abbott and Parker 2000 p52, Carcello et al. 2002 p379). Carcello 
et al. (2002 p379) stated that audit committee independence is positively correlated 
with the level of audit price. While Collier and Gregory (1996 p192) found that this 
positive relationship also exists in UK.  
 
Information theory and “deep pocket” theory pose influences on audit pricing 
decisions to certain extent. Information theory regards that in the realistic market, 
sellers tend to have more product information than buyers. Because the unequal 
information obtained by buyers, they intend to endow all products in the same price.  
As a result, the high quality product frequently sells in the lower price than sellers’ 
expectation. According to information theory, higher quality auditors tend to sell their 
services to clients in a lower price if clients lack sufficient information. We will 
analyze whether accounting firm has incentive to sell in a lower price or not in the 
chapter 6. Concerning “deep pocket” theory, Researchers depicted that it related to 
audit litigation and exerts effects on pricing process. Ena et al. (2007 p88) found that 
auditors are treated as deep pocket by investors that induce losses from transaction 
with clients. Therefore auditor tries best to accurately evaluate client risk and combine 
the expected loss component in audit price.  
 
Accounting firms differentiation theory also impacts on audit pricing decisions. 
Reputation is one of differentiation that influences pricing process. Palmrose (1988 
p71) found that the Big 8 which have higher reputation than non-Big 8 may require 
higher audit price to their clients. Likewise, audit prices exert influences in 
consideration of differentiation. When audit price lower than clients’ expectation, it is 
possible for clients to underestimate the quality of audit services provided by 
accounting firms. Hence, when accounting firm intends to establish pricing model, it 
cannot ignore the effects of accounting firm differentiation. 
 
Game theory provides a platform for analyzing audit pricing decisions. It helps us to 
understand how factors affecting pricing decisions. Audit pricing decisions is a 
multi-angle planning process while game theory tries to predict behavior according to 
individual’s best reaction given that individual’s intention concerning the possible 
behaviors of participants (Albrecht et al., 2009). It is reasonable to combine game 
theory into audit pricing decision. It has been widely accepted that the process of 
audit price is the synergy of various elements including accounting firms, competitors, 
clients, auditees and regulatory authorities. Simultaneously, all participants have their 
own interests and ultimately these decisions may come to equilibrium. Pricing 
decisions probably established based on the mechanism of balancing every kind of 
decision makings. It is in accordance with the requirement of game theory.  
 
Nash Equilibrium is used to analyze the interactive decision making. It argues that the 
result of game process should be combining all players’ decisions. It is more useful in 
business world, especially in pricing strategies. The reason is that it is impossible for 
the firm to unilaterally change its price strategy without consider the strategy of 
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competitor. Therefore, we consider that Nash Equilibrium is the suitable theoretical 
framework in analyzing the effects of factors on audit pricing decision which should 
considering all stakeholders’ incentives.  
 
Perfect Bayesian Equilibrium assists us to establish the audit pricing model. We 
consider that Perfect Bayesian Equilibrium is suitable in this case because the 
information in audit market is incomplete. It is in compliance with one of Perfect 
Bayesian Equilibrium requirement that is used in incomplete information (Montet and 
Serra, 2003). Furthermore, participants in the game are liable to choose the optimal 
decisions. We use Perfect Bayesian Equilibrium to build up the pricing model and 
investigate in which circumstances both clients and stakeholders can maximum the 
payoff.  
 
The procedure of combining theories into analysis is depicted in figure 3.9.  
 
(Theoretical framework findings)                    (Analyze Procedures) 
 

 
 

 
 

Figure 3.9 The procedure of combining theories into analysis 
 

3.6 The hypotheses based on theoretical framework 

 
Based on literature review, we have now reached the points that we can build two core 
hypotheses for this study: 
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Hypothesis 1: With the assumption that the Nash Equilibrium is adaptable, the effect 
of factor on the pricing decision is the consequence of game process by stakeholders.  
 

This test will bring us knowledge of the factors that affect the pricing decisions 
 
Hypothesis 2: With the assumption that the Perfect Bayesian Equilibrium is adaptable 
in pricing model, when considering all relevant factors including competition, quality, 
risk, regulation and reputation, high-quality accounting firms and low-quality 
accounting firms would have different pricing model, respectively.  
 

These tests will bring us knowledge of the difference in pricing model for the two 
types of firms created by factors identified in hypothesis 1. 
 
In the following figure, it depicts how to test the hypothesis 1 and hypothesis 2.   

 

Figure 3.10 The process of testing hypotheses 
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CHAPTER 4 BACKGROUND OF AUDIT PRICING IN CHINA 

 
In this chapter, it describes the basic situation of accounting market in China; also, it 
provides the background of audit pricing in RSM China and China 
 
 

4.1 General environment of accounting market in China 

 
The accounting market in China is competitive and complicated. We may describe the 
accounting market in three aspects: from the perspective of accounting firms, from the 
perspective of regulation and from the perspective of accounting information.  
 
From the perspective of accounting firms: 
In China, there are mainly four types of accounting firms: (Huang et al., 2007 p26) 
1) Single ownership accounting firm: the ownership of the firm belongs to individual 

certificated accountant. The advantages of single ownership accounting firm are 
that: do not need to lots of accountants; also, the costs of operating are relatively 
less than other accounting firms. Single ownership accounting firms are always 
those small-size firms.  

2) General partnership accounting firm: the ownership of the firm belongs to two or 
more than two certificated accountants. The advantage of general accounting firm 
is that that it is more easily to expand the size compared with single ownership 
accounting firm. In recent China, general partnership accounting firms are those in 
medium-to-size firms. 

3) Limited liability accounting firm: the ownership of the firm belongs to 
shareholders who are certified accountants inside the firm. The advantage of 
limited liability accounting firm is that the firm can gather great amount of 
accountants in order to undertake large case. Hence, limited liability accounting 
firms are those big-size accounting firms, especially “Big four” in China (Huang 
et al., 2007 p26). 

4) Limited partnership accounting firm: this kind of accounting firm combine general 
partnership accounting firm into limited liability accounting firm. The ownership 
of the firm belongs to shareholders who are certified accountants inside the firms; 
meanwhile, the managers (certified accountant) also have same economic interests 
in line with shareholders since managers can involve in companies’ ownership 
(Lee, 2006 p57, Huang et al., 2007 p27). The advantage of this type is that it can 
produce size-effects since the plenty of branches. Also, it could lower the risk of 
operation. In recent China, limited partnership accounting firm are those big-size 
accounting firms, especially the domestics. Our case company, RSM China, is 
belonging to this type (RSM China’ website, 2011). 

 
Recently, the accounting market in China is more regulation-oriented (Xiong and Fu, 
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2005 p54). It is not propitious to fairly competition. Furthermore, it would lower the 
audit quality to some extent. This is because accounting firms had no willingness to 
improve audit quality by their own. In addition, Yang (2008 p27) described that the 
problem in recent accounting firms is lacking of professional certificated accountant; 
also, the size of accounting firm is relatively smaller than those international 
accounting firms. Therefore, domestic accounting firms would be extruded in the 
fierce competition.  
 
From the perspective of accounting information: 
The quality of accounting information cannot reach a satisfied level in recent Chinese 
accounting market. It is shown in two aspects (Huang et al., 2007 p27): 
1) The fake accounting information: some companies would intentionally 

misrepresent the income in order to attract more investors. However, accounting 
firms would knowingly cover up this fake information because of the higher audit 
fees paid by clients. It would produce audit collusion which leads accounting 
market into disorder.  

2) The deficiency of accounting information: other than the fake accounting 
information, some companies’ disclosures of financial statement are not sufficient. 
For example, Ruan (2007 p24) figure out that the disclosure of liquidity is still 
not very clear in recent Chinese accounting market; especially, some companies 
would tend to use ratio of liquidity at the specific date rather than the average of 
the whole year. We believe that the appearance of this situation is the lack of 
detail standard and regulation.  

 
Hence, the low quality of accounting information would interfere the development of 
accounting market. It leads to the frequent occurrence of the audit collusions and audit 
failures.  
 
From the perspective of regulation: 
As we discussed previously, Chinese accounting market is more regulation-oriented. 
However, current accounting firms were not regulated in an effectively and efficiently 
way. The problem arouse in three aspects (Lin and Fang, 2005 p137): 
1) The dysfunctional in Chinese GAAP: In recently China, even though it gradually 

adapts IFRS as the accounting principles, Chinese GAAP is still the main 
guidance. Nevertheless, Chinese GAAP is not very detail and lack of specific 
requirements in some parts. This principle of accounting lends itself to 
manipulation by some accounting firms and companies with ulterior motives.  

2) The low efficiency in regulatory authority: there are various regulatory authorities 
in recent accounting market. However, there is no clear division of duty (Lin and 
Fang, 2005 p137). It leads to difficult coordination among different regulatory 
authorities.  

3) The low effectiveness in regulatory authority: Lin and Fang (2005 p138) said that 
the low effectiveness lead to the low audit risks in China. In this case, accounting 
firms and companies were brave in risk taking; companies would unscrupulously 
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collude with accounting firms. Lin and Fang (2005 p138) believe that the lack of 
professional supervisors as well as a clear division of responsibility is the reason 
of low effectiveness in regulatory authority.  

 

4.2 Audit pricing in RSM China  

 
RSM China as the biggest domestic accounting firm, it had the most annual income 
among domestic accounting firms, which is about 87,205,000 yuan (approximately 
84,665,000 SEK) in 2010 (The website of Baidu). The audit pricing strategies in RSM 
China are different to “Big four” because it mainly focuses on domestic market. In 
addition, RSM China’s pricing strategies were established based on the consideration 
of clients’ situation and the use of internal resources, rather than the consideration of 
all relevant stakeholders.  
 
Four main elements RSM China would involve in when it establish pricing decisions. 
They are the asset size of clients, the revenue of clients, the complexity of clients’ 
corporate governance and the consumption of internal resources. Within these four 
elements, we found that asset size of clients and consumption of internal resources are 
most of importance (Employee brochures of RSM China, 2010).  
 
Prior to set up the pricing decisions, RSM China would initially conduct the forecast 
of workload, following by the estimation of manning level. In order to narrow the 
scope of audit price, RSM china would also consider the wages payment. We found 
that the pricing decisions in RSM China rarely pay attention to factors of competition, 
regulatory authority and so on. It leads us to investigate RSM China’s pricing 
decisions combined with all specific stakeholders’ perspectives.  
 
The following table 4.1 is the basic criteria of audit fees in RSM China (Employee 
brochures of RSM China, 2010): 
 

Criteria  Lowest audit fees 
 
Financial report audit 

 
Asset 

Below 10,000,000 4,000 
10,100,000-100,000,000 6,000-10,000 
Above 500,000,000 30,000 

 
Assurance 

Below 5,000,000 0.00015% 
5,100,000-80,000,000 0.0002% - 0.0006% 
100,000,000 0.0009% 

 
Standard hour price 

Basic auditor 250 per hour 
Senior auditor 1000 per hour 
Audit manager 2000 per hour 

                                                    Monetary unit: yuan   
Table 4.1 Audit fees criteria in RSM China  
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4.3 Audit pricing in China  

 
In recent China, the criterion of audit price is mainly based on the regulation. 
Accounting firms can properly modify audit price in the acceptable level. However, it 
cannot exceed the highest level fixed by regulatory authority. Also, it cannot below 
the lowest level which used to prohibit vicious competition. Generally, there are four 
characteristics in audit price: 
 
1) There is no a clear measurement in audit price. It means that different accounting 

firms would use different kinds of measurement. For example, some companies 
used total asset as the basis of measurement, while other companies adapted 
income as foundation. Ou (2006 p138) described that a lot of small-size 
accounting firms tended to bargain with their clients. It would damage the 
independence of auditing.  

2) Audit price in domestic accounting firms is lower than others. According to 
<ranking list of 100 accounting firms in China> issued by China Certified Public 
Accountant Association (CCPAA) (The website of Baidu), the total income of 
domestic accounting firms is significantly lower than “Big four”. In 2010, the total 
income of “Big four” is about 9,130,397,000 yuan (approximately 8,856,485,000 
SEK), while the total income of domestic ranked by first 15 is only 5,971,483,000 
yuan (approximately 5,792,338,000 SEK). Usually, large listed companies tended 
to hire “Big four” even though audit prices are higher than domestic. This 
phenomenon leads domestic to a more fierce competition.  

3) The audit market concentration in China is not very high compared with U.S and 
UK (Lei and Zhao, 2007). But in recent years, the ratio of concentration was 
gradually increasing. However, Lei and Zhao (2007 p62) claimed that the 
increasingly higher concentration ratio is because the higher markets share by 
“Big four”. It means that the market share of domestic is still in a small part. On 
the other hand, it reflects that the competition in domestic is still very intensive.  

4) Even though regulatory authority have set up the guiding price, the supervisory 
mechanism in audit price is still not effective. It reflects in two aspects: first, the 
disclosure of the payment of audit price is not very clear. It produces a chance for 
clients to collude with accounting firm; second, the punishment of audit failure is 
still too mild (Ou, 2006 p139). It cannot produce enough deterrence that 
accounting firms are always not aware of punishment.  
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CHAPTER 5 PRACTICAL RESEARCH METHODOLOGY 

 
In this chapter, it described how the practical research methodology applies in the 
study. It mainly presents how the questionnaire is designed and conducted; how the 
qualitative data is collected and analyzed. 
 
 
Practical research methodology describes the exact ways of collecting and 
administrating data in order to conduct empirical analysis and discussion. It is 
following the part of theoretical methodology and theoretical framework. This is 
because the theoretical framework provides us a guideline to collect relevant data and 
information. There are six sections we will discuss as follows: 1) research sample; 2) 
selection of research respondents; 3) the choice of primary data collection; 4) pilot 
questionnaire; 5) final questionnaire; 6) qualitative data analysis; 7) credibility criteria 
and research ethics; 8) limitation in methodology.   
 

5.1 Research sample  

 
5.1.1 The types of sample 
 
Researchers usually commented that the sampling of quantitative and qualitative 
study is different. Kreuger and Neuman (2006) described that most argumentations of 
sampling came from the researcher who investigates the quantitative research. In the 
quantitative approach, the main goal is to obtain a representative sample which lead 
researchers to small group that gets accurate extrapolation from the large group. In 
this circumstance, researcher may pay attention to particular method that produces 
highly representative samples. Saunders et al., (2009) believed that “probability 
sampling” is more appropriate in quantitative research. The case selected from 
population seems to equal for all case. Therefore, researcher tends to statistically 
estimate the characteristics of the population. Saunders et al. (2009) also commented 
that probability sampling is more suitable in the experiment research.  
 
While qualitative researchers unusually select a representative sample to investigate 
the sampled case (Kreuger and Neuman, 2006). They also depicted that the objectives 
of sampling in qualitative research is to collect specific cases or events in order to go 
through the understanding of research topic. Flick (1998) described that qualitative 
researchers would explore the relevance to the research topic instead of investigate the 
representativeness that resolves the targeted topic. In this circumstance, 
non-probability sample is widely used. Saunders et al. (2009) stated that 
non-probability sample seems to provide a scope of alternative techniques according 
to subjective judgment. It is more frequently applied in case study research.  
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There are five techniques used in non-probability sampling as follows: 
 
Quota sampling: initially identify the relevant types of people and determine the 
number of each group. Then select the sample in order to represent the population 
from all different groups and finally combine the data collected from all of the groups 
(Bryman, 2007. Saunders et al. 2009). 
 
Purposive sampling: purposive sampling is sometimes called judgmental sampling 
which researchers can use the self judgment to choose case that perfectly answers the 
research question and resolve the research objective (Saunders et al. 2009) 
 
Snowball sampling: this technique is widely used in unclear circumstance which is 
difficult to recognize the members of the desired population (Saunders et al. 2009). It 
obtains the case by using referrals from one or small number of cases, then referral to 
more and more cases (Kreuger and Neuman, 2006).  
 
Self-section sampling: prior to conduct the sampling, it enables an individual to 
identify his or her willingness to participate in the research. It often refers as 
collecting the data from respondents by requesting them to take part (Saunders et al. 
2009).  
 
Convenience sampling: researchers can choose cases that are most convenient and 
effortless from the sample. These cases are apparent and easily for researcher to 
obtain since the advantage of its accessibility (Bryman, 2007).  
 
Considering our undertaken study, we think three techniques in non-probability 
sampling are appropriate. These techniques are conducted in the following order: 
1) Convenience sampling: The first technique is convenience sampling. We would 

initially position the target of sampling. In our study, the topic mainly focuses on 
Chinese accounting market. Because both of us come from China, and more 
familiar with Chinese accounting market, it is not a problem for us to obtain 
relevant useful information without bias of understanding. In addition, we conduct 
questionnaire based on web-link, it is more convenient for us to extract samples in 
China. The online questionnaire enables us to process the long distance research. 
Furthermore, it also enables us to continually select the sample until the required 
sample size has been attained.  

2) Self-section sampling: It is the second technique we used. After positioned the 
target, we have obtained the agreement by our respondents. We send the mails to 
pilot respondents in order to explain the target and detailed process of our research. 
When we receive their consent, we use telephone questionnaire to interview our 
pilot respondents. After this step, we send the mails which include both covering 
letter and final questionnaire to the remaining respondents. The covering letter 
may explain the purpose and process of the questionnaire. When obtain 
permissions of final respondents, we can collect relevant information in order to 
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conduct empirical analysis.  
3) Quota sampling: It is the third technique we used. After received respondents’ 

permission, we would classify them in groups. Our intention is to investigate the 
pricing decisions from all relevant stakeholders’ perspective. Undoubtedly, the 
sampling includes all types of stakeholders and enables us to identify the 
differences in the samples. We will dividend the population into specific groups as 
follows: accounting firms (both managers in RSM China and competitors), clients 
(both mangers in shareholders) and regulatory authority. Because the members of 
each group have their own incentives and behaviors in pricing decisions, the 
classification of categories is necessary that can ensure the recognition of 
differences in pricing decisions.  

 
5.1.2 Sample size  
 
Saunders et al., (2009) defined that the full set of case from which a sample is chosen 
is referred as population. In our study, the population is all relevant stakeholders of 
RSM China which include managers in RSM China, competitors, managers in clients’ 
companies, shareholder in clients’ companies and regulatory authority. We would 
extract samples in this population.  
 
Sample size is the important characteristic of sample and many researchers still argue 
the precision of appropriate sample size for the research (Saunders, et al. 2009; 
Bryman, 2007). Researchers also commented that the sample size is depends on 
different circumstances but it is different in that of quantitative research and 
qualitative research (Kreuger and Neuman, 2006). In the qualitative research, the size 
of sample can range from one to as much as the researcher needs depend on the 
constraints of time and resources. Some research strategies, such as case study and 
life history, merely one or few respondents, would be considered as enough samples 
(Deborah, 1998). He also explains the reason is that  
 
“because the emphasis is on quality rather than quantity. The sample of qualitative 
research does not need to maximum the numbers, but to be more saturated within the 
information on particular research topic” (Deborah, 1998).  
 
In addition, another research stated that the ways to alleviate the insufficiency in small 
case is to maximum the full superiority of in-depth and purposeful sampling (Patton, 
2002).  
 
Therefore, in our study, it mainly focuses on the “quality” rather than “quantity”. 
Even though we have not selected large numbers of sample from populations, we 
would rather respect samples from all relevant groups in order to penetratingly probe 
into our specific research topic. As the limited time and resources, we would choose 5 
respondents in “pilot questionnaire” and 74 respondents in “final questionnaire”. We 
will describe the detail of sample size as follows: 
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Pilot questionnaire (Telephone questionnaire) 

Groups Estimated response rate 
(Saunders et al. 2009) 

Estimated 
sample size 

Required 
sample size 

Managers in RSM China  
 

50%-70% 

1 2 
Competitors 1 2 
Shareholders in client company 1 2 
Managers in client company 1 2 
Regulatory authority 1 2 

Total 5 10 
Final questionnaire (On-line questionnaire) 

Groups Estimated response rate 
(Saunders et al. 2009) 

Estimated 
Simple size 

Required 
simple size 

Managers in RSM China  
 

30% 

5 16 
Competitors 5 16 
Shareholders in client company 5 16 
Managers in client company 5 16 
Regulatory authority 3 10 

Total 23 74 
 

Table 5.1 Estimated sample size 
 
In the pilot questionnaire, the expected sample size is one in each group. Because it 
use interviewer administered questionnaire which is conducted by telephone, the 
small respondents is enough. The pilot questionnaire tests respondents’ understanding 
of questionnaire as well as adds omitted parts which pervious literature not mentioned. 
In order to investigate the issue in a wide scope, we would telephone each type of 
stakeholders.  
 
In the final questionnaire, the estimated expected sample size is five in each group 
except for regulatory authority, which is only three. Since the difficultly in 
communication channels in the regulatory authority in China together with the 
constraints of time and resources, the sample size of regulatory authority is small but 
we believe it is as far as we can. The samples in regulatory authority we choose are 
purposeful; also, these samples are statured within the information related to our 
research topic. Hence, three “quality” samples in regulatory authority are enough. 
Regarding to other groups, five estimated expected sample size, rather than large 
number of samples, are more workable for us because the limited time and resources. 
However, the abstracted samples must be relevant to our research topic.  
 
We cannot sure that each respondent which we have sent a request would answer back; 
therefore it is necessary to consider the response rate. In reality, we are likely to 
encounter the non-responses. Saunders et al. (2009) described that the non-response 
due to three reasons: 1) refuse to respond; 2) ineligibility to respond; 3) have not 
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contact. They commented that the most common reason is that the respondents refuse 
to answer the question. In order to minimize the effects on non-response, we initially 
send the covering letter to explain the purpose of our questionnaire that willing to 
obtain the understanding and cooperation of our respondents.  
 
According to Saunders et al. (2009), the likely response rate in on-line questionnaire 
is approximately 30%, which is relatively lower than other types of questionnaires, 
while the likely response rate in telephone is higher, about 50-70 %. Therefore, even 
though our sample size of pilot questionnaire and final questionnaire is 5 and 23, 
respectively, the estimated actual sample size is about 10 and 74, respectively. In 
addition, as we conduct the convenience sample, the sample would be continually 
added until the necessary sizes have been acquired. 
 

5.2 Selection of research respondents 

 
In our research, the respondents will be divided into five groups as follows: managers 
in RSM China, competitors, shareholders in clients’ companies, mangers in clients’ 
companies and regulatory authority.  
 
Managers in RSM China: RSM China is our case company. Our investigation is 
mainly based on RSM China. It is very important to obtain the satisfied responses in 
our case. The selected respondents in RSM China should be the managers rather than 
employees. One criterion of this selection process is that respondents are able to 
participate in decision-making and administration. They would pose more or less 
influences on marketing positioning and pricing strategy. As we discussed in chapter 2, 
3 and 4, the managers in RSM China seems to have the same economic interests in 
line with shareholders. Managers used to engage in the ownership of RSM China 
which means that managers and shareholder are the same stakeholders.  
 
Another criterion is that the managers from the sample should be nationwide. Since 
RSM China is the biggest domestic accounting firms as well as has the largest number 
of branches, the selection of managers from nationwide may minimize the possible 
bias.  
 
The geographical and positional classification of managers is described below: 
 
● Beijing (the capital): 2 managers, one is vice manager in tax department; the other 
is manager in assurance department.   
● Shanghai (eastern part): 1 manager in assurance department.  
● Canton (another name: Guangzhou) (southern part): 1 manager in consulting 
department.  
● Xi’an (western part): 1 vice manager in assurance department. 
 



 52

Competitors: the factor of competitors is important in our analysis. This is because as 
the biggest domestic accounting firm in China, RSM China encounters fierce 
competition. The competitors are various but the main competitors for RSM China are 
“Big four”. However, we cannot ignore the competition against domestic accounting 
firms. RSM China has been struggled in domestic competition for a long time. The 
main domestic competitors are those accounting firms which have been historically 
rooted their operation in China. Hence, our criteria of competitors must include both 
“Big four” and domestic accounting firms. The followings are our selected 
competitors: 
 
● KPMG: one of the “Big four” and has relative similar total income compared with 
RSM China (KPMG China website, 2010) 
● Ernst & Young: one of the “Big four” has relative similar corporate size compared 
with RSM China. 
● PCPA: the second biggest domestic accounting firm in China. 
 
We select samples from these three competitors. It is worth to notice that we choose 
employees in competitors rather than managers. The first reason is that the limited 
communication channels and time. The second reason is that we mainly focus on the 
incentives of pricing decision for RSM China rather than that for competitors. 
Therefore, it is sufficient to merely understand the behavior of competitors and 
analyze how these competitors affect final decision making. 
 
Shareholders and managers in clients’ companies: the shareholders in clients’ 
companies are also important in our game analysis. In our sample, shareholder may 
hold relative shares of company. In other words, they are the investors that have 
economic interests towards the company. While the managers are those agents of 
shareholders. They would choose accounting firms and delegate audit work to them. 
In our sample, managers should pose influences on company’s decision making. Most 
importantly, managers are aware of the types of organization and the selected 
accounting firm. In this study, we would choose two big clients of RSM China. These 
two big clients are the famous listed companies in China that it is easily for us to pick 
up the managers and shareholders. The short description of clients is depicted as 
follows: 
 
● Citic Group: It is the one of biggest multinational group but originated in China. It 
mainly involve in finance, banking and investment. It collaborated with RSM China 
since 1989 (Employee brochures of RSM China, 2010). 
● Chinese Southern Airlines: The biggest airline companies in China which has the 
biggest aircrafts and biggest annual income. It collaborated with RSM China since 
1997 (Employee brochures of RSM China, 2010). 
 
Regulatory authority: we choose China’s Securities Regulatory Commission (CSRC) 
as our regulatory authority. The reason is that CSRC is the primary regulatory 
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authority in Chinese stock market. The responsibility of CSRC includes supervise the 
disclosure of accounting information and maintains the stability of stock market. In 
addition, the punishment of fraudulent accounting information was enacted by CSRC. 
It is undoubted that the extent of tightness in regulatory may affect the pricing 
decisions. Therefore, CSRC seems to be an alarm in game analysis. We choose two 
branch offices in this sample: Canton (Guangzhou) and Shanghai. This is because two 
Chinese stock markets were locating in these two provinces. Hopefully, we can 
receive enough responses from these two branch offices. However, if we cannot 
receive sufficient responses, we may continually choose other branch offices in our 
sample.  
 

5.3 The choice of primary data collection 

 
Questionnaire is a one of the most common used survey data collection method 
(Saunders et al. 2009). It can provide accurate, well-quality data which requires to be 
thought about and designed prior a single question is written (Brace, 2008). One 
author described the definition of questionnaire as follows: 
 
“Questionnaire would include all techniques of data collection that each people is 
asked to respond to the same set of questions in a predetermined order (deVaus, 
1996)”.  
 
Many researchers commented that questionnaire is mainly used by survey strategy but 
both experiment and case study research strategies can use it to explore the research 
(Bryman, 2007; Saunders et al. 2009). Also, questionnaire is practicable in the 
standardized questions which will be expressed the same way by all respondents 
(Robson, 1993). Hence, questionnaire is not suitable using in exploratory research, 
but more used in descriptive or explanatory research (Saunders et al. 2009).  
 
However, many researchers (Bell, 1999; Bryman 2007; Sauders et al. 2009) stated 
that it is difficult to produce a good questionnaire than the researchers’ expectation 
because researchers have to confirm that the collected data is precise enough to 
answer specific research questions and research purpose. Saunders et al. (2009) gave a 
“relative good quality” is 1) the careful design of questions; 2) the clear layout of 
questionnaire; 3) the understandable purpose of questionnaire; 4) include pilot test. 
 
In our paper, we use questionnaire as our practical data collection method. First 
reason is that we conduct the case study and descriptive research; questionnaire is 
suitable in this case that enables us to identify and describe the differences in various 
circumstances (Saunders et al. 2009). When process game analysis, it has to consider 
each stakeholder’ situation in payoff profile, while questionnaire provide us the 
directions for stakeholder’s behaviors in the profile. The second reason is that 
questionnaire enables us to better understanding the incentives of stakeholders. We 
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believe that questionnaire is more practical than semi-structured interview in our 
paper because of the limitation of distance and communication channels. For example, 
it is more difficult for us to obtain respondents’ telephone to conduct semi-interview 
compared with on-line questionnaire. However, it is worth to notice that we would 
implement pilot test by telephone questionnaire because the sample size in pilot test is 
relatively smaller.  
 

5.4 Pilot questionnaire 

 
5.4.1 Pilot testing 
 
Many researchers commented that before using questionnaire to collect data, it is 
necessary to conduct pilot test. The target of pilot test is to modify the questionnaire 
so that respondents may have no problem to answer the questions and no problem to 
record the data. In addition, it is possible for researchers to test the validity of 
questions and the reliability of data which would be collected (Saunders et al. 2009). 
The number of respondents and pilot tests are dependent on research questions, target, 
the size of research project, the time and money (Saunders et at. 2009).  
 
Bell (1999) described that the pilot questionnaire help researchers to  
● clarify the instructions; 
● find out the unclear or ambiguous questions;  
● figure out the questions which respondents fell uneasy about answering;  
● check up whether omits any major relevant topics; 
● investigate whether the layout of questionnaire is clear and attractive. 
 
In our paper, we try to conduct pilot test for all targeted group including all relevant 
stakeholders. It may correspond to our specific research topic. The sample size of 
pilot test is not big because it depends on the available time and resources. The first 
purpose of our pilot questionnaire is to test respondents’ understanding of the 
questions. When we receive response and comments from pilot questionnaire, we can 
improve the clearness of questions. The second purpose of our pilot questionnaire is 
to include other factors in pricing decisions which not mentioned in the literature 
review. It can reduce the probability of major topic omissions and improve the 
relevance of questions. The third purpose of our pilot questionnaire is to eliminate the 
language bias to some extent. This is because we initially design our questionnaire in 
English, following by translating it into Chinese in order to be answer by our 
respondents. After they finish the questionnaires, we will translate the responses into 
English and then record these data. It is inevitably produce understanding bias in the 
process of translation. We will test the respondents’ understanding of “Chinese 
questions” and discover if there are any misunderstandings in basic expression and 
terminology interpretation. In brief, pilot questionnaire can examine the quality of 
translation that collects more valid and reliable data.  
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5.4.2 The choice of questionnaire  
 
The layout of questionnaire depends on how it is administered, especially, the number 
of respondents researchers decide to contact. Saunders et al. (2009) and Bryman 
(2007) described that there were two main types of questionnaire as follows: 
 
Self-administered questionnaire: it often includes three kinds: on-line questionnaire, 
postal questionnaire and delivery and collection questionnaire. Self-administered 
questionnaire is always completed by respondents under the following ways: email, 
Internet, post or deliver and collect by hands (Saunders et al. 2009). 
 
Interviewer administered questionnaire: this type of questionnaire is recorded by the 
interviewer according to the answers of respondents. It includes two kinds: telephone 
questionnaire and structured interview. Regarding to telephone questionnaire, it is 
adaptable for the growing number of surveys which are administered by using the 
telephone. While structured interview refers to physically contact respondents and 
interview them face to face (Saunders et al. 2009). 
 
The choice of questionnaire is determined by various factors. Saunders et al. (2009) 
stated that the factors are including the following characteristics: 
● the importance of the answers which not being distorted; 
● types of questions which are required to collect data; 
● numbers of questions which need to collect data; 
● the purpose of questionnaire regarding to research topic; 
● the size of sample need to be used for analysis, also consider the response rate. 
 
In our pilot questionnaire, we use telephone questionnaire to collect data. The first 
reason is that the sample size in pilot questionnaire is low which is better to conduct 
by interviewer administered questionnaire. Also, the high response rate lead us to 
consider the telephone interview, The pilot test should be complete as soon as possible 
that final questionnaire can be launched. The second reason is that pilot test helps us 
to portray a clear picture of questionnaire design that permits us to test the 
respondents’ understanding. It also requires a more direct communication between 
researchers and respondents. Hence, we believe that telephone questionnaire is a 
flexible method which enables us to conduct a direct conservation to respondents in 
order to examine the design of questionnaire.  
 
5.4.3 Pilot questionnaire design 
 
Designing individual questions 
 
The design of questions is determined by the information and data which need to 
collect. On the other hand, the design determines the quality of questionnaire. 
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Generally, researchers can adopt questions from the literature review or from other 
questionnaires, following by adapt them and develop own questions (Bourque and 
Clark, 1994). There are various types of questions in questionnaire as follows: 
 
Open questions: It allows respondents to give answer in their own opinions (Fink, 
1995). When use open questions in questionnaire, it is always used in the 
circumstance when researchers are unsure of the response as well as when they 
require more detailed answer.  
 
Close questions: It sometimes referred to close-ended questions (Salant and Dillman, 
1994). Close questions offer various alternative answers for respondents to choose 
(deVaus, 1996). It regards as the quick questionnaire because it is easily to answer and 
less writing. Six types of close questions are described as follows (Saunders et al. 
2009): 
 
● List questions: provide a list of answers for respondents to choose; 
● Category questions: only one response can be chose from categories; 
● Ranking questions; ask respondents to place the answer in order; 
● Scale questions: use scaling devices to record responses; 
● Quantity questions: ask respondents to give responses in number based on the given 
amount; 
● Grid questions: answer two or more questions that are recorded by using the same 
matrix. 
 
In the pilot questionnaire, we use open questions in the process of telephone 
questionnaire. Through open questions, we can conduct a relatively in-depth interview 
with our respondents. It helps us to get a better understanding of respondents’ thought 
as well as their comments of questionnaire. Specifically, we can change the questions 
based on different occupation and background of our respondents. It increases the 
precise of final questionnaire.  
 
The composition and layout of questionnaire 
 
The design of pilot questionnaire in English can be found in Appendix 3; in Chinese 
can be found in Appendix 4. 
 
The first part of our pilot questionnaire is the questions regarding to identify relevant 
factors of audit pricing decisions in China. We use open questions to ask our 
respondents about their consideration of factors ranked by their relevance. The aim is 
to find out those factors which not mentioned in the literature. It is important for 
future analysis since there are few literatures which investigate the pricing factors in 
China. Respondents’ opinions of pricing factors are more dependent on Chinese 
circumstances that help us to combined specific factors into general factors.  
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The second part of our pilot questionnaire is the open questions regarding to 
respondents’ opinion of pricing decision and the relationship between factor and 
decisions. There are five categories in this part: competition, quality, collusion, 
regulation and reputation. In each category, we have one basic question which probe 
into the association with pricing decisions. We hope that respondents would deliver 
opinions based on their positions. For some key stakeholders, such as managers in 
RSM China, competitors and managers in clients’ companies, we would add one more 
question in each category related to our specific research topic. Hopefully, it helps us 
to establish a clear understanding of stakeholders’ incentives in audit pricing 
decisions. 
 
At the beginning of pilot questionnaire, our respondents might be asked about their 
basic information. The aim of these questions is to recognize the identity of 
respondents that in order to start our investigation smoothly. Of course, we begin our 
telephone questionnaire after receive the admission of them. At the end of pilot 
questionnaire, our respondents might be asked to give responses regarding to the 
understanding of specific questions. Because the questions were initially designed by 
English then translated into Chinese, the test of understanding helps us to decrease the 
level of translation bias to some extent.  
 
Normally, the pilot questionnaire would take place in 15 minutes according to 
availability of respondents. The first respondent, the auditor in KPMG, prove that 15 
minutes is enough to receive adequate answer in specific question. However, the 
length of questionnaire might vary depending on the responses. For some highlighted 
respondents, such as audit manager in RSM China and financial manager in Citic 
group, the time span may come up longer. In addition, if our respondents cannot catch 
the meanings of questions, it takes more time to conduct intensive explanation. The 
result of pilot questionnaire is able to reconsider the clarity and relevance of questions 
we have been asked.  
 
Selection of respondents 
 
In our pilot questionnaire, we initially sent a mail to our designated respondents to ask 
for their permission of interviewer administered questionnaire. In some cases, we 
could not receive any response via the mails; we tend to phones to our respondents 
and explain our purpose. Some respondents ask for made an appointment, such as the 
manager in RSM China and the staff in China’s Security Regulatory Commission 
(CSRC). 
 
In our pilot questionnaire, we totally sent 10 mails to all groups. 2 of them promised 
to accept our telephone questionnaire. We continuously sent the mails to relevant 
groups until the required sample size in each group has been reached. Ultimately, we 
found that the manager in RSM China and the staff in CSRC had still not given us any 
responses. For this reason, we directly phoned them via the given number on their 
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homepage. As a result, all of them consented to accept the telephone questionnaire. 
Therefore, we might reach our targeted sample size and then could collect useful 
information.  
 
Processing of telephone questionnaire data 
 
The data collected from telephone questionnaire is important to further analysis, it is 
necessary to record the information. Saunders et al. (2009) described that a full record 
of information could control bias and produce reliable data for analysis. There are two 
ways to process the interview (telephone questionnaire) data: one option is audio 
recording, the other option is making brief note. Ghauri et al. (1995) stated that it is 
advisable to conduct both audio recording and brief note in order to maintain the 
concentration and focus.  
 
There are both advantages and disadvantages when conduct the audio recording. 
Bryman (2007) and Saunders et al. (2009) depicted that audio recording allows 
questions to be accurately recorded for further use when intend to re-listen to the 
interview. However, audio recording would adversely affect the relationship between 
interviewee and interviewers since interviewers may probably focus on the recorders. 
Also, it is time-consuming when transcribe the tape.  
 
In our pilot questionnaire, we used both audio recording and brief notes suggested by 
Ghauri et al. (1995). Audio recording helps us to record the information which used in 
modifying the final questionnaire, while brief notes enable us to focus on the long 
answer. In addition, the brief notes assist us to follow the line of questions and carry 
out suitable follow up questions.  
 
5.4.4 Summary of pilot questionnaire 
 
The below table is the summary of pilot questionnaire. It is worth to notice that we 
might classify the question we have asked into specific categories which would be 
used in the modification of final questionnaire.  
 
 
Respondents 

 
Company Position Numbers 

of 
question 

Interview 
Date 

Interview 
Duration 

Manager in 
RSM China 

RSM 
China 

Vice auditing 
manager in 

Canton Branch 

7 23rd April 15 min 

Competitor KPMG Auditor in 
Canton Branch 

7 19th April 13 min 

Shareholder 
in Clients’ 

Citic 
Group 

Investor 6 19th April 13 min 
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Companies 
Manager in 

Clients’ 
Companies 

Citic 
Group 

Financial 
manager 

assistant in 
Canton real 

estate 

7 24th April 17 min 

Regulatory 
Authority 

CSRC Office of risk 
management 

and analysis in 
Guangdong 

Province 

5 25th April 8 min 

  
Table 5.2 Summary of pilot questionnaire 

 

5.5 Final questionnaire  

 
5.5.1 Choice of final questionnaire 
 
As we discussed in section 5.4.2, there are two main types of questionnaire: 
self-administered questionnaire and interviewer administered questionnaire. In the 
final questionnaire, we would adapt self-administered questionnaire.  
 
On-line questionnaire is more appropriate in our final questionnaire. Saunders et al., 
(2009) stated that generally there are two administered ways: via email or via a 
website. There are many merits when conduct on-line questionnaire. Firstly, it is 
easily to get access to a large group of potential respondents. Secondly, the 
questionnaire can be distributed in a low costs. For example, it saves the print costs 
and mailing costs. Thirdly, the questionnaire can be distributed in a quick way. 
Therefore, it is cheap and can immediately go access to large amounts of respondents 
(Bethlehem, 2009).  
 
We used both mail and web site to conduct on-line questionnaire. The mail sent to our 
respondents would include the cover letter which explains the purpose of the 
questionnaire, the web-link of final questionnaire and the appreciation of respondents’ 
cooperation. Respondents need to click into the web link and fill in the questionnaire 
by the web site. Since the constraints of time and resources, on-line questionnaire is a 
suitable way for launching final questionnaire which is self-administered and 
completed by respondents themselves.  
 
On-line questionnaire provides a greater control then other self-administered 
questionnaire method because most of respondents read and respond to their own mail 
(Witmer et al., 1999). However, Saunders et al., (2009) discussed that on-line 
questionnaire, especially via mail, would arise uninformed response which may lower 
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the response rate. In order to avoid this problem, we might exclude the e-mails 
address with extension like “info@” and “office@” from our mail lists.   
 
5.5.2 Final questionnaire design 
 
Designing individual questions 
 
Bryman (2007) and Saunders et al., (2009) described that the design of questions 
determine the validity and reliability of the data researchers intend to collect and the 
response rate researchers expect to achieve. In the final questionnaire, we adapt both 
open questions and close questions. The design of final questionnaire in English can 
be found in Appendix 5; while in Chinese can be found in Appendix 6. The actual 
layout of final questionnaire in English can be found in Appendix 7; while in Chinese 
can be found in Appendix 8.  
 
As the same way as pilot questionnaire, we divided questions into five categories as 
follows: competition, quality, collusion, regulation and reputation. We intend to 
analyze stakeholders’ incentive in pricing decision through these five perspectives. As 
the beginning of each category, respondents would be asked to answer the open 
questions regarding to the association with pricing decisions. Saunders et al., (2009) 
depicted that open questions are appropriate when you require a detailed answer or 
when you want to understand what opinion of respondents. In our final questionnaire, 
we initially plan to comprehend how the factors affect pricing decisions from 
stakeholders’ eyes. They are allowed to give answers in their own ways.  
 
In specific categories, we have use close questions. List questions and scale questions 
would be used in our final questionnaire. Respondents are easily to compare the 
answers as they have been predetermined (Saunders et al., 2009). List questions 
provide a list of alternatives any of which the respondents can choose. In a case 
researchers plan to use what they hope is a complete list they may add the “other” 
which can catch missing categories of respondents’ opinions (Saunders et al., 2009). 
While scale questions often refer as “rating questions which are used to collect 
attitude and belief data (Saunders et al., 2009). One method of scale questions is a 
10-point numeric scale which can reflect the feeling of the respondents. In this 
approach, respondents are asked to circle the number which closely reflects their 
viewpoint (Bryman, 2007; Saunders et al., 2009).  
 
We have use list questions to ask all respondents the ideas of factors in audit pricing 
decisions; in addition, managers in RSM China and competitors were asked to choose 
the alternatives of income sources in operation. The last list questions were given to 
manager in clients’ companies. We asked them to choose the decision-maker of audit 
price inside the company. These kinds of questions are more conformable in list 
questions because they can be sure that respondents have considered all possible 
responses. Regarding to scale questions, we asked both accounting firms and 
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regulatory authority to evaluate the extent of supervision. From the left side, the 
supervision is loose, while it becomes more and more stricter from left to right. Scale 
questions allow us to understand the degree of accounting supervision in present 
China that the extent of influences on final pricing decisions.  
 
Conduction of final questionnaire 
 
The first part of self-administered questionnaire is to explain the purpose of the survey. 
It often fulfilled by a covering letter which usually accompany by on-line 
questionnaire (Bryman 2007; Saunders et al., 2009). Researchers may send a letter 
before conduct the questionnaire in order to grant the access for respondents. Hence, 
it is the only chance for researchers to convince that respondents would participate in 
the research (Saunders et al., 2009). Salant and Dillman (1994) discussed that it is 
possible to attach the covering letter on the first page of questionnaire in order to 
obtain a higher response rate.  
 
In our final questionnaire, we would show our covering letter in the mail we sent to 
our respondents. Firstly, it might include clear title which described the topic of 
questionnaire. Beside the title, we would add the graphic logo of Umeå University 
which clearly states our identity as well as adding interests. Secondly, we would 
explain the purpose of questionnaire and the research ethics during the questionnaire 
in order to obtain the permission of respondents. Lastly, we would include the contact 
information at the end of the letter. The layout of covering letter in English can be 
found in Appendix 1; in Chinese can be found in Appendix 2. 
 
The second step of final questionnaire is to email the web-link of questionnaire with a 
covering letter to respondents. Saunders et al., (2009) suggested that the questionnaire 
is better to be part of email massage rather than an attached file. In our research, we 
would include the web-link into the mail. It is useful because of that it can enlarge the 
characters in the web-link questionnaire which cannot conduct in the limited space of 
mail. In addition, we would not attach file because we should make sure that our 
respondents are seems to be receptive.  
 
The third step of final questionnaire is to email the follow-up letter one week after the 
first mail. The aim is to thanks for early respondents’ cooperation and reminds those 
non-respondents to answer. If there is still no answer, we would continue mail the 
second follow-up letter one week after. It also includes both web-link of questionnaire 
and covering letter. In this circumstance, the covering letter would explain the 
importance of accomplishing the questionnaire.  
 
5.5.3 Summary of final questionnaire  
 
The below is the summary of final questionnaire. There are slight differences between 
estimated actual sample size and actual sample size because we cannot reach 
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estimated sample size in the first response. Ultimately, the final sample sizes also vary 
from our initial expectation.  
 
 

Respondents 
 

Company 
Actual 
sample 

size 

Number 
of first 

response 

Number 
of 

second 
response 

Number of 
third 

response (if 
necessary) 

Final 
sample 

size 

Total 
response 

rate 

Managers in 
RSM China 

RSM 
China 

21 4 0 3 7 33.33% 

Competitors KPMG, 
E&Y 
PCPA 

19 3 1 2 6 31.58% 

Shareholders 
in clients’ 
companies 

Citic 
group, 

Chinese 
southern 
airlines  

24 5 2 n/a 7 29.17% 

Managers in 
clients’  

companies 

Citic 
group, 

Chinese 
southern 
airlines 

16 2 2 0 4 25% 

Regulatory 
authority 

CSRC 16 0 2 1 3 
 

18.75% 

                 Total 96 14 7 6 27 28.13% 
 

Table 5.3 Summary of final questionnaire 
 

5.6 Qualitative data analysis 

 
According to Saunders et al., (2009), there are three main types of qualitative data 
analysis process.  
 
Summarizing data: the researchers can produce a summary of the following 
undertaken activity: conduct the interview, produce a transcript and so on. This 
process generalizes the meaning of great amount of texts into fewer words. Via 
summarizing, researchers will be aware of major themes arising from interviews. 
 
Categorizing data: In this process, it includes two activities: first is classifying the 
data into categories. These categories are constituted of the purpose of research. 
Second is attaching the relevant “bits” or “chunks” of data into suitable categories. 
Under this process, data lead to be more orderly and manageable.  
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Structuring data using narrative: it means that researchers keep the integrity of 
collected data and begin to conduct analysis by using verbatim transcript or sets of 
brief notes.  
 
In our paper, we conduct all three processes above. When finish the interview 
structured questionnaire, we summarized the answers of respondents and condensate 
them into fewer words that reflect the understanding of stakeholders. In addition, we 
established categories such as competition, quality, collusion and so on according to 
theoretical framework. Last but not least, we might use brief notes and self memo to 
record important issues in order to track records as well as further analysis.  
 

5.7 Credibility criteria and research ethics 

 
It is inevitable to produce a certain amount of inaccuracies when measure the 
phenomena and conduct the research. Researcher claimed that it is important to test 
the reliability and validity in order to improve the quality of data (Abraham, 2005, 
Saunders et al., 2009).  
 
5.7.1 Reliability  
 
According to Abraham (2005), reliability means consistency. Saunders et al., (2009) 
and Cano (2001) described that the aim of reliability is to evaluate how accurate of 
the method and technique researchers used to collect data. When collect primary data 
using questionnaires, there are three mains methods to test the reliability as follows: 
test re-test, internal consistency and alternative form (Saunders et al., 2009). Test re 
-test and alternative form are seldom used in testing for reliability because they arise 
some problems. For example, test re-test may produce difficulty to persuade 
respondents to answer the same questionnaire twice, while alternative form is difficult 
to ensure the questions which are substantially equivalent (Saunders et al., 2009). 
Concerning internal consistency, Abraham (2005) depicted that it frequently adapt the 
Cronbach’s alpha in quantitative research. 
 
In our paper, we sent the questionnaire to trustworthy respondents via contact lists 
from companies’ website. Concerning shareholders, we can go access to their contact 
information via specialized Chinese search engineering (the website of BestGo). Also, 
we might double check the relevance of pilot questionnaire and final questionnaire we 
design. Most importantly, we might double check the transforming information from 
computer to notes which are used in discussion and analysis. We would not conduct 
subjective selection in what we record. We believe that these can strengthen the 
reliability to some extent.  
 
5.7.2 Validity 
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According to Abraham (2005), validity indicated the extent to which an instrument 
measure what it is intend to measure. According to Abraham (2005) and Saunders et 
al., (2009), there are four methods to test the validity of data. First is content validity; 
it can use in questionnaire that initially ask the experts to evaluate the appropriateness 
of questions. In case of the tension of time and resources, it can also conduct face 
validity by using friends or family. Second is concurrent validity; it indicates how 
well the test corresponds to each other. Third is predictive validity; it means that how 
well the test can forecast the future performance. Forth is construct validity; it 
described that how well the test associate with the theoretical hypothesis.  
 
In our paper, we adapt the suggestion provided by Saunders et al., (2009). The pilot 
testing enables us to obtain some assessment of the validity. We initially ask open 
questions to our respondents in order to evaluate the understanding of them. It helps 
us to prepare the modification for launching final questionnaire. Also, it helps us to 
eliminate language bias to some extent which also reinforces the validity as well.  
 
5.7.3 Research ethics 
 
Bryman (2007) and Saunders et al., (2009) described that ethical concerns may appear 
in the following situations: when researcher plan the research; when go access to 
organizations and individuals as well as when collect, analyze and report the data. 
Saunders et al., (2009) defined that research ethics may generally arise within three 
stages as follows: 
 
During the design and initial access stages: it is the first research ethics have to be 
considered. It often involved in three aspects: lack of consent, implied consent and 
informed consent. Normally, the assurance about confidentiality helps researchers to 
easily go access to information provided by respondents. In order to obtain the 
admission from our respondents, we might include the covering letter in the mail that 
explain our research purpose which is entirely academic as well as ensure the 
questionnaire is confidentiality and anonymity.  
 
During the data collection stage: Saunders et al., (2009) depicted that there are 
various research ethics in this stage. For example, when participant intend to quit the 
questionnaire, researcher should not require them to participate in anything which 
would interrupt their privacy. The maintenance of objectivity is another example. It 
means that researcher have to avoid any subjective record. They have to ensure the 
collection is accurately and fully. Furthermore, confidentiality and anonymity are also 
important issues during data collection stage. In our research, we would record the 
words of respondents fully during the telephone questionnaire. Also, we promise that 
all information would not be leaked to respondents’ companies in order to ensure all 
answers are kept in confidential manner.  
 
During the analysis and reporting stages: According to Saunders et al., (2009), 
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maintenance of objectivity is also the important issue in this stage. It requires that 
researchers cannot misrepresent the collected data. Without objectivity researchers 
may reach a distorted conclusion. Therefore, it is our responsibility to report findings 
in an honest and accurate way. What’ more, we would not purposely dismiss specific 
information to report.  
 

5.8 Limitations in methodology 

 
Considering our undertaken research, it exists various limitations as follows: 
 
Firstly, the language bias aroused is harmful of data reliability and validity. We cannot 
ignore the effects on mistranslation in some terminology and sentences. Also, 
respondents may misunderstand the meanings of questions. What we have been done 
is to conduct pilot questionnaire in order to test the initial translation of our 
questionnaire. Via this process, we wish that it can improve interpretation of 
questions.  
 
Secondly, the limited sample size is another problem in our methodology. The lower 
sample size is also detrimental of data reliability and validity. Because of the pressed 
time and constraints of resources, we cannot collect more questionnaires which will 
damage the reliability of the research.  
 
Thirdly, the non-randomness in our samples also injures the preciseness of data. 
Because we conduct qualitative research as well as select limited samples, we cannot 
arbitrarily choose sample in the population. It is undoubtedly lower reliability and 
validity of our research. However, we tried to be neutral without influencing 
respondent’s opinion.  
 
Fourthly, the design of questions and layout of questionnaire also affect the reliability 
and validity to some extent. Saunders et al., (2009) stated that the questions should be 
defined in a clear way and should be significantly related to research topic. They 
recommend that it is better to ask an expert or group of experts to comment the 
appropriateness of questions prior to final questionnaire. In our research, we have not 
enquiry experts about the questions because of strained time. However, the questions 
are based on the theoretical framework and highly related to research topic.  
 

5.9 Procedure of practical methodology 

 
The figure 5.1 is the summary of practical methodology procedure in our research: 
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    Implementation             Data process           

                         Qualitative data analysis 
 

Figure 5.1 Procedure of practical methodology 
 
In brief, we have initially conducted pilot questionnaire, following by final 
questionnaire. In each questionnaire, we implement various steps to collect the 
essential data. These data may be processed in specific ways in order to apply 
qualitative data analysis. Through above measures, we could collect necessary data 
and information that lead us to move into next chapter: Empirical description and 
discussion.  
 
 
 
 
 
 
 
 
 

 

 

 

 

 

Pilot 
questionnaire 

Final 
questionnaire 

● Ask for permission 
● Telephone interview 

● Send the covering letter and 
questionnaire web link by mail 
● First the follow-up letter 
● Second the follow-up letter if 
necessary  

● Audio recording 
● Brief note 

On-line 
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CHATPER 6 EMPIRICAL DISCUSSION AND ANALYSIS 

 
In this chapter, it mainly describes the data collected from questionnaire; also, 
conducts the analysis based on data and theory of Nash Equilibrium and Perfect 
Bayesian Equilibrium. At the end of analysis, it can test the validity of two hypotheses  
 
 
In this chapter, we mainly focus on the analysis of questionnaire we conducted from 
last chapter. We may initially describe the data and emphasizes the characteristics and 
relevance of data. Then we try to analyze these data and hopefully could make a 
conclusion of audit pricing decision in China.  
 
As we stated above in last Chapter 1, we have three sub research questions in our 
paper: 
1) What are the factors in audit pricing decisions? 
2) How these factors affect the pricing decisions according to different stakeholders’ 

perspective? 
3) How is the pricing model set up for RSM China based on game theory? 
 
Therefore, in our empirical description and discussion, it can be divided into three 
parts as follows: firstly we describe the empirical data, especially the factors in 
pricing decisions concerning our case company, RSM China. We would analyze the 
significance of factors. Secondly, we would conduct an analysis of the association 
between factors and pricing decision. In this step, the most important issue is that it 
considers all relevant stakeholders. We try to analyze stakeholders’ incentives and 
understand how these incentives affect RSM China’s pricing decisions. Thirdly, we 
may establish a proper pricing model for RSM China and other Chinese accounting 
firms. This pricing model would base on our theoretical framework and the data we 
collected in last chapter. Through these pricing models, we could deduct the 
appropriate decisions in a competitive market.  

6.1 Analytical testing targets on theories  

Based on theoretical findings, we can deduct the testing targets in our paper; while 
data collection from questionnaire and empirical analysis can test these targets. The 
summary is depicted in table 6.1: 
 
 
 
 
 
 
 



 68

Theory Theoretical findings Testing targets Is the information 
received from 
questionnaire? 

New audit 
relationship 

(section 3.2.1) 

Clients has power to bargain and 
negotiate audit price 

Does collusion arise 
because the new audit 

relationship? 

� 

Audit quality 
(section 3.2.2) 

Audit quality is the most important 
issue in pricing decisions 

Doest audit quality is 
the priority in any 

circumstances? 

� 

Audit pricing 
(section 3.2.3) 

There are several determinants in 
pricing decisions 

Do these factors 
associate with pricing 
decisions in reality? 

� 

Principle-agent 
theory (section 

3.3.1) 

The audit is originally emerged 
because of principle-agent 

problem 

N/A N/A 

Information theory 
(section 3.3.2) 

High-quality accounting firm tend 
to apply low price because of 

information asymmetry by clients 

Do different types of 
accounting firms tend 
to use different price 

strategies? (Hypothesis 
2) 

� 

Deep pocket theory 
(section 3.3.3) 

Accounting firms should consider 
legal obligation in case of audit 
failure; they tend to undertake 

more punishments. 

Does accounting firms 
cease from illegal 

activities because of 
tight regulation? 

� 

Accounting firms 
differentiation 
theory (section 

3.3.4) 

The differences of quality, audit 
cost and reputation exist in 

different types of accounting 
firms, especially in “Big four”. 

Does reputation is one 
of determinants for 
clients when choose 
accounting firms? 

� 

Nash Equilibrium 
(section 3.4.2) 

It is one type of game theory. It 
should first analyze the possible 
actions for players; then discover 

the best action which is affected by 
all players’ optimal incentives. 

Hypothesis 1 � 

Perfect Bayesian 
Equilibrium 

(section 3.4.3) 

It is another type of game theory. It 
can be used in the situation of 
several player and complicated 

model; also, it can arrive at 
different solutions which include 
“sorting equilibrium”, “separating 

equilibrium” and so on. 

Hypothesis 2 � 

 
Table 6.1 Analytical testing targets on theories 
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6.2 Empirical data description and analysis of factors 

 
The first part of this chapter is to describe and investigate the factors in pricing 
decisions. This part seems to be the infrastructure of further analysis. We would 
divide into two parts: first is the description of data, second is the discussion of data.  
 
6.2.1 The overview of factors 
 
RSM China as the biggest domestic accounting firm, it struggled against with “Big 
four” and other domestic accounting firms. Especially, the international reputation in 
“Big four” and low-price dominance in median-to-small size domestic accounting 
firms push RSM China into a severe competition. In this circumstance, pricing 
decisions become a tough project since they are determining the attraction of clients. 
Initially, we may generally describe the factors of audit pricing decisions according to 
questionnaire. The following pie chart 6.1 is the weight of each factors based on our 
respondents’ opinions. The weigh of each factors is calculate by the number of 
respondents in choosing specific factor / the total number of votes in choosing all 
factors  

Weight of factors

16%

15%

13%
11%

10%

9%

9%

8%
5% 3% 1%

audit risk audit quality
competition accounting size
reputation client size
regulation client complexity
corporate governance "busy season"
location

 

Figure 6.1 Weight of factors 
 
The data depicted in the above chart were collected by questionnaire with various 
respondents. We find that the most common factor of pricing decision is audit risk 
which is chosen by all 27 respondents, following by audit quality, which is chosen by 
26 respondents. Almost each respondent considered that these two factors are 
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significant whoever he or she is decisions marker, undertaker or supervisor. The third 
significant factor is competition which is chosen by 22 respondents, following by 
accounting size, reputation, client size and regulation, which are chosen by 19, 17, 16 
and 16 respondents, respectively. The eighth and ninth factors are client complexity 
and corporate governance, which are chosen by 14 and 9 respondents. The last two 
factors, which are relatively less significant, are “busy season” and location. They are 
chosen by 5 and 2 respondents.  
 
According to the above general description, we discover that several factors are 
serviceable for our further interrelationship analysis. Audit risk and audit quality are 
two crucial factors which are necessary to investigate. In addition, it is also 
worthwhile to take competition, reputation and regulation into interrelationship 
analysis because all of these factors are more involved in stakeholders’ incentives and 
behaviors.  
 
6.2.2 Factors description by range of influences 
 
According to factors we collected from literature review, we find that factors can be 
divided into two categories based on their range of influence: internal factors and 
external factors. Internal factors are those which are triggered inside accounting firms, 
also, these internal inducements pose more or less influences on final pricing 
decisions. External factors are those which cause the changes in audit fees outside 
accounting firms. 
 
The internal factors we generalized from questionnaire would be described in the 
figure 6.2: corporate governance, accounting firm size, location, “busy season”, audit 
quality, audit risk and reputation. The following chart 6.2 is the weight of internal 
factors; the weight of internal factors is calculated by the number of respondents in 
choosing specific factor / the number of votes in choosing all internal factors 

Weight of internal factors

25%

25%18%

16%

9%
5% 2%

audit risk audit quality

accounting size reputation

corporate governance "busy season"

location
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Figure 6.2 Weight of internal factors 
 
As can be seen in above figure, audit risk and audit quality is also the most significant 
factors. It requires that manager should be initially aware of audit risk and audit 
quality in pricing decisions when merely consider the factors within accounting firms. 
“Busy season” and location are less significant internal factors from our respondents’ 
consideration.  
 
The external factors may include regulation, competition, client size and client 
complexity. The weight of external factors is depicted in figure 6.3; the weight of 
external factors is calculated by the number of respondents in choosing specific factor 
/ the number of votes in choosing all external factors. 

Weight of external factors

32%

24%

24%

20%

competition client size

regulation client complexity

 
Figure 6.3 Weight of external factors 

 
Concerning external factors, competition occupies the significant part. It means that 
our respondents considered competition as the most substantial external determinant, 
while the factors of client and regulation seems to have less significant influences.   
 
6.2.3 Factors description by stakeholders 
 
When consider the factors in audit pricing decisions, stakeholders may have different 
thoughts of weightiness. Their thoughts of significance help us to portray a general 
profile of interact pricing determinants based on all relevant participants. The figure 
6.3 is the factors description by stakeholders: 
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Figure 6.4 Factors selection by stakeholders 

 
From the perspective of people in accounting firms, managers in RSM China ranked 
the significance of factors as follows: audit risk, audit quality, regulation, reputation, 
and accounting firm size. Concerning competitors, they considered that audit risk and 
audit quality are the most significant; accounting size is also the least significant 
factors in their consideration.  
 
From the perspective of clients, shareholders believed that audit risk, audit quality and 
accounting size are the most significant factors, while regulation is least significant. 
Concerning managers, they believed that audit risk and accounting firms size are two 
most significant factors, while reputation is the least significant factors. It is worth to 
notice that managers would not consider audit quality is the important determinant. In 
addition, few managers believed that reputation is one of determinant. It becomes a 
very interesting field in our further analysis. We consider that it would probably 
produce audit collusion between managers in clients’ companies and auditors. The 
reason is that managers have different economic interests against shareholders.  
 
From the perspective of regulatory authority, they considered that audit risk, audit 
quality and competition are three most significant factors. However, no regulatory 
authority considered that regulation is one of determinants. We believe that it is 
reasonable since regulation is a tool of supervision instead of a pricing determinant.  
 
6.2.4 Factors discussion  
 
In the questionnaire, all respondents are asked to answer the question: “Why you 
think the factors you have chose are important in audit pricing decision?” According 
to respondents’ answer, we can provide a general profile of these factors. Following 
are presentation of main behavior-related determinants. 



 73

 
Audit quality 
 
“…improving our audit quality…can’t lower audit fees…have to keep required 
return” (manager in RSM China) 
 
“Of course I need high audit quality, I don’t mind company should pay a higher fees 
otherwise I will lose more money in the fake financial reports” (shareholders in Citic 
group) 
 
“…high quality means high fees…high quality is best for accounting market” (staff in 
CSRC) 
 
For accounting firms, the optimal situation is to provide high audit quality which 
could obtain a good reputation as well as yield required return. However, in reality, 
they are surrounded by fierce competitions. Accounting firms are obliged to lower 
audit price. It inevitably decrease audit quality if the same audit resources to be 
consumed. For managers and shareholders in client company, they have different 
interests but the same perspective of audit quality. Shareholders certainly seek to 
higher quality which could truly reflect the financial situation of company. Managers 
also seek to higher quality which could improve the reliability of financial 
performance to the public. Concerning regulatory authority, they intend to maintain a 
steady accounting market that audit quality is their priority.  
 
Audit risk 
 
“When risk increase, audit fees definitely increase” (manger in RSM China) 
 
“…we are afraid of risk, but it’s not our business, so even though CPAs may increase 
fees but we don’t want to pay more…” (manager in Citic group) 
 
“…fees increase when risk increase…extremely high risk is not equal to very high 
fees” (staff in CSRC) 
 
Accounting firms seek to obtain equilibrium between high risk and high audit fees. 
For managers and shareholders in clients’ companies, although they agree this kind of 
positive relationship, audit risk, especially material misstatement risk and detection 
risk, seems to not include in their engagement. Therefore, clients have no incentives 
to pay the higher audit fee because of higher audit risk. For regulatory authority, they 
also agree the positive relationship. However, they consider that the extremely high 
audit risk lead to the disorder in accounting market.  
 
Competition 
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“…high competition now…is difficult to increase audit fees” (manager in RSM 
China) 
 
“…definitely high competition lead to low audit fee, we never mind it if keeps good 
quality” (manager in Citic group) 
 
“…a special market…higher competition cause relatively lower fee, but market is 
more regulation-oriented” (staff in CSRC) 
 
Accounting firms consider that in present China the competition in accounting market 
is extraordinarily fierce that lots of medium-to-small size accounting firm tried to 
battle the market share in low-price strategy. Even though RSM China is the biggest 
domestic firm and has historical prestige, it is difficult to increase audit price. 
Concerning to clients, both shareholders and managers believe that high competition 
would lead to low audit price. For regulatory authority, they also agree the negative 
relationship between competition and audit price. However, they do not agree that 
accounting market is an absolute competitive marketplace. For this reason, audit 
prices seem to be more regulation-oriented.  
 
Reputation 
 
“Reputation can attract more clients…contracts in a higher fee…” (manager in RSM 
China) 
 
“…it’s a good deal to cooperate with high-reputation firms; even though we 
understand they’re expensive” (manager in Citic group) 
 
“…good reputation, high audit fees…its why “Big four” with high fees…” (staff in 
CSRC) 
 
Accounting firms are likely to establish good reputation in order to attract the 
increasingly contracts with their clients. These contracts can be sold in a higher price 
compared with those firms with relatively normal prestige. Regarding to clients, both 
shareholders and managers tend to corporate with good reputation accounting firms. 
They believe that the reliability of reports would increase when they are audited by 
high prestige accounting firms. Concerning to regulatory authority, they consider that 
there is a positive relationship between reputation and audit price.  
 
Regulation 
 
“The strict regulation may lead to a serious punishment; the high fees of risk will 
transfer to clients” (manager in RSM China) 
 
“…strict regulation…higher audit fees… we want a cheap audit fee” (manager in 
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Citic group) 
 
“…high price if supervision is tight, but it’ ok for me because I want a stricter 
supervision” (shareholder in Citic group) 
 
If the regulation is strict, accounting firms would be afraid of heavy punishment. They 
consider that the audit risk is likely to increase. They tend to heighten audit fees in 
order to cover the unexpected losses. Regarding to clients, both managers and 
shareholders agree that strict supervision lead to high audit price. But they have 
different incentives: managers expect to obtain the lower audit price, while 
shareholders rather to focus on tight supervision. In the aspect of regulation, no 
respondents in regulatory authority chose regulation as the determinant of pricing 
decisions.  
 

6.3 The process of game analysis in factors and pricing model 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Figure 6.5 Process of game analysis in factors and pricing model 
 
As can be seen in above figure, the analysis of factors is based on the information 
from questionnaire. Initially, we would implement the game analysis according to 
Nash equilibrium, and then test whether the analysis is available or not after 
combining stakeholders’ responses. Finally we could understand that whether the 
incentives of stakeholders in specific factors affect pricing decisions or not. Here, we 

● Generally understand the factors 
in pricing decisions 
● Used to further game analysis 

● Description of factors 
● Incentives of stakeholders in each factor 

 Information provided by questionnaire 

Game analysis in factors based on 
Nash Equilibrium 

The outcome on pricing decision 

● Test H1: whether the effect of 
factors is the consequence of game 
process 

Combined all factors, build up 
pricing model based on Perfect 

Bayesian Equilibrium 

● Test H2: whether high-quality 
and low-quality accounting firms 
have different pricing model, 
respectively 

Test 

Test 
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could test the hypothesis 1.  
 
In order to test hypothesis 2, we would establish the pricing model based on Perfect 
Bayesian Equilibrium. All relevant factors we discussed previously would be added 
together in this case. We may use some knowledge in Perfect Bayesian Equilibrium to 
test the availability of the model. After the establishment, we could test hypothesis 2.  
 

6.4 Game between competition and audit price 

 
In this section we may mainly analyze the game process between competition and 
audit price. Initially we describe stakeholders’ pricing strategies or policies when only 
consider the competition. Secondly we conduct game analysis between RSM China 
and competitors. Lastly, we also implement game analysis of changing other 
competitors into RSM China.  
 
6.4.1 Description of pricing strategies or policies based on competition.  
 
Different stakeholders have diverse opinions about the pricing strategies or policies 
towards fierce competition. The following table is the summary of their strategies.  
 
Stakeholder Policies or strategies 
Managers in RSM China 1) Because our company is time-honored as well as good 

reputation, we would not get down our audit price 
against intensive competition; 

2) If competition is extremely fierce, we would tend to 
slightly lower audit price in order to grasp or enlarge 
market share; 

Competitors 1) The audit price may not be fluctuated in any kinds of 
competition; (KPMG) 

2) We may adapt to actual situation of competitive market. 
If the competition becomes serious, we may lower audit 
price to an acceptable level; (PCPA) 

Shareholders in clients’ 
companies 

It is favorable to witness an increasingly competitive 
accounting market in China. We expect that audit price 
would decrease along with the fierce competition.  

Managers in clients’ 
companies 

The competition allows us to choose more preferable 
accounting firm. Those firms survived in drastic competition 
as well as have high audit price, we intend to collaborate 
with them because we believe that they provide high quality.  

Regulatory authority Competition leads to the emergence of low audit fees. But 
the market cannot turn to be an absolute competitive market 
because it should be more regulation-oriented.  
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Table 6.2 Description of pricing strategies or policies based on competition 
 
6.4.2 Game analysis between RSM China and competitor 
 
In this section we may analyze the game process between RSM China and its 
competitors. When RSM China attempt to be survival in the fierce competition, they 
should attract new business as well as keep the existing clients. In the following 
discussion, we mainly focus on absorbing new clients in an intensive circumstance.  
 
When RSM China intends to accept the audit for new clients, there are two 
circumstances as follows: first, the clients are audited for the first time; for example, 
the companies which intend to issue IPO that primarily ask RSM China to audit their 
financial reports. Second, the clients plan to change the auditor which has been 
entrusted to audit in last accounting year, and then they recruit RSM China to 
continue the remaining audit work (Maher et al., 1992).  
 
It is no doubted that RSM China may establish their pricing strategy according to 
practical situation with clients. When the fierce competition exists, the most 
determinant of seizing market share is the cost-effective pricing decisions without 
considering other factors such as reputation, audit quality. In the following analysis, 
we discuss the game process in pricing strategy between RSM China and its 
competitor. The following table is the game matrix: 
 

 

Figure 6.6 Game analyses between RSM China and competitor 
 
Based on above game process, we can analyze the returns of both RSM China and its 
competitor. The circumstances are depicted as follows: 
1) When both RSM China and competitor prefer the high price strategies, both sides 

obtain the expected return: 0.5*A 
2) When either RSM China or competitor prefer the low price strategy, the firm 

which adapt low price may obtain the expected return: B, while the other side may 
receive the expected return: 0.  

3) When both RSM China and competitor prefer the low price strategies, both side 
obtain the expected return: 0.5*B 

 

0.5, 0.5      0, 1 
 

1, 0         0.5, 0.5 

Competitor (PCPA) 

High price A Low price B 

High price A

Low price B 
RSM China 

The probability of audit 
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Information provided by questionnaire: 
We have asked managers in RSM China and employees in its competitors the 
following question: “what is your pricing strategy in the high competitive market and 
low competitive market, respectively?” they portray the pricing decision as the figure 
6.5: 

 

Figure 6.7 Perspective of competition in audit price by accounting firms 
 
Combining information of questionnaire into game analysis: 
Combine their consideration into our game analysis; we discover that high price is 
one of cooperative game process. But we find that it is not consistent with 
respondents’ ideas in the reality.  
 
We believe that high price is an uncommon occurrence because it needs an extremely 
strict constraint. When consider other stakeholders’ interests, especially the clients, 
this kind of game process in unbalance. The reason is that client may only take care of 
own interests that they would dismiss accounting firm with high price. In this case, 
both RSM China and competitor would rather choose low price strategy which is 
beneficial to both sides as well as reach the “Nash equilibrium”. However, Pearson 
and Trompeter (1994) proposed that in fierce competition the price would decline 
until one basic line which is slightly lower audit costs or equal to audit costs. Our 
finding is also in accordance with their argument of “low-balling” in accounting 
market.  
 
6.4.3 Game analysis of changing other competitor into RSM China 
 
The alternation of accounting firms can be divided into two circumstances: 
voluntarily change and non-voluntarily change. Voluntarily change means that clients 
determined to terminate the contracts with accounting firms by their own, while 
non-voluntarily change means that accounting firm are compulsorily changed. Simon 
Francis and Wilson (1988) defined that non-voluntarily change has two situations: 
first is the illegal activities in accounting firms which are asked to suspension of 
business. Second is compulsorily rotation by the requirement of regulatory authority. 
We may mainly focus on the voluntarily change and probe into it incentives.  
 
Information provided by questionnaire: 
In questionnaire, we have asked managers in RSM China about the pricing strategies 

High competition 

Low competition Keep on the same level, 
seldom increase price 

RSM China 
Competitors 

Relatively low price or keep 
on the same level 



 79

in both voluntarily change and non-voluntarily change. Their answers are summary as 
follows: 

 
Figure 6.8 Effects of changes of accounting firms in audit price 

 
Combining information of questionnaire into game analysis: 
Under the data collected from questionnaire, we understood that in the circumstance 
of voluntarily change, accounting firms prefer to slightly decrease audit price, while 
in non-voluntarily change, they tend to adopt either the same price as previous 
accounting year or increase the price in few cases. Therefore, the game process will 
be depicted into two occasions in figure 6.7 and 6.8: 
 
When the changes in a voluntarily way: 

 

Figure 6.9 Game analysis in voluntarily change 
 
When the changes in a non-voluntarily way: 
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Clients 

RSM China 
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Figure 6.10 Game analysis in non-voluntarily change 

 
From the above game matrix, we witness that RSM China would establish different 
pricing decisions according to situation of changes. We conclude these circumstances 
as follows: 
 
1) When clients intend to voluntarily change other accounting firms into RSM China, 

RSM China has incentive to provide discount to clients that lower it audit price. 
On the other hand, client also has incentive to change their current accounting 
firms into RSM China if the current price has been increased. In this case, the 
audit price provided by RSM China also lowers than current price. Hence, if 
clients intend to delegate, it should pay audit fees B, and subtract the discount X, 
while client do not need to pay if it do not delegate. When RSM China accepts the 
delegation, it would receive B-X, while it may obtain nothing if refuses the 
delegation.  

 
2) When client intend to non-voluntarily change other accounting firm into RSM 

China, RSM China frequently keep audit price in the same level, and rarely 
increase the price. Two occasions would happen in this circumstance. If RSM 
China intends to keep the same price, client may pay audit fees B if it intends to 
delegate, while RSM China may receive economic inflow B if it also accepts the 
delegation. On the other side, if RSM China increase the extra fees X, then client 
should pay audit fees B+X if it allocates the delegation, and RSM China receives 
the audit fees B+X at the same time. If either RSM China or client do not delegate 
or refuse the delegation, both sides receive nothing.  

 
Through our analysis above, we can come up the game strategic map in the case of 
voluntarily change or non-voluntarily change. The figure 6.9 depicts the situation:  

RSM China 
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same price or 
higher price 

Reject 

Delegate
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Clients 
-B, B or         0, 0 

-(B+Y), B+Y  
 
   0, 0           0, 0 

Economic inflow or outflow 
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Figure 6.11 Game strategic maps in case of changes in accounting firm 
 
The outcome on pricing decisions: 
1) In the fierce competition, RSM China has no incentive to apply high price strategy; 

the price should be set slightly below normal level; 
2) In case of the changes in accounting firm industry because of fierce competition, 

RSM China has two options based on clients’ incentives: if in voluntarily change, 
the price should be set slightly below normal level; if in non-voluntarily change, 
the price should keep in the same level, or seldom increase; 

3) Whatever in any circumstances, RSM China seldom increases the price because of 
fierce competition.  

 

6.5 Game between quality and audit price 

 
In this section it mainly implements game analysis between audit quality and audit 
price. It includes two parts: firstly we may describe our stakeholders’ perspective of 
the relationship between quality and audit price; secondly we may conduct game 
analysis between RSM China and clients (managers in clients’ companies) based on 
audit quality.  
 
6.5.1 Description of pricing strategies or polices based on audit quality 
 
The following table is the description of stakeholders’ perspectives of pricing 
strategies or polices under audit quality.  
 
Stakeholder Strategies or policies 
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Managers in RSM China 1) Need more costs to control audit quality, 
will increase audit fee; 

2) However, audit fee is not the necessary 
prerequisite of high audit quality. 

Competitors 1) Ensure the high audit quality whatever the 
level of audit fees (KPMG). 

2) Consume more resources to improve audit 
quality, therefore, the positive relationship 
between them (PCPA). 

Shareholders in clients’ companies Prefer to high audit quality which can be more 
sensitive to detect fraud as well as fairly issue 
audit opinion in order to protect the interests of 
shareholders. 

Managers in clients’ companies The priority is to choose accounting firm which 
has high audit quality. It is likely to select those 
accounting firms which have established 
long-term collaboration with them so that 
thoroughly understand their quality.  

Regulatory authority 1) Intend to tighten the supervision to ensure  
each firm in accounting market has high 
quality 

2) Before establish audit pricing decisions, it 
should be aware of maintaining good audit 
quality.  

 
Table 6.3 Description of pricing strategies or policies based on audit quality 

 
6.5.2 Game analysis between RSM China and clients based on quality 
 
We collected data from questionnaire and find that financial report audit is the main 
income for both RSM China and competitors. The results are depicted in figure 6.10.            
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Figure 6.12 economic inflows of RSM China and competitors 
 
As can be seen in the above figure, financial report audit is the main economic inflow 
for both RSM China and its competitors. It means that financial report audit is still the 
most important business in accounting firms. The audit fees paid for clients are 
mainly come from financial reports audit. It provide a foundation for further game 
analysis.  
 
we have asked managers in RSM China: “without consider increasing audit fees, do 
you have incentives to lower audit quality in order to cover the marketing cost or 
other related cost used previously?” almost half of them consider that audit quality is 
evitable going down if accounting firm establish the low cost strategy in order to 
battle against competitors in the fierce competition.  
 
In this case, we could conduct the game analysis. This is because we understand that 
without increase audit fees, RSM China have no incentives to generate extra 
information, which means that it also offer the same level audit quality.  
 
We assume that if clients (managers in clients’ companies) pay low audit fees (A), it 
can obtain the information benefit (M). If clients pay high audit fees (A+B), it can 
receive the information benefit (M+D); For RSM China, when it obtain low audit fees 
(A), it should consume audit costs (C) which generates information benefit (M). 
When it obtain high audit fees (A+B), it have to consume audit costs (C+F) which 
generates information benefit (M+D). We believe that clients have two strategies: pay 
low audit fees and pay high audit fees; while RSM China also has two strategies: 
provide low quality and provide high quality. The game matrix is described as 
follows: 
 

 

Figure 6.13 Game analyses between RSM China and clients based on quality 
 
According to the game matrix above, we may analyze game process based on audit 
quality. The circumstances between RSM China and clients are depicted as follows: 
 
1) When clients (managers in clients’ company) intend to pay high audit fees in order 

M-A, A-C       M+D-A, A-C-F 
                               
M-A-B, A+B-C  M+D-A-B, A+B-C-F 
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to acquire high audit quality, they can obtain more information benefit. While 
RSM China would provide high audit quality in case of high audit fees. This is an 
optimal strategy for both sides. In other word, it reaches Nash equilibrium.  

 
Information provided by questionnaire: 
In the questionnaire, we have asked mangers in clients’ companies: “are you willing 
to pay for a higher audit price to get higher quality audit reports?” all of them gave us 
a definite answer. They considered that the high quality report provides a clear profile 
of performance of company.  
 
Combining information of questionnaire into game analysis: 
Therefore, it is accordance with the result of game analysis. In reality, although 
managers had already understood the business performance of company in depth, they 
still need a high quality report in order to demonstrate their performance to the public. 
In this case, clients could receive more rewards from shareholders. We believe that 
this kind of Nash equilibrium is existential in real-life.  
 
2) When clients intend to pay low audit fees, while RSM China provides low audit 

quality, it also reaches Nash equilibrium. However, we believe that this kind of 
equilibrium is conditional. It may only occur when clients consider that the audit 
fees are too higher to their expectation. In this case, they may choose those 
small-to-medium size accounting firms which provide relatively low audit quality 
but with low audit fees. We have been witness that in China, lots of medium size 
companies rather to plunge into this strategy (Zhang, 2007).  

3) For other two choices, whichever cannot reach Nash equilibrium because there is 
an unbalance between input and output.  

 
Through the discussion we described above, we can deduct that there is relatively 
positive relationship between audit price and audit quality. Nevertheless, in some 
cases the high audit fees could not imply the high quality. The reason is that clients 
may pay abnormal high audit fees for some illegal purposes. For example, clients may 
promise to pay high audit fees if accounting firms issue a falsely glowing audit report. 
Under this circumstance, it may cause audit collusion.  
 
The outcome on pricing decisions: 
Although managers in clients’ companies well understand the performance of their 
own company, they would intend to pay higher price to receive high-quality which 
they consider is more reliable to the public. According to the incentive of clients, the 
price should be set slightly above the normal level if in high-quality.  
 

6.6 Game between collusion and audit price  

 
In this section, we may analyze the incentives of audit collusion, and understand how 
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the collusion affects audit pricing decisions. It divided into two parts: first, to figure 
out the inducement of audit collusion and its association with audit price; second, to 
implement game process.  
 
6.6.1 Descriptions of collusion’s effects on audit price 
  
In the questionnaire, we have asked our respondents the opinions of incentives in 
collusion. The summary is depicted as the following table: 
 
Stakeholder Incentives of audit collusion 
Managers in RSM China High reward in high risk; lack of internal 

incentive mechanism; problems in 
corporate governance 

Competitors High reward in high risk; long-term 
cooperation with clients 

Shareholders in client company Information asymmetry, loose regulation 
Managers in client company Long-term cooperation with clients, high 

reward in high risk, disorder of internal 
audit 

Regulatory authority Extra remuneration, deficiency of ethics, 
loose regulation 

 
Table 6.4 incentives of collusion by stakeholders’ perspectives 

 
As can be seen in above table, stakeholders have different opinions regarding to the 
incentives of audit collusion based on their specific positions. The general incentives 
include high reward in audit collusion, the long-term cooperation with clients, the 
inadequate supervision in Chinese regulatory authority, and so on. In addition, we 
have asked our respondents their understanding of association with audit price. The 
conclusion is described as follows: 
 
Stakeholder Relationship between collusion and price 
Managers in RSM China 1) Collusion implies high risk; it is 

reasonably to apply high audit fees.  
2) Collusion is another description of 

bribe; for accounting firms, 
sometimes high fees mean 
maintaining the cooperation rather 
than improve audit quality. 

Competitors When collusion occurs, it signifies high 
audit fees because accounting firms may 
undertake high risks. 

Shareholders in client’s companies High audit fees do not lead to collusion, 
but collusion tend to high audit fees. 



 86

Managers in client’s companies Accounting firms are force to cooperate 
with clients that hold a rationale to 
increase audit price. 

Regulatory authority Collusion may lead to the disorder in 
accounting market, and increase audit 
price to some extent. 

 
Table 6.5 Relationship between collusion and audit price 

 
From the above generalization, we understand that whether accounting firm decide to 
collude or not may exert influences on final audit price. Sometimes the high fees 
mean a falsely glowing report rather than high audit quality. The “glowing” reports 
are those reports which cannot indeed reflect the real performances of company, or 
even include distorted opinions which significantly damage the interests of company. 
When accounting firms receive the high audit fees, they may probably collude with 
clients. It would yield abnormal income. 
 
The “deep pocket theory” argues that auditors are hired in fairly issuing audit 
opinions as well as detecting mistakes in financial reports. They intend to decrease the 
information asymmetry and undertake the risks transferred by clients. Via the data 
collected by questionnaire, we understand that most of audit fees are paid by 
managers in clients’ companies. Also, all shareholders described that they were not 
aware of the amount of audit fees. It implies that managers could determine either the 
amount of audit fees or dismiss auditors by their own.  
 
Auditors have alternatives when they are asked to collude. If they reject the 
conspiracy, they may bear the risks of dismissal. If they accept the collusion, they 
may receive the high audit fees but both damage the regulation and expose in the high 
risk. However, the pressure of survival lead accounting firms to take the risk. It 
becomes a dilemma for accounting firms. Therefore, we can implement the game 
process for them in order to analyze the choices of collusion and understand how the 
collusion affects pricing decisions.  
 
6.6.2 Game analysis in audit collusion 
 
In this game analysis, we may exclude the consideration of legal obligation. But we 
may include the consideration of legal obligation in next section.  
 
There are two alternatives for managers when the company is in the bad financial 
performance: confess or conceal. Also, accounting firms has two alternatives: accept 
collusion or reject collusion. We assume that managers may obtain economic inflow 
(S) if they conceal the bad performances to shareholders. On the other hand, managers 
may receive 0 when they intend to be frankness. From accounting firms perspective, 
if they choose to reject collusion, they may be fired which receive 0 or obtain the 
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normal economic inflow (L). If they choose to accept collusion, they may receive the 
normal economic inflow (L), or (L+V), which plus the risk value (V). Therefore, the 
game matrix is depicted in figure 6.12. 
 

 

Figure 6.14 Game analyses between RSM China and clients based on collusion 
 
Through above discuss, we find that there are two circumstances in audit collusion: 
1) When managers in clients’ companies decide to confess bad performances to 

shareholders, RSM China may choose to reject collusion.  
2) When managers in clients’ companies decide to conceal bad performances to 

shareholders, RSM China would be fired if reject collusion. In this case, RSM 
China may receive 0; if RSM China accepts collusion, it may receive L+V. 
Therefore, RSM China has incentive to collude with managers.  

 
Information provided by questionnaire: 
We have asked managers in RSM China the following question: “In case of collusion, 
whether the partner of collusion is in the dominant position or not?” managers in 
RSM China considered that clients are in the leading position which can determine 
RSM China’s decision of collusion or not.  
 
Combining information of questionnaire into game analysis: 
Therefore, we believe that the game process seems to be a dynamic game. It is shown 
in figure 6.13: 
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Figure 6.15 Dynamic game processes in audit collusion 
 
As can be seen in figure 6.13, the determination of managers in clients’ companies 
may pose impacts on RSM China. In other words, RSM China would choose to reject 
collusion or accept collusion based on clients’ selection. If clients conceal the bad 
performance, RSM China has incentive to choose accepting collusion.  
 
Outcome on pricing decisions: 
1) Without considering the legal obligation, if managers choose to confess, the price 

should be set in the same level; 
2) Without considering the legal obligation, if managers choose to conceal, the risk 

will increase. The price should be set slightly above normal level. 
 

6.7 Game between regulation and audit price 

 
In this section we may discuss the game between regulation and audit price. It will be 
divided into two parts: first, we would describe our respondents’ perspective 
regarding to the relationship between supervision and criteria of audit price; second, 
we may implement game analysis between RSM China and regulatory authority.  
 
6.7.1 Description of regulation’s effects on audit prices 
 
Firstly we would summary the respondents’ opinions of the relationship between 
supervision and criteria of audit price.  
 
Stakeholder Relationship between supervision and 

criteria of audit price 
Managers in RSM China Supervision would not affect the level of 

audit fees but would lead to the strict 
pricing decisions to some extent. 

Competitors Whatever tight or loose regulation, the 
criteria of audit price would not change. 

Shareholders in client company Strict regulation leads to high audit fees.  
Managers in client company Tight regulation may imply relatively 

high audit risk which is inevitably 
increasing audit fees because the fees 
would reflect the level of audit risk.  

Regulatory authority Audit pricing decisions are established by 
accounting firms’ polices, competition 
status and clients’ circumstance, but not 
relevant to regulation. 

 
Table 6.6 Description of regulation’s effects on audit prices 
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In practice, since the existence of regulation, accounting firms and clients would 
deliberately consider the consequences when they intend to collude. The punishment 
such as revoking the license or imposing high fine would deter the collusion. In China, 
China’s Securities Regulatory Commission (CSRC) is the regulatory authority of 
security market. The main responsibility of CSRC include maintain the stability of 
market and establish mechanism of punishing illegal activities. Especially, in recent 
years CSRC enhance regulatory scrutiny over fake accounting information. We have 
asked staff in CSRC and managers in RSM China the present level of supervision in 
China, 1 means the extremely loose regulation while 10 means the extremely strict 
regulation. The summary is depicted in figure 6.14: 

Level of supervision in China

3.6

5.7

0 2 4 6 8 10

RSM China

Regulatory
authority

 
Figure 6.16 Level of supervision in China by stakeholders’ perspectives 

 
As can be seen in the above figure, managers in RSM China believe that the 
supervision of regulatory authority is slightly loose in present China. They also 
pointed out that regulatory authority even fraud with listed companies which severely 
damage the independence of audit. Staffs in CSRC consider that the level of 
supervision is 5.7 which is not loose but there is still room for improvement.  
 
However, our respondents replied us that the strict supervision cannot ensure the 
disappearances of audit collusion. Reversely, this kind of strict supervision may 
become the quantitative basis of high audit price. Accounting firms may set audit 
price in high level because of high audit risk induced by strict regulation. This 
dilemma provides the foundation of further game analysis.  
 
6.7.2 Game analysis between RSM China and regulatory authority 
 
We apply the audit price game process when considering the effects of regulation. If 
(p) represents the possibility of collusion by RSM China; (L) means the economic 
inflow by RSM China; (V) means the extra economic inflow by RMS China if collude 
with clients; (F) represents the punishment by RSM China if collusion is discovered; 
(q) means the possibility of supervision by CSRC; (D) means the cost of detection by 
CSRC. If RSM China has two strategies: accept collusion or reject collusion, while 
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CSRC also has two strategies: supervision and not supervision. The game matrix is 
depicted as follows: 
 

 

Figure 6.17 Game analyses between RSM China and regulatory authority based on 
regulation 

 
According to the game analysis, we can deduct that: 
Based on the probability of supervision (q), the expected return of not collusion (p=0) 
and collusion (p=1) by RSM China can be calculated as follows: 
 
Reject collusion: R(q, 0) = L*(1-q) + L*q = L 
Accept collusion: R(q, 1) = (L+V)*(1-q) + (L+V-F)*q = L+V – F*q 
 
Based on these calculations, we can arrive at the following deductions: 
1) When V = F*q, which means that the extra economic inflow in collusion is equal 

to the punishment, the expected return of accepting collusion equal to that of 
rejecting collusion. Because R(q, 0) = R(q, 1), RSM China may choose either 
accepting collusion or rejecting collusion.  

2) When V > F*q, which means that the extra economic inflow in collusion exceeds 
the punishment, the expected return of accepting collusion is greater than that of 
rejecting collusion. Because R(q, 0) < R(q, 1), RSM China may has incentive to 
collude with clients because it has a higher expected return.  

3) When V < F*q, which means that the extra economic inflow in collusion is less 
than the punishment, the expected return of accepting collusion is fewer than that 
of rejecting collusion. Because R(q, 0) > R(q, 1), RSM China may has no 
incentive to collude with clients. In this case, RSM China would reject the request 
of collusion by clients.  

 
Information provided by questionnaire: 
We have asked managers in RSM China the question of “When accounting firm has 
collusion in mind, does it either choose to continually collude because of the high 
extra audit fees, or not collude because of the high punishment by regulation or other 
reasons? Please specify.” Different managers gave us different answers. One manager 
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said that the extra audit fees lead accounting firms to collude. Three managers’ 
opinions are not to collude because of the punishment by regulation. Three managers 
said that whenever it cannot collude because the ethics is most important.  
 
Combining information of questionnaire into game analysis: 
Combining respondents’ answers into our game analysis, we understand that the 
criteria of whether to collusion or not depends on the higher of extra audit fees or 
punishment. If the extra audit fees in collusion is higher than the punishment by 
regulatory authority, accounting firm intend to choose to collude. We believe that it is 
the pricing decisions in audit collusion based on supervisory mechanism.  
 
Also, we have asked staffs in CSRC the question of “Do you think the strict 
supervision would prevent the occurrence of audit collusion?” They answered that 
strict regulation cannot totally restrain from collusion. The best way of prohibition is 
to improve the self-regulation in accounting firms as well as improve the efficiency of 
supervision. For example, it is necessary for regulatory authority to provide a more 
clear guidance of audit pricing decisions.   
 
Outcome on pricing decisions: 
1) If the regulation is strict, the price should also be set in the same level.  
2) If the regulation is loose, the possibility of collusion would increase. The price 

should be set slightly above normal level.  
 

6.8 Game between reputation and audit price 

 
In this section we may implement the game analysis between reputation and audit 
price. It divided into two parts: first, we would describe the stakeholders’ perspectives 
of the relationship between reputation and audit price. Second, we would conduct 
game analysis between RSM China and clients based on reputation.  
 
6.8.1 Description of pricing strategies or polices based on reputation 
 
Stakeholder Strategies or polices 
Managers in RSM China 1) Good reputation provides the 

reasonableness of relatively high 
audit fees; 

2) Like RSM China, it has a good 
reputation because it provides high 
audit quality which would consume 
more audit resources. It is 
unavoidable to increase audit fees. 

Competitors Accounting firms with good reputation, 
especially worldwide accounting firms, 
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can set up a higher audit price since brand 
value is including in the audit price.  

Shareholders in RSM China Good reputation means high audit quality 
as well as self-discipline in the market. It 
is likely to accept the higher audit fees 
because good reputation accounting firms 
are more trustworthy.  

Managers in RSM China Although it should pay more for 
reputable accounting firms, it is worth to 
choose them because they provide more 
reliable audit reports. 

Regulatory authority It is preferable to witness the increasingly 
number of reputable accounting firms in 
the market; it is available for them to 
establish the relatively high audit fees.  

 
Table 6.7 Description of pricing strategies or policies based on reputation 

 
Through the above description, we understand that all stakeholders agreed good 
reputation could bring the added value to accounting firms. Especially, clients are 
likely to collaborate with good reputation accounting firms, especially those have 
worldwide reputation. They believe that audit reports provided by these reputable 
accounting firms would receive better recognition by public.  
 
6.8.2 Game analysis between RSM China and clients based on reputation 
 
Audit reputation is the consequence of repeated games. The reason is that reputation 
would be created if the clients (managers in clients’ companies) choose to cooperate 
in many times which undertake multiple game processes. We would establish the 
game model which has two phases.  
1) At the first phase, client can choose either put faith in audit work or disbelieve 

audit work provide by RSM China. If client do not trust RSM China, then RSM 
China cannot receive any audit work. In this case, the game process is terminated 
which means that both sides cannot obtain any economic inflow.  

2) If client choose to trust the audit work provided by RSM China, then it would turn 
to second phase. In this circumstance, RSM China could determine its initiative. 
RSM China could choose either integrity or fraudulent. If RSM China prefers to 
honest, RSM China and client could obtain economic inflow (B), (R), respectively. 
If RSM China prefer to cheated, RSM China could receive economic inflow 
(B+C), while client would obtain (-T). The detail of game process is depicted in 
figure 6.16: 
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Figure 6.18 Game analyses between RSM China and clients based on reputation 

 
According to the above game analysis, we can deduct the following circumstances: 
1) Under the condition of trust by client, RSM China may receive B if RSM China 

prefers to honest; If RSM China chooses to be fraudulent, it may receive B+C. 
Hence, rational accounting firms would prefer to be fraudulent. 

2) If clients are well aware of fraudulent behaviors of RSM China, they would 
receive –T if clients insist on trusting RSM China. However, client would not lose 
anything if they do not trust RSM China. Hence, rational clients would not trust 
accounting firms.  

3) In the above circumstances, we can deduct Nash equilibrium: clients would not 
trust accounting firms, while accounting firms would choose to be fraudulent.  

 
Information provided by questionnaire: 
We have asked clients the question of “what is the prerequisite of establishing 
long-term contracts with accounting firms?” Clients have different ideas in this 
question. Generally, they have three opinions: 1) accounting firms provide high 
quality and without any audit failures; 2) there is no unexpected increased price; 3) 
accounting firm is strategic partner previously.  
 
Combining information of questionnaire into game analysis: 
Based on information of questionnaire, we believe that clients would continuously 
cooperate with the same accounting firm if without any audit failures or unexpected 
increased price. Of course, accounting firms have no incentive to deceive clients and 
continuously provide high quality. In this case, the reputation would arise.  
 
Therefore, clients would trust RSM China, and RSM China would be honest. We 
assume that the possibility of next game process is (p), In this case, RSM China 
would receive economic inflow B; in next game process, RSM China would still 
receive B based on p; subsequently, the economic inflow of RSM China is still B 
based on p2, and so on. Therefore, the total expected economic inflow is: 
 
Total expected economic inflow of RSM China = B / (1-p) 
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Managers in 
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When the total expected economic inflow of honesty is greater than the economic 
inflow of fraud, RSM China would have no incentive to conduct cheated behaviors. In 
other words, when B / (1-p) ≥ (B+C), RSM China prefer to be honest. We can 
calculate the value of p: 
 
p ≥ [1 – B / (B+C)] 
 
It means that when the possibility of next process is bigger than [1 – B / (B+C)], RSM 
China would continually be honest, and the reputation can be established.  
 
Also, we have asked the accounting firm the motivation of discarding their reputation. 
Their opinions are both higher audit fees offered by clients and the threat of dismissal. 
Therefore, we find that new circumstance. If the audit fees are higher than B+C, RSM 
China would not choose to deceive clients, but choose to collude with clients.  
 
Hence, we believe that when accounting firms become more reputable, the audit price 
should be increased at the same time. RSM China as the reputable accounting firms, 
the audit price should be higher than other medium-to-small size domestic accounting 
firms.  
 
Outcome on pricing decisions: 
1) Based on clients’ incentives, they intend to cooperate with the same accounting 

firms if no unexpected price increases or audit failure. In this case, reputation 
would arise.  

2) As the increase of reputation, the price should be set slightly above normal level.  
 

6.9 The examination of Hypothesis 1 

 
Hypothesis 1: With the assumption that the Nash Equilibrium is adaptable, the effect 
of factors on the pricing decision is the consequence of game process by stakeholders. 
 
Conclusion: The hypothesis 1 is valid. Based on the incentive of stakeholders 
collected from questionnaire as well as game analysis, five main factors, which are 
competition, quality, collusion, regulation and reputation, would affect pricing 
decisions to certain extent.  
 

6.10 The audit pricing model based on game theory 

 
6.10.1 The establishment of pricing model 
 
The pricing model we established is based on three sources: Factors we described 
previously, the theory of Perfect Bayesian Equilibrium and information provided by 
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questionnaire. The establishment of pricing model is shown in figure 6.18. 

 

Figure 6.19 The establishment of pricing model 
 
As can be seen in the above figure, the purpose of establishing pricing model is to test 
hypothesis 2. The model would include all factors we have discussed. Perfect 
Bayesian Equilibrium provides the theoretical support, while the information provided 
by our respondents lead us to strength specific parts in the model.  
 
6.10.2 The premise of pricing model 
 
Information provided by questionnaire and would be used in pricing model: 
1) Under the circumstance of voluntarily changes, RSM China has incentive to apply 

low price strategy.  
2) Those accounting firms with high price would be fined more heavily than those 

with low price.  
3) Usually, if clients have no contract relationship with accounting firm before, they 

consider that those accounting firms with high price would provide high quality.  
4) Under the consideration of clients, those reputable companies would provide 

high-quality services.  
 
Relevant factors in pricing model: 
In the pricing model, the factors are those we have previously analyzed according to 
stakeholders’ incentives: competition, quality, collusion (audit risk), regulation and 
reputation.  
 
Numerical symbols of pricing model: 
Terms Numerical 

symbol 
Terms Numerical 

symbol 
Result of investment G/B Type of audit quality H/L 
Possibility of investment λ Possibility of audit quality α 
Type of audit opinion g/b Marginal cost c 
Possibility of audit opinion ρ Level of effort δ 
Audit price P Cost of alternation  S 

Pricing model 

Factors 

Information provided 
by questionnaire 

Perfect Bayesian 
Equilibrium 

(Via Deduction) 

Test Hypothesis 2 
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Investment I Income of continuation Q 
Return of investment R Cost of discontinuation M 
Income of information 
benefit 

J Price premium in reputation K 

 
Table 6.8 Numerical symbols of audit pricing models 

 
The period of pricing model: 
The model can be divided into two periods: at the first period, clients intend to invest 
in a risky project; at the second period, the return of this project may arrive.  
 
6.10.3 The description of pricing model 
 
First period: 
At the first period, all participants cannot anticipant the result of investment, but 
obviously the result should be either good (G) or bad (B). We assume the possibility 
of good result and bad result is λ and 1-λ, respectively. Therefore, it can deduct that 
the possibility of investment is p (G) =λ and p (B) =1-λ, respectively. Clients would 
hire accounting firms to audit the risky project. In this case, the audit opinions issued 
by auditors can be divided into good opinions (g) and bad opinions (b).  
 
However, prior to conduct the audit, clients may not know the audit quality of 
accounting firms (Aj), jD {H, L}. In the case, the possibility of high quality and low 
quality is α and 1-α, respectively. Accounting firms would establish general pricing 
strategy in two occasions: high pricing strategy or low pricing strategy. We use Pω, 
ω7 {H, L} to represent high or low pricing strategies.  
 
In the audit work, accounting firms would have marginal cost (c). We use c * Eδ to 
represent the total cost in audit. Eδ means the efforts of accounting firms. δD�{H, L}, 
and EH > EL, it means that the efforts of high quality accounting firms is more than 
that of low quality accounting firms.  
 
If the accounting firm is in good reputation, it would obtain price premium in 
reputation (K). If is in bad reputation, the price premium is 0. Clients would receive 
the information benefit (J) if in good reputation, and would receive 0 if in bad 
reputation. 
 
Shareholders would invest the risky projects based on audit opinions. When the audit 
opinion reflects good investment (G), shareholders would invest the amount (I). 
Conversely, when the opinion reflects bad investment (B), shareholders would not 
invest. If it is a good investment (G), the possibility of good audit opinions is 1, which 
is p (g/ G, Eδ) =1. In this circumstance, shareholders would receive the return (R). If it 
is a bad investment (B), the possibility of good opinions (g) and bad opinions (b) is ρt 

and 1-ρt, tD {H, L}, also ρh > ρl, ρh approaches to 1, while ρl approaches to 0. 
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Therefore, p (g/B, Eδ) =ρt, and p (b/B, Eδ) = 1-ρt. It means that when it is a bad 
investment, the possibility of bad opinions provided by high-quality accounting 
firms is higher than that of bad opinions provided by low-quality accounting 
firms.   

  

Second period: 
During the first period, shareholders have invested the money. At the second period, if 
the result of actual investment is bad, the return is zero. It arise audit failure. At this 
time, accounting firms would be fined by regulatory authority whatever they are 
high-quality accounting firms or low-quality accounting firms. We assume that the 
compensation is ten times of audit price, which is 10Pk. Hence, when the audit is fail, 
those accounting firms with high audit price should compensate more than those with 
low audit price.  
 
At the end of second period, clients can choose to either continue cooperation with 
accounting firms or discontinuation. In this circumstance, clients would induce the 
cost (S) which is used to change the accounting firm. Accounting firms would get (Q) 
if receive continuation, otherwise cause cost (M) which is used to find new clients.  
 
The expected income of clients: 
The expected income of clients is the income by subtracting return on investment paid 
for shareholders and the necessary audit fees. The expected income can be conceived 
in the following ways: 
 
The possibility of expected income = p (g/ En) = p (g/ G, Eδ) * p (G) + p (g/ B, Eδ) * 
p (B) = λ+ (1 - λ) * (1 - ρt) 
 
The amount of return on investment = R – I 
 
The expected income = the possibility of expected income * the amount of return on 
investment – audit fees = [λ+ (1 -λ) * (1 - ρt)] * (R - I) +Jk - Pk - Kk                   (1) 
 
If clients intend to alter the accounting firm, the expected income should deduct the 
cost of alternation (S). Hence, the expected income based on the consideration of 
alternation is [λ+ (1 -λ) * (1 - ρt)] * (R - I) +Jk - Pk - Kk - S                   (2) 
 
The expected income of accounting firm: 
The expected income of accounting firm is the audit fee Pk, kD {H, L} by subtracting 
audit cost c * Eδ, δD {H, L}, as well as the expected loss if in audit failure, 10 Pk.  
 
The expected income = Pk + Kk - c * Eδ - (1 - λ) (1 - ρt) * 10 Pk                       (3) 
 
If accounting firm obtains the continuation, it would receive the extra income (Q): 
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The expected income if receive continuation = Pk + Kk - c * Eδ - (1 - λ) (1 -ρt) * 10 Pk 

+ Q  
 
If accounting firms cannot continue its audit work, it would induce the cost of finding 
the new clients (M): 
 
The expected income if in discontinuation = Pk + Kk - c * Eδ - (1 - λ) (1 -ρt) * 10 Pk - 
M 
 
The expected income of shareholders: 
The expected income of shareholders is equal to the possibility of expected income 
multiply the return on investment.  
 
The expected income of shareholders = [λ+ (1 -λ) * (1 - ρt)] * (R - I)          (4) 
 

6.10.4 The analysis of Perfect Bayesian Equilibrium in pricing model 
 
We may use Perfect Bayesian Equilibrium to arrive at the audit pricing model. There 
are two circumstances in the model: 1) the audit is not relevant to prior audit quality 
(no contract relationship before); 2) the audit action is relevant to prior audit quality 
(has contract relationship before). 
 

Model 1 
We make the following hypothesis according to information in the questionnaire: in 
case of the non-relevance between contract extension and previous audit quality (no 
contract relationship before), both high-quality accounting firm and low-quality 
accounting firm would implement different pricing strategies. High-quality 
accounting firm intend to apply high-price strategy, while low-quality accounting firm 
intend to apply low-price strategy. Ultimately, this model reaches “sorting 
equilibrium”.  
 
Statement: When in “sorting equilibrium”, high-quality accounting firm would adapt 
to high price Ph, low-quality accounting firm would adapt to low price Pl.  
 
Hypothesis: When high-quality accounting firm adapt to high price Ph, while 
low-quality accounting firm adapt to low price Pl, it would arise the possibility of p 
and q, respectively. p is adaptable when high-quality accounting firm with high price, 
while q is adaptable when high-quality accounting firm with low price. Therefore, the 
possibility of low-quality accounting firm is 1-p and 1-q, respectively.  
 
1) When high-quality accounting firm set up high price Ph, clients would choose to 

recruit accounting firm (Y) or not (N) based on the return. When recruit the 
accounting firm, the return is formula (1): [λ+ (1 -λ) * (1 - ρh)] * (R - I) + JH - Ph - 
KH, which is higher than 0; When not recruit the accounting firm, the return is 0. 
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Hence, clients would recruit (Y). 
 
Explanation of 1): When clients choose to recruit the high-quality accounting firm 
with high price Ph, the expected income is [λ+ (1 -λ) * (1 - ρh)] * (R - I) + JH - Ph - 
KH > 0. Clients have incentive to recruit.  
 
2) When low-quality accounting firm set up low price Pl, clients would choose to 

recruit accounting firm (Y) or not (N) based on the return. When recruit the 
accounting firm, the return is formula (1): [λ+ (1 -λ) * (1 - ρl)] * (R - I) + JL - Pl  - 
KL, which is higher than zero; When not recruit the accounting firm, the return is 
zero. Hence clients would recruit (Y). 

 
Explanation of 2): When clients choose to recruit the low-quality accounting firm 
with low price Pl, the expected incomes is [λ+ (1 -λ) * (1 - ρl)] * (R - I) + JL - Pl  - 
KL > 0. Clients have incentive to recruit. 
 
3) The Perfect Bayesian Equilibrium is (Ph, Pl), (Y, Y) 
  
Explanation of 3): Whether Perfect Bayesian Equilibrium is available to establish or 
not, it should based on the expected income received by accounting firms. Hence, the 
availability of PBE depends on the practicability of the following formulas (5) and 
(6): 
 
Ph + KH - c * EH - (1 - λ) (1 - ρh) * 10 Ph  >  Pl + KH - c * EH - (1 - λ) (1 - ρh) * 10 Pl         
(5) 
 
Formula (5) means that for high-quality accounting firm, it would only establish high 
price strategy when the return of high price (Ph) is higher than the return of low price 
(Pl).  
 
Ph + KL - c * EL - (1 - λ) (1 - ρl) * 10 Ph  <  Pl + KL - c * EL - (1 - λ) (1 - ρl) * 10 Pl           
(6) 
 
Formula (6) means that for low-quality accounting firm, it would only establish low 
price strategy when the return of high price (Ph) is lower than the return of low price 
(Pl). 
 
Result of 3): When the result of investment is bad (B), the possibility of bad audit 
opinion (b) provided by high-quality accounting firm is ρh = 1, while the possibility of 
bad audit opinion (b) provide by low-quality accounting firm is ρl = 0. In this case, 
both formula (5) and formula (6) are available. When the result of investment is good 
(G), the legal obligation is excluding in the formula.  
 
Deduction: Perfect Bayesian Equilibrium is workable which can produce a “sorting 
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equilibrium solution”: high-quality accounting firm may establish high price strategy; 
low-quality accounting firm may establish low price strategy.  
 
Since the contract extension is not relevant to previous audit quality in model 1, 
high-quality accounting firm cannot receive the predomination. In this circumstance, 
high-quality accounting firm do not need to use low price strategy in order to compete 
with low-quality accounting firm. The optimum is to directly launch “high-quality 
signal” accompanied with high price strategy. The signal of high-quality would turn 
to be the strength in the following competition. Hence, without the contract 
relationship before, high-quality accounting firm has incentive to launch high price 
strategy. Regarding to low-quality accounting firm, if it use high price strategy, it 
would triggers higher compensations in audit failure. Hence, low-quality accounting 
firm has no incentive to launch high price strategy.  
 

Model 2 
We make the following hypothesis according to information in the questionnaire: in 
case of the relevance between contract extension and previous audit quality (has 
contract relationship before); both high-quality accounting firms and low-quality 
accounting firm would implement the same strategies. It may arise “pooling 
equilibrium”. Both high-quality accounting firm and low-quality accounting firm 
would use low price strategy in order to receive the continuation.  
 
Statement: When in “pooling equilibrium”, both high-quality accounting firms and 
low-quality accounting firms would adapt to low price Pl. 
 
Hypothesis: When high-quality accounting firms adapt to low price Pl, the possibility 
of high price Ph and low price Pl by high-quality accounting firms is p and q, 
respectively. The possibility of high price and low price by low quality accounting 
firms is 1-p and 1-q, respectively.  
 
1) When high-quality accountings firm set up low price Pl, clients would choose to 

recruit accounting firms (Y) or not (N) based on the return. When recruit the 
accounting firms, the formula of return is based on formula (1): [λ+ (1 -λ) * (1 - 
ρh)] * (R - I) + JH - Pl - KH - S, which is higher then 0; when clients would not 
recruit the accounting firms, the return is zero. Therefore, clients would recruit the 
accounting firms. 

 
Explanation of 1): When clients choose to recruit the high-quality accounting firm 
with low price Pl, the expected income is [λ+ (1 -λ) * (1 - ρh)] * (R - I) + JH - Pl - KH - 
S > 0. The return on investment is bigger enough to pay audit fees and other costs. 
Hence, clients have incentive to recruit.  
 
 
2) When low-quality accounting firm set up low price PL, clients would choose to 
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recruit accounting firm (Y) or not (N) based on the return. When recruit the 
accounting firm, the formula of return is: [λ+ (1 -λ) * (1 - ρl)] * (R - I) + JL - Pl - 
KL - S, which is higher than 0; when clients would not recruit the accounting firm, 
the return is zero. Therefore, clients would recruit the accounting firm.  

 
Explanation of 2): When clients choose to recruit the low-quality accounting firm 
with low price Pl, the expected income is [λ+ (1 - λ) * (1 - ρl)] * (R - I) + JL - Pl - KL - 
S > 0.  The return on investment is bigger enough to pay audit fees and other costs. 
Hence, clients have incentive to recruit.  
 
3) The Perfect Bayesian Equilibrium is (Pl, Pl), (Y,Y)  
 
Explanation of 3): if the Perfect Bayesian Equilibrium is available, the following 
formulas (7) and (8) should be also available.  
 
Ph + KH - c * Eh - (1 - λ) (1 - ρh) * 10 Ph - M < Pl + KH - c * Eh - (1 - λ) (1 - ρh) * 10 
Pl + Q   (7) 
 
Formula (7) means that for high-quality accounting firm, it would only establish low 
price strategy when the return of high price (Ph) is lower than the return of low price 
(Pl).  
 
Ph + KL - c * El - (1 - λ) (1 - ρl) * 10 Ph - M < Pl + KL - c * El - (1 - λ) (1 - ρl) * 10 Pl + 
Q      (8) 
   
Formula (8) means that for low-quality accounting firm, it would only establish low 
price strategy when the return of high price (Ph) is lower than the return of low price 
(Pl). 
 
Result of 3): the formulas of (7) and (8) mean that if accounting firm set up the high 
price, it would lost the clients and occur cost (M) which is used to finding the new 
clients. If accounting firm set up the low price, it would receive the continuation of 
contract and obtain income (Q). In addition, when the result of investment is bad (B), 
the possibility of bad audit opinion (b) provided by high-quality accounting firm is ρh 
= 1, while the possibility of bad audit opinion (b) provide by low-quality accounting 
firm is ρl = 0. Therefore, formulas of (7) and (8) are available.  
 
Deduction: Perfect Bayesian Equilibrium is available and produces a “pooling 
equilibrium”: high-quality accounting firms would set up low price strategy; 
low-quality accounting firms would set up low price strategy.  
 
This deduction draw a conclusion that both high-quality accounting firms and 
low-quality accounting firm would adapt to low price strategy for the sake of 
receiving the contract extension. After the disclosure of audit quality, only those 
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accounting firms which provide high quality with low price could receive the 
retention. Accounting firms which offer high quality with high price has incentive to 
apply low price strategy. The reason has three aspects: 1) the high price lead to the 
dismissal of clients; 2) accounting firm do not need to spend cost (M) to find the new 
clients; 3) accounting firm can receive the income of contract extension (Q). 
Regarding to low-quality accounting firms, it has incentive to apply lost price strategy 
because of the lower audit costs, fierce competition and higher compensation in case 
of audit failure.  
 

6.11 The examination of hypothesis 2 

 
Hypothesis 2: With the assumption that the Perfect Bayesian Equilibrium is adaptable 
in pricing model, when considering five relevant factors including competition, 
quality, risk, regulation and reputation, high-quality accounting firms and low-quality 
accounting firms would have different pricing model, respectively.  
 
Conclusion: The hypothesis 2 is valid. Based on the pricing model, high-quality 
accounting firms would adapt either high or low pricing strategy in different 
circumstances; while low-quality accounting firms would adapt low pricing strategy 
in any circumstances.  
 

6.12 The adoption of pricing model in RSM China and other firms 

 
The adoption of pricing model in RSM China 
Combine the actual situation of RMS China into the above pricing model; we can 
deduct our findings in the figure 6.19: 
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Figure 6.20 Audit pricing model in RSM China 
 
Our case company, RSM China, is the biggest domestic accounting firm in China as 
well as has historical reputation; we believe that it would provide high quality 
services to its clients. Two models will be described as follows: 
 
1) When the contract extension is not relevant to previous audit quality, which means 

that RSM China has no contract relationship with clients before, it preferable to 
adapt a high price strategy. In this case, both RSM China and clients can 
maximum the payoff.  

2) When the contract extension is relevant to previous audit quality, which means 
that RSM China has contract relationship with client before, RSM China has 
incentive to apply low price strategy. In this case, both RSM China and clients can 
maximum the payoff.  

 
The adoption of pricing model in other accounting firms 
In the figure 6.20, it depicts the pricing model in other accounting firms based on 
Perfect Bayesian Equilibrium.  

 
Figure 6.21 Audit pricing model in other accounting firms 

 
Based on the audit pricing model, we can conclude the findings of pricing decisions 
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for Chinese accounting firms: 
 
1) High-quality accounting firm: if the accounting firm has no contract with client 
before, it is better to apply high price strategy. In this case, high price seems to be a 
signal of high-quality. If the accounting firm has contract with client before, it is 
better to apply low price strategy. The possible reason is that if accounting firm 
continues to apply high price strategy, the possibility of clients’ dismissal will increase. 
In this case, it will trigger the cost of finding new clients. Therefore, accounting firm 
has incentive to apply low price strategy if has contract with client before.  
 
2) Low-quality accounting firm: if the accounting firm has both contracts with client 
or no contract with client before, it is better to apply low price strategy. Low-quality 
accounting firm has no incentive to apply high price strategy in any circumstances. 
First reason is the low audit cost it occurs; second reason is the high punishment 
accompanied by high price strategy if the audit failure occurs. In order to obtain 
market share in fierce as well as receive clients’ continuation, accounting firm has 
incentive to apply low price strategy in any cases.  
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CHAPTER 7 CONCLUSION 

 
In this chapter, we conclude the research findings in this paper; the strengths, 
limitations and further recommendations will also be presented. 
 
 
In this chapter, we would summarize the theoretical framework and methodology in 
this paper, and conclude what we have deducted in the empirical discussion. It would 
divided into the following parts: 1) General conclusion: to summarize what we have 
done in the paper; 2) Application of the study: to indicate which groups are adaptable 
in the paper; 3) Implication of the study: to describe what are the inspirations in the 
paper; 4) Strengths, limitations and future recommendation: to remark both 
advantages and disadvantages in the paper, also raise future suggestion.  
 

7.1 General conclusion  

 
In our paper, our research question is: 
 
How is the audit pricing decision built up for accounting services: the case of RSM 
China in China? 
 
In order to resolve the research question, three main categories are applied in this 
study. The relationship is shown in figure 7.1: 
 

 
Figure 7.1 The process of deducting the conclusion 
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substantial literature. The selected theories could be the foundation that in order to 
uphold the empirical analysis. Game theory is the most important theory in our paper 
since the analysis of stakeholders’ incentives is mainly based on this kind of theory. 
Also, the pricing model is established according to the theory of Perfect Bayesian 
Equilibrium. Regarding to data we collected from questionnaire, it can be used for 
demonstration in order to enhance the validity and reliability of empirical analysis; 
while the empirical analysis is used to examine the validity of hypothesis and 
ultimately deduct the specific research purpose in this study.  
 
The sub research question (1) is: 
 
What are the factors in audit pricing decisions? 
 
In the first part of empirical description and analysis, we collected data from 
questionnaire in order to figure out the factors in pricing decisions. We classified 
these factors into three main categories: general description, description by ranges of 
influences and description by stakeholders. We find that five factors are mainly 
affecting pricing decisions in stakeholders’ opinions: competition, quality, risk 
(collusion), regulation and reputation. Quality and risk is two most significant factors, 
while “busy season” and location are the least significant factors.  
 
The sub research question (2) is:  
 
How these factors affect the pricing decisions according to different stakeholders’ 
perspective? 
 
What we have done in second part of empirical analysis is to find out the relationship 
between factors and pricing decisions. We firstly concluded the top five significant 
factors in our stakeholders’ perspective: competition, quality, audit risk, regulation 
and reputation. Secondly we conducted the game analysis between audit price and 
these based on Nash Equilibrium and stakeholders’ perspective collected from 
questionnaire. Thirdly, we deduct that how the factors affect on pricing decisions. The 
final result could examine the hypothesis 1. We found that the hypothesis 1 is valid, 
which means that the effect of each factor on the pricing decision is the consequence 
of game process by stakeholders.  
 
The sub research question (3) is: 
 
How is the pricing model set up for RSM China based on game theory? 
 
According to the factors identified in hypothesis 1, information collected from 
questionnaire and theory of Perfect Bayesian Equilibrium, we established the audit 
pricing model in the last part of empirical analysis. After the establishment, we could 
examine the hypothesis 2. We found that the hypothesis 2 is valid, which means that 
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when considering relevant factors identify in hypothesis 1, either high-quality or 
low-quality accounting have different pricing model, respectively. The result is that 
RSM China would apply high price strategy without contract relation with clients 
before; while apply low price strategy under contract relation with client before. 
Ultimately, other similar accounting firms are also adaptable in the pricing models.  
 

7.2 Application of the study 

 
In this paper, the objective is to analyze the audit pricing decision in China. But we 
mainly use the biggest domestic accounting firm, RSM China, as the analytic target. 
In order to establish the final pricing model for RSM China and similar Chinese 
accounting firms, we have initially identify all relevant factors in pricing decisions 
then use game theory to discuss how the main factors effect final decisions. Based on 
the research purpose, the study is beneficial to following parties.   
 
Firstly, domestic accounting firms in China, such as RSM China and PCPA, can 
consider some viewpoints of this study as the guidelines in pricing decisions. 
Traditionally, domestic accounting firms’ pricing strategies mainly based on the 
circumstances of clients and internal resources, but ignore the influences of relevant 
stakeholders. In this paper, the pricing decisions were analyzed by diversified angles 
including perspectives of shareholders and regulatory authority. In addition, domestic 
accounting firms could establish their own pricing model based on the empirical 
analysis in this paper. We explored two different models and accounting firms can 
pick up the most suitable model on their own.  
 
Secondly, international accounting firms in China, such as “Big four”, would benefit 
from this study. In recent years, “Big four” were confront with fierce competition 
against domestic accounting firms. Even though “Big four” have international 
reputation but they are weakness in low price compared with domestic accounting 
firms. If they intend to gain market share, “Big four” should be aware of competitors’ 
price behaviors. Furthermore, understanding the effects of relevant factors on final 
pricing decision helps “Big four” to receive continuously improvement. This is 
because “Big four” could effectively use internal resources to expand market share.  
 
Thirdly, those foreign accounting firms, which have not entered into Chinese market 
yet but have motivation to do, are also adaptable from this study. If a new accounting 
firm intends to go into Chinese market, it should clearly understanding the current 
situation and tendency of market. This study portrays a basic profile of Chinese 
accounting market. In addition, this study helps foreign accounting firms to 
understand the audit pricing system in China. Foreign accounting firms are able to 
identify the insufficiencies and the needed actions.  
 
Fourthly, the foreign companies which intend to enter into Chinese market, especially 
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the global companies or multinational firms in Sweden, may be adapted from this 
study. If those foreign companies understand the factors of audit pricing decision in 
Chinese market and relevant pricing model, they may understand the incentives of 
accounting firms and have the ability of bargain the audit price.  
 

7.3 Implication of the study  

 
According to the research objectives and empirical analysis, it can conclude the 
following implications in our study: 
 
Firstly, it is important to consider all relevant stakeholders in audit pricing decisions. 
In our consideration, the establishment of audit price is a many-sided process. All 
relevant stakeholders pose mutual effects on final pricing decisions. The interacted 
pricing process inspires that final pricing decisions should properly balance the 
influences of all aspects. For example, it should consider the aspect of regulation, 
which means that the fine of audit failure should be included in the income of 
accounting firms.  
 
Secondly, it should be aware of collusion in audit pricing decisions. Audit collusion is 
very widely distributed in recent years. In our paper, we have implemented the game 
analysis of collusion, and have discovered that why misstatement was widespread in 
these times. We believe that this kind of implications inspire shareholders and 
regulatory authority with the consciousness of collusion in audit price. Also, it can 
partly explain the reason of unexpected higher audit price to certain extent.  
 
Thirdly, when consider the final pricing model, it should be aware of different 
conditions: either no contract relationship before or has contract relationship before. It 
is important in final pricing decisions because different conditions lead to different 
pricing strategy, especially for high-quality accounting firm. This kind of implication 
analyzes the incentive of pricing decisions based on the legal obligation as well as 
contract extension. Accounting firm would more intellectually choose suitable pricing 
strategy according to pricing model we have established.  
 

7.4 Strengths, limitations and future recommendations 

 
Strengths 
 
The research purpose of this paper derives from recent research gap: recent 
researchers are lacking of combining stakeholders’ incentives into audit price. Also, it 
is creative to use game theory into the analysis of audit price. Therefore, we believe 
that our paper has lots of strengths.  
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Firstly, as we said in section 7.2, this study is adaptable to many groups, especially for 
Swedish companies which intend to understand recent situations of Chinese 
accounting market as well as audit price. This paper portrays the basic profile of 
pricing factors and pricing model. Hopefully, it provides the ability of pricing 
negotiation for Swedish or other interested people.  
 
Secondly, this paper is multi-focused. Our questionnaires were sent to all relevant 
stakeholders and collected their responds which statured with specific research topic. 
Under the specific data, we could analyze and establish pricing model from several 
points of view. It ensures that the final pricing decision is discreet and thoughtful.  
 
Thirdly, this paper applied game theory into the analysis of stakeholders’ incentives. It 
is both innovative and reasonable. This is because each participant in pricing 
decisions would formulate the most advisable opinion but this opinion is also affected 
by other participant. It seems to be a “Nash equilibrium” which is the theoretical 
foundation in our paper. We found that few researchers implemented game theory into 
audit pricing decisions.  
 
Fourthly, it is constructive for this paper to use Perfect Bayesian Equilibrium in 
establishing final audit pricing model. This kind of theory is more appropriate in the 
information asymmetric market. We believe that the pricing model in this paper is 
strongly supported by theory. At the same time, the model is practical because it is 
based on the data collected from questionnaire.  
 
Limitations 
 
In the practical methodology, the final sample is only 27, and the total response rate is 
relatively low, which is about 28.13%. We believe the sample size is not big enough 
because of the pressed time and limited resources. It would decrease the validity and 
reliability of our research to some extent. In addition, we did not examine our pilot 
questionnaire by specific experts or group of experts. It would pose a risk in the 
relevance of research topic and the clear description.  
 
Next, the unbalanced language is another limitation in this study. It performances in 
two ways: first, we are not native in English; it would inevitably arise some problems 
in sentences expression, especially for those terminologies; second, the language 
problem would occur in the questionnaire. The mistranslation of both questionnaire 
and responses reduce the validity and reliability. Therefore, the quality of this study is 
threatened by language bias to certain extent.   
 
Furthermore, the pricing model in our study is idealized. It is difficult to combine the 
ideal model into actual situation. Our analysis is academic and theoretical. Therefore, 
it is difficult to make the definition of “high-quality” and “low-quality” accounting 
firm in our pricing model. Also, “high price” and “low price” cannot clearly identify 
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in the reality.  
 
Moreover, we cannot generalize the findings by only analyzing one case. Even though 
RSM China is representative to domestic accounting firms, the finding of this study 
cannot stand for the whole accounting industry. Especially, in the process of testing 
hypothesis 1, it is only valid for RSM China, and its specific stakeholders. We believe 
that the incomprehensive analysis is one of limitations in this study.  
 
Lastly, there are still other factors we have not mentioned in our game analysis such 
as corporate governance, client complexity and so on. These factors also affect the 
final audit pricing decisions. It is truth that in the reality audit demand should include 
in the consideration of actual pricing decisions. It means that our pricing model is not 
very comprehensive and still need to be more precise.  
 
Future recommendations 
 
In this study, we mainly focus on audit pricing decisions by using qualitative research 
method. We merely discuss specific factors which affect final pricing decisions. In 
reality, final decisions would be influenced by other factors. In addition, it can apply 
further research by using quantitative research method. The following are some future 
recommendations in this study.  
 
Firstly, future study could pay more attention to the relationship between the 
disclosure of audit price and final pricing decision. It can examine whether the 
disclosure is beneficial to the reasonableness of audit price and decrease the 
occurrence of collusion. This kind of study can use quantitative research method to 
test the relationship.  
 
Secondly, future study can use statistical method to compute the composition of audit 
price. In this study, we have analyzed the factors in audit price by qualitative manner, 
rather than mathematical method. We believe that two aspects could implement in 
future quantitative research. For one thing is the measurement of loss in audit risk 
under current accounting circumstance in China; next is the measurement of audit 
reputation in final pricing decisions.  
 
Thirdly, future study can focus on the following argument: whether the establishment 
of audit price is absolute regulation-oriented or market-oriented or balanced? This 
argumentation can be discussed by applying quantitative research method. However, 
whatever audit price is established, it should adapt to Chinese specific accounting 
market which tend to be more regulation-oriented.  
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Appendix 1: Covering Letter (English) 

 

Dear respondents, 
 
Hello, we are Yang Ming Hui and Zhang Lei. We are the students from Umeå 
University, Sweden. Now we are conducting the research of “audit pricing decisions 
in accounting firm”. This research is the part of Master course in business school, 
and supervised by Catherine Lions. We are looking for your participation.  
 

This questionnaire is to investigate the factors in audit pricing decisions and how 
these factors affect the final pricing decisions. The questionnaire is divided into two 
aspects: firstly please fill in your general information; secondly please answer the 
questions regarding to audit pricing decisions. According to your occupation and 
position, there are totally 8-10 questions and take about 10-15 minute to finish. 
 
Please follow the link to finish the questionnaire. We are very thanks for your help! 
https://spreadsheets.google.com/spreadsheet/viewform?formkey=dG85UFhpajZTSF9XOTVSVjJzcW1vcWc6MQ 

 
ALL THE INFOMRATION YOU PROVIDED WOULD BE KEEP IN 

STRICTEST CONFIDENCE 
  

Please answer the question in the space or choose the suitable answers. Even though 
you will meet some difficult questions, please do not give up. You answers are 
essential in building the final pricing model. We promise that the information will not 
be used in other purpose. They are only used in academic purpose.  
 

WHEN YOU FINISH THE QUESTIONNIARE, PLEASE CLICK THE 
“SUBMIT” BOTTEN 

 
We hope that you feel enjoyable in completing the questionnaire, and very appreciated 
for taking time to help us. If you want to receive the conclusion of our research, 
please let us know.  
 
If you have any queries or would like to know further information of our research, 
please do not hesitate to contact us: 
 
Yang Ming Hui’s Email: mihu0005@student.umu.se or telephone: +46-722195763 

AUDIT PRICING DECISIONS QUESTIONNAIRE 

 

https://spreadsheets.google.com/spreadsheet/viewform?formkey=dG85UFhpajZTSF9XOTVSVjJzcW1vcWc6MQ
mailto:mihu0005@student.umu.se
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Zhang Lei’s Email: lezh0005@student.umu.se or telephone: +46-722497552 
 
We are looking forward and appreciate your participation! 
 
Please follow the link to finish the questionnaire: 
https://spreadsheets.google.com/spreadsheet/viewform?formkey=dG85UFhpajZTSF9XOTVSVjJzcW1vcWc6MQ 

 
Best regards, 
 
Yang Ming Hui and Zhang Lei 
Master student, Business School 
Umeå University, Sweden 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

mailto:lezh0005@student.umu.se
https://spreadsheets.google.com/spreadsheet/viewform?formkey=dG85UFhpajZTSF9XOTVSVjJzcW1vcWc6MQ
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Appendix 2: Covering Letter (Chinese) 
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Appendix 3: Pilot questionnaire in English 

 
1. What is your position and occupation? 
 
2. Which factors do you think will affect pricing decisions? 

 
Questions concerning competition: 
 Õ

Only for accounting firm respondents:  

Do you understand the meaning of voluntarily changed or non-voluntarily change? 
 
If client’s previous accounting firm is voluntarily changed and non-voluntarily changed, what 
price strategies does your company tend to make? 
 

Questions concerning quality: 
 Õ

Only for accounting firm respondents:  

Without change of the audit price, will the company limit it audit resources because of the 
consumption of marketing costs in previous stage? 
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 Õ
Only for client respondents: 

Whey you fully understand the financial performance of your own company, will you insist to pay 
higher price to get the high-quality reports? 
 

Questions concerning collusion: 
 
What is your opinion in the relation between audit collusion and audit risk? 
 Ö

Only for accounting firm respondents: 

Do you agree that in the audit collusion the clients are in the leading position? 
 Õ

Only for client and accounting firm respondents: 

Will the decision of audit collusion affect the employed relationship or even terminate it? 
 

Questions concerning regulation: 
 Õ

Only for regulatory authority (CSRC) respondents:  

Do you think the strict supervision would prevent the occurrence of audit collusion? 
 Õ

Only for accounting firm respondents: 

If the accounting firms intend to collude, which criterion is matching your decision? Stop to 
collude because of strict punishment, or continue to collude because of high reward? 
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Questions concerning reputation: 
 Õ

Only for client respondents and shareholder respondents:  

What is the prerequisite of establishing long-term contracts with accounting firms? 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 129

 

Appendix 4: Pilot questionnaire in Chinese 

 

1. 
��o���o×�ØÙÚ 

 

2. 
�ÛFØÙST�ÜÝOPNQÚ

 

 

�������	 Õ «Þßàáâãä�� �
 ���ØÙ��å�æ�P=çèn���å�æ�P=çènéÚ

 

 V½��å�æ���å�æ�Òê� 	�ëì�NQZí�ØÙÚ
 

 

��
����	 Õ «Þßàáâãä�� �
 #�îïOPðñ�Òê� 	�ò�óô�õñ�ö�÷øzgùúûOPüýÚ

 

 þ«Þÿ��� � ��y�ÆÇpq��è�ê 	��ò�å�õ���OPñ	~æ
��ö�OP�Ú
 

 

��������	 �ÛFOP³��OP���'��ØÙÚ
 

 þ«Þßàáâãä��:  ��\³������< �éÚ
 

 þ«Þßàâãä�ÿ���: 
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��\OPI��ò�ÜÝ<��	'���<���éÚ
 

 

�������	 þ«Þ��� ß�� ��\!R�@��"�OP³��# éÚ 

 þ«Þßàáâãä��:  �ÛF#OP³�_` 	�ÛFçèn�òS\!R�@�ù$�³� 	��S\����ù%&³�Ú
 

 

�������	 þ«Þÿ��'(��: �ÛF��Pçèn¡¢)ô�I¬'��ó*�ØÙÚ
 

 
 
 
 

Appendix 5: The design of questionnaire (English) 

 

Basic Information 

 
1) What is your occupation or position?  

A � Staff or manager in accounting firm;    

B � Staff or manager in Citic group or Southern China airlines;    

C � Shareholders in Citic group or Southern China airlines;  

D � Staff or manager in China’s Securities Regulatory Commission (CSRC) 

 
If you work in accounting firm, please answer question 2 and 3. 
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2) What is the name of accounting firm? 
3) What is your position in the accounting firm? 
 
If you work in the Citic group or Southern China airlines, please answer question 4 and 5. 
 
4) what is the name of the company 
5) What is your position in the company 
 
If you are the shareholder, please answer question 6 and 7. 
 
6) Which company you have invested? 
7) Approximately, how much shares you have hold 
 
If you work in China’s Securities Regulatory Commission, please answer question 8. 
 
8) What is your position in the company?  
 

Questionnaire 

 
General information: 
 
1. The purpose of this questionnaire is to investigate audit pricing decision. It divided into two 

aspects: first aspect is the factors in pricing decision; second aspect is the incentive of pricing 
decision. It has five parts in second aspect: competition, quality, collusion, regulation and 
reputation  

2. Please answer the first question of five parts in first aspect. 
3. Except for the first question, the specification of answer is described as follows: 
 
 

 
 
 
 
 
 
 

First aspect: the factors in audit pricing decisions 
 
1. Which factors do you think affect audit pricing decisions? (multi-choice) 
A) Audit risk;  B) Audit quality;  C) Accounting firm size;  D) Client size;  E) Client 
complexity;  F) Competition;  G) Regulation;  H) Reputation;  I) Corporate governance;  J) 
Location of accounting firm;  K) “Busy season”;  L) Others (Please specify) 

If you work in accounting firm, please only answer the question for accounting firm 
If you work in the Citic group or Southern China airlines, please only answer the question for 
client 
If you are shareholder, please only answer the question for shareholder 
If you work in Chinese Securities Regulatory Commission, please only answer the question for 
CSRC. 
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2. Why you think the factors you have chose are important in audit pricing decision? 
 

 
Second aspect: Incentives of audit pricing decisions 

 
The following question is only concerned about the effect of the competition on the audit 
pricing: 
 Õ
 For all respondents: 

1. When only consider about the relation between price and competition, what is the pricing 
strategy or policy in your opinion? 

 Õ
 Only for accounting firm respondents:  

2. In the high and low competitive market, what price strategies and policy does your company 
tend to make, respectively?  

3. If client’s previous accounting firm is voluntarily changed, what price strategies does your 
company tend to make? 

4. If client’s previous accounting firm is non-voluntarily changed, what price strategies does 
your company tend to make? 

 Õ
Only for shareholder respondents:  

5.  In which circumstance you need to change to other accounting firm? 
 
The following question is only concerned on the affect of the quality on the audit pricing: 
 Õ

For all respondents: 

1. What the pricing strategy or policy will you choose, if only consider the audit quality? 
 Õ

Only for accounting firm respondents:  

2. What is the main income for your company? (multi-choice) 

A � Financial reports audit 

B � Managerial consultancy 

C � Assurance    

D � Evaluation 
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E � Taxation 

F � Other (please specify)______________ 

 
3.  Which services do you think will affect the independence of audit? Why? 
4.  Without change of the audit price, will the company scarify its quality to cover the marketing 
cost which is spent in the early stage? 
 Õ

Only for shareholder respondents and client respondents: 

5.  In the case that the higher price represents higher quality, will the company prefers to pay 
higher price in order to get higher quality? 
 Õ

Only for client respondents: 

6.  When you fully understand the company's situation, are you willing to pay for a higher audit 
price to get higher quality audit reports? Why? 
 
The following question is concerning about the affect of audit collusion on the audit pricing: 
 Õ

For all respondents: 

1. In your opinion, what is the biggest incentive of audit collusion? 
2. In your opinion, what will influence the audit price caused by the audit collusion? 
 Õ

Only for regulatory authority (CSRC) respondents: 

3. Do you think audit collusion is a common phenomenon in current accounting market?  
 Õ

Only for client respondents: 

4. Who decide the final decision of audit price in your company? 
A) Board of directors   
B) CEO   
C) CFO 
D) Senior managers   
E) Others (Please specify)________________ 

 Ö
Only for shareholder respondents: 

5. Do you clearly know the amount of audit expenses?  
6. What do you think about publishing the audit price? 
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Ö
Only for accounting firm respondents: 

7. In case of collusion, whether the partner of collusion is in the dominant position or not? 
 Ö

Only for client and accounting firm respondents: 

8. Will the decision of audit collusion affect the employed relationship or even terminate it? 
 
The following questions are concerning about the affect of the regulation on the audit 
pricing: 
 Õ

For all respondents: 

1. Do you think the audit price is affected by the extent of supervision? 
 Õ

Only for regulatory authority (CSRC) respondents:  

2. Do you think the strict supervision would prevent the occurrence of audit collusion? 
 Õ

Only for accounting firm respondents and regulatory authority (CSRC) respondents:  

3. How do you think the degree of current supervision, if 7 states very strict and 1 states very 
loose?  

1         2          3          4          5           6           7 

 

Very loose                                                        very strict                                                         
 Õ

Only for accounting firm respondents: 

4.  When accounting firm has collusion in mind, does it either choose to continually collude 
because of the high extra audit fees, or not collude because of the high punishment by regulation 
or other reasons? Please specify. 
 
The following questions are concerning about the affect of the reputation on the audit 
pricing: 
 Õ

For all respondents: 

1. In the case of only consider the reputation, what is the audit pricing strategy and policy in 
your opinion? 

 Õ
Only for client respondents and shareholder respondents:  
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2. Is the reputation a preferred criterion to choose the accounting firm? 
3. What is the prerequisite of establishing long-term contracts with accounting firms? Ö

Only for accounting firm respondents: 

4. In your opinion, what motivation does lead to those accounting firms discards their 
reputation? 

 
  
 

 
 
 

Appendix 6: The design of questionnaire (Chinese) 
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4) 
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1. 
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Appendix 7: Actual layout of questionnaire (English): 
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Appendix 8: Actual layout of questionnaire (Chinese): 
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