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Abstract 
Sharing auditors with major customers is a new mechanism to reduce corporate 
misstatement and improve audit quality.This paper combs the domestic and foreign 
literature on supply chain sharing audit in recent years, expounds the impact of supply 
chain sharing audit on audit quality and audit cost from the perspective of knowledge 
spillover in the supply chain, summarizes and summarizes the research ideas and 
context, and points out the future research direction. 

Keywords 
Supply Chain Sharing Audit; Audit Quality; Knowledge Overflow; Audit Customer. 

1. Introduction 

For the vast majority of accounting firms, it is difficult to take into account both audit fees and 
audit quality.Generally, the auditee pays high audit fees, and the accounting firm will provide 
high-quality audit and assurance services accordingly.However, China's audit business market 
is mainly a buyer&apos;s market, resulting in fierce competition when firms compete for 
customer resources (Liu Qiliang et al., 2013).According to the research framework of DeAngelo 
(1981) on the determinants of audit quality, audit quality ultimately depends on auditors&apos; 
independence and professional competence.Under the condition of established independence, 
the professional competence of auditors becomes the decisive factor of audit quality, including 
general knowledge, specific industry knowledge and specific information of audit customers 
(DeAngelo, 1981).For a long time, academic circles have studied the influencing factors of audit 
cost and audit quality from the perspectives of audit subject, object and external environment, 
including the scale of accounting firms, audit tenure, reputation mechanism, industry expertise, 
litigation risk, media supervision and so on.However, most studies have fallen into a cycle that 
can not be neglected, that is, while increasing audit quality, audit fees will also increase 
significantly.Because the premise of ensuring audit quality is to increase audit investment, the 
increase of detail test increases the audit time of certified public accountants, and then 
increases the audit cost.Therefore, it is urgent to find ways to improve audit quality and audit 
cost simultaneously. 
As a popular information and knowledge sharing model, knowledge spillover has been applied 
in all aspects.In terms of audit, the existing literature shows that the knowledge spillover 
caused by non-financial statement audit and industry expertise will indeed affect the audit cost 
and audit quality.Studies by foreign scholars have confirmed that knowledge spillover in the 
supply chain will also have a significant impact on audit cost and audit quality.However, little 
attention has been paid to whether and how the specific information of audit customers affects 
the audit quality in China. 
In fact, as the necessary information for auditors to investigate accounting misstatement and 
suspicious behavior of management (Gul et al., 2009), the specific information of audit 
customers is not only an important aspect of auditors&apos; professional competence, but also 
the direct basis for forming audit conclusions.In short, the specific information of audit 
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customers will affect the audit quality.If auditors can obtain sufficient and appropriate audit 
customer specific information, it is undoubtedly of positive significance for accurately assessing 
the risk of material misstatement, reasonably formulating audit strategies and improving audit 
quality.In particular, when suppliers share auditors with their main customers, the joint 
auditors can obtain more detailed information and cutting-edge information from the main 
transactions between suppliers and their customers, so as to find suppliers&apos; accounting 
misstatements and suspicious behaviors more effectively.At the same time, due to shared audit, 
accounting firms get private supply chain knowledge, so as to improve audit efficiency, save 
labor cost, shorten working hours and reduce audit pricing. 

2. Concept Definition 

2.1. Shared Audit 
This paper studies the shared audit in the supply chain, that is, the behavior that suppliers and 
their main customers hire the same accounting firm to provide audit and assurance services.In 
the same accounting period, accounting firms that provide audit services for suppliers and 
customers in the same supply chain are called shared auditors.The supplier is a shared auditor 
company.The certified public accountant employed shall be the joint auditor.Shared auditors 
refer to accounting firms, not individual Certified Public Accountants (Yang Qingxiang, 2015). 
Sharing auditors' supply chain knowledge is defined in this paper as a professional 
understanding of some specific information and processes on accounting and audit issues 
related to the auditee and its main customers. Although there may be some overlap between 
CPA's industry specialization knowledge and supply chain knowledge, the difference of supply 
chain knowledge is that it can be more professional, especially focusing on Enterprise 
Accounting and related revenue subjects, such as revenue recognition and revenue cycle. 

2.2. Audit Fees 
Audit fee is a certain amount of fee charged by certified public accountants to cover the cost 
after providing audit assurance services to the auditee.The difference of audit fees is due to the 
different factors such as the size of the audited unit, business complexity, the proportion of risk 
assets and the industry, resulting in the difference of audit risks, resulting in different costs paid 
by certified public accountants when providing audit services to different audit customers, such 
as labor cost and time cost. 

2.3. Audit Quality 
Since Deanglo (1980), audit quality has been studied for the first time. Most of the literature 
shows that audit quality can be measured by the size of accounting firms. However, in the 
literature related to audit quality, the size of accounting firms is used as explanatory and control 
variables rather than explanatory variables.From the perspective of explained variables, the 
three most common audit quality substitution variables in empirical research are audit fees, 
non-standard audit opinions and the degree of earnings management. 
Chinese scholars widely use earnings management as an alternative variable of audit quality 
(Zhang Hongliang et al., 2016). Experts and scholars generally use the manipulated accrued 
profit in Jones model to measure earnings management indicators.Because high-quality audit 
quality means less manipulation of accrued profits and more restricted earnings management 
level of the audited entity. 
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3. Influencing Factors of Audit Cost and Audit Quality 

3.1. Factors Affecting Audit Fees 
Generally speaking, the service cost of audit business is mainly affected by the characteristics 
of the auditee. The larger the enterprise size of the auditee, the more complex the business, the 
more the number of daily business and accounting accounts, the CPA needs to spend more time 
executing more audit procedures, and the audit fees will increase accordingly (Simunic, 1980). 
Li Yuedong et al. (2014) believe that compared with non-state-owned enterprises, state-owned 
enterprises with major defects in internal control will be charged more significant audit fees. 
The managers of the auditee also directly affect the construction of a good internal control 
environment. Companies with stronger managers' ability (he Weifeng, 2015) and smaller 
executive power (MOU Shaohong et al., 2014) have higher internal control quality, which helps 
to inhibit executives from manipulating performance, reduce the risk of major misstatement, 
and then reduce audit fees. When an enterprise corrects internal control defects, it will have no 
significant impact on reducing audit fees (Gaidi et al., 2013). 
To some extent, the service cost of audit business will also be affected by the characteristics of 
accounting firms. The size of the firm (Francis, 1984), whether measured from the perspective 
of business income, the number of CPA holders or the number of employees, has a positive 
impact on audit fees (Liu Xiaoxia et al., 2012). The brand reputation of accounting firms (Chen 
Zhi et al., 2013) also helps to expand competitive advantages, enhance market competitiveness, 
and then improve the economic benefits of accounting firms. The research of Li Minghui et al. 
(2012) shows that the improvement of reputation and market attention brought by the merger 
will lead to a significant increase in audit fees in the initial stage of firm merger, but after a 
certain integration period, the upward trend of audit fees caused by scale effect will slow down. 
However, the transformation of the firm into a "special general partnership" only has a 
significant increase in audit fees for high-risk customers, which has no significant impact on the 
audit pricing of low-risk customers (Yan Huanmin et al., 2015). 
Generally, when the auditee has pending litigation, the audit fee will be higher, and the audit 
fee will be affected by the amount of litigation involved. The larger the amount of litigation 
involved, the higher the audit fee (Zhang Junrui, 2015). Under the high litigation risk, the 
negative media reports and the first negative reports on the accounting of the auditee will lead 
to the increase of audit fees (Liu Qiliang et al., 2014). When an enterprise defaults on its debt, 
certified public accountants will react to the potential default risk and increase the audit fees 
(Chen Jing et al., 2018). 

3.2. Influencing Factors of Audit Quality 
Since DeAngelo (1981), many research results show that the larger the size of the firm, the 
higher the audit quality provided. In China, the manipulative accrued profits of the top four 
international audit firms are also significantly smaller than those of local firms, providing 
higher audit quality (Lin Yongjian et al., 2013). The expansion of firm size through cross-border 
M &amp; A can effectively improve audit quality in the medium and long term (Tang Jianxin et 
al., 2015). Due to the lack of motivation for voluntary merger and the ability of internal resource 
integration, the audit quality has not been significantly improved (Li Minghui et al., 2015). The 
promulgation of the transformation policy of accounting firms has systematically improved the 
audit quality of accounting firms (Liu Xingjian et al., 2014). Qiluguang et al. (2016) found that 
the audit quality of state-owned enterprises will not be affected regardless of the audit fees, 
while the abnormal fees of private enterprises will lead to the decline of audit quality regardless 
of the audit fees. In recent years, the "big four international" have taken accounting 
conservatism as a risk management strategy, because accounting conservatism affects the 
financial management quality of listed companies, and then affects the audit quality (krishman 
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et al., 2017). The higher the accounting conservatism of the audited unit, the better the external 
audit quality (Zheng Dengjin et al., 2016). The research of Xu Haoping (2004) shows that 
domestic certified public accountants can identify enterprise earnings management and reflect 
the results of earnings management into audit opinions, which shows that the manipulated 
accrued profits of enterprises can represent the audit quality. 
In addition to the characteristics of the auditee and the accounting firm can affect the audit 
quality, the employment relationship between them will also affect the audit quality. When the 
auditee is in the dominant position and the accounting firm is the inferior party in the 
employment relationship, under the pressure of customers, certified public accountants have a 
greater tolerance for the earnings management of the auditee, which will damage the audit 
quality; When the dominant power of the auditee is reduced, the tolerance of earnings 
management will also decrease in the face of firms with high reputation and practice level, 
which will improve the audit quality (Dong Peiwu et al., 2018). 
The institutional environment in Chinese mainland is characterized by weak investor 
protection in the capital market, imperfect legal environment, and imperfect legal and market 
mechanisms to ensure audit quality. Therefore, the main risk faced by certified public 
accountants and accounting firms is regulatory risk. Only when the regulatory risk is high, the 
size of the firm will affect the audit quality; When the regulatory risk is low, there is no 
significant difference in the audit quality between the "top ten" and "non top ten" firms (song 
Yanzhen, 2012). Hong Kong has a more perfect and mature institutional environment, and the 
dual audit system enables a + H-share cross listed companies to obtain higher audit quality 
(Tian Gaoliang et al., 2017). 

3.3. Relationship between Audit Cost and Audit Quality 
Many experts and scholars at home and abroad have studied the relationship between audit 
quality and audit cost. There are two conflicting views on the impact of low audit fees on audit 
quality abroad: one view is that from the perspective of financial restatement, the lower audit 
fees of the auditee will lead to higher risk of material misstatement (blankley, 2012), and the 
increase of negative abnormal audit fees will also reduce the audit quality (ashana &amp; 
Boone, 2012). Another view is that the research results of Chio et al. (2010) believe that 
negative abnormal audit fees will reduce the probability of CPA compromising to low-quality 
financial reports, and low audit fees will not reduce the audit quality. Some domestic research 
results believe that the increase of audit fees will affect the audit quality. Domestic listed 
companies can purchase audit opinions by increasing audit fees, affect the independence of 
certified public accountants, and then reduce audit quality (Fang Junxiong et al., 2008). Han 
Lirong et al. (2015) believe that positive abnormal audit fees may increase the CPA's tolerance 
of the audited entity's earnings management, and then issue low-quality audit opinions and 
audit reports, damaging the audit quality. 

4. Research on the Impact of Knowledge Spillover on Audit Cost and Audit 
Quality 

4.1. Research on the Impact of Knowledge Spillover on Audit Fees 
Providing non-financial statement audit services can enable accounting firms to obtain specific 
information they could not have obtained, so as to improve the efficiency and effectiveness of 
audit through knowledge spillover (Simunic, 1984). If knowledge spillover is really caused by 
providing non-financial statement audit services, accounting firms can share the cost with 
customers and charge lower audit fees. Fang Hongxing (2016) made it clear that when the same 
accounting firm provides internal control and financial statement audit at the same time, 
because certified public accountants can make mutual use of the knowledge obtained in the 
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audit process, provide high-quality services and charge a high premium, which is positively 
correlated with the audit fee. When conducting the unified audit of enterprise groups, small 
firms may improve audit pricing by providing more audit opinions, and large firms may reduce 
audit pricing due to the "knowledge spillover" effect (Wu Lina, 2012). 
The following literature research investigates the intra industry knowledge spillover effect of 
accounting firms by paying attention to the impact of industry specialization and professional 
experience on audit fees. Both general industry expertise and skilled industry expertise help to 
expand competitive advantage, enhance market competitiveness, and then improve the 
economic benefits of the firm (Wang Yun et al., 2008; Li Sifei et al., 2014). In an industry, 
accounting firms with industry expertise are more motivated to obtain industry-specific 
knowledge through high-cost investment, which greatly helps to improve their audit quality 
and prevent competitive enterprises from easily obtaining a similar degree of specialization, so 
as to improve audit pricing by charging knowledge premium (Ferguson and Stokes, 2002). 

4.2. Research on the Impact of Knowledge Spillover on Audit Quality 
The expansion of non audit business by accounting firms helps to strengthen the independence 
of certified public accountants and improve audit quality. In the poor legal environment and 
non-state-controlled listed companies, the impact of non-financial statement audit business on 
audit quality is more significant (Li Xiaohui et al., 2014). Tang Qingquan et al. (2018) found that 
in M & A transactions, certified public accountants provide M & A due diligence for M &amp; A 
parties, which will reduce the audit quality of financial statements after M &A. 
From the perspective of professional skills of accounting firms, foreign studies have long shown 
that auditors with industry professional knowledge who provide audit services for auditees in 
the same industry are motivated to make high-cost investment in industry-specific knowledge, 
which helps to improve audit quality (Ferguson, Francis &amp; Stokes, 2002). However, in 
China's accounting firms, in a short audit term, certified public accountants with industry 
experience can improve the audit quality (Li Sifei et al., 2014). With the extension of audit term, 
auditors are easy to have economic dependence on specific industries, resulting in low 
independence. The more experience accounting firms have in specific industries, the higher 
their economic dependence on specific industries, which will damage the audit quality (Liu 
Wenjun et al., 2010). 

5. Research on Shared Audit 

From the perspective of audit, the supply chain relationship will affect the supplier's revenue 
cycle, which is one of the most important transaction cycles in the audit (Johnstone, Gramling 
&amp; Rittenberg, 2013). In modern audit, it is found that incorrect revenue recognition is the 
most common cause of financial misstatement. By providing integrated supply chain audit 
services, certified public accountants and accounting firms will obtain information that is 
helpful to understand supply chain partners and assess their risks (reichekt &amp; Wang, 
2010). The research of Chen (2014) shows that accounting firms that acquire more supply 
chain knowledge charge lower audit fees when auditing the auditee and its main customers. 
Compared with employing accounting firms without supply chain knowledge or at the national 
level, employing accounting firms with supply chain knowledge at the urban level can improve 
audit quality and reduce audit costs (Johnstone, 2014). The research results of Huang et al. 
(2014) show that industry expertise at the firm level or shared audit in the supply chain can 
not have a negative impact on the probability of manipulative accrued profit and financial 
restatement alone. Only the joint action of shared audit and industry expertise in the supply 
chain can reduce the probability of manipulative accrued profit and financial restatement. 
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Yao Jingyi (2016) used China's listed companies as a sample and found that the cooperation 
between accounting firms and the main customers of the auditee can shorten the audit time, 
improve production efficiency, and improve the audit quality. The research of Yang Qingxiang 
et al. (2016) shows that shared auditors help to reduce the possibility of corporate financial 
restatement, especially the financial restatement related to sales. Fang Hongxing (2016) made 
it clear that shared auditors from the same region can significantly reduce the financial 
restatement of the audited entity than shared auditors from different regions. Compared with 
non shared auditors, shared auditors with customers can reduce the company's financial 
restatement more significantly, and reduce the misstatement related to sales more significantly; 
Compared with the co auditors from different regions, the shared auditor effect is more 
significant when the co auditors come from the same region. 
Due to the lack of audit supervision, the deterrent of administrative punishment to accounting 
firms is limited. Even if the reputation is damaged, it can not significantly improve the audit 
quality (Li Mochou et al., 2017). However, Liu Wenjun (2016) found that the practice quality 
inspection of China injection Association will improve the audit quality. The regulatory 
behavior discussed in the China note agreement has alerted small-scale firms to audit risks and 
improved the audit quality to a certain extent (Huang Yixiong et al., 2016). Media supervision 
will also have a certain impact on audit quality. Media supervision can reduce the earnings 
manipulation of auditees by changing auditors and improve audit quality (Zhou Lan et al., 2015). 

6. Literature Review 

Experts and scholars at home and abroad have conducted a lot of discussion and research in 
the fields of audit cost, audit quality, knowledge spillover and shared audit, and have also 
achieved rich research conclusions and theoretical results. There is no doubt that these 
documents and achievements provide a rich theoretical basis for the research of this paper. 
However, from the perspective of existing research, there are still some defects in the existing 
literature and research results: 
(1) When studying audit fees and audit quality, the existing literature studies the influencing 
factors of audit fees and audit quality from the characteristics of auditees, accounting firms and 
external environment, focusing on the unilateral research of audit, without comprehensive 
consideration and research in connection with audit related issues, making each theoretical 
system and research method relatively independent, Did not form a complete system. 
(2) In the existing research on the influencing factors of audit fees and audit quality, domestic 
experts and scholars have specially considered the impact of non-financial statement audit 
business of accounting firms and knowledge spillover of industry expertise on audit fees and 
audit quality, However, it ignores the potential impact of supply chain knowledge spillover 
obtained by accounting firms from the vertical relationship between the auditee and its supply 
chain partners on audit pricing and audit quality. 

7. Research Conclusion, Enlightenment and Prospect 

7.1. Research Conclusion 
The impact of audit fees on audit quality. It is found that the increase of audit cost will reduce 
the manipulative accrued profit and improve the audit quality. However, if accounting firms try 
to attract customers at low prices in order to seize customer resources in the fierce industry, 
the audit quality of audit reports will also be damaged. 
The impact of shared audit on audit fees. It is found that due to the supply chain knowledge 
premium, the auditor shared by the auditee and its main customers will improve the audit 
pricing of certified public accountants to make up for the supply chain premium. When the 
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audited entity and the auditors of its main customers are the same branch of the same 
accounting firm or the same signing certified public accountants, considering the knowledge 
spillover effect of the supply chain, the certified public accountants can reduce substantive 
audit procedures, shorten working hours, improve audit efficiency, and then reduce audit costs, 
Improve the low price competitive advantage of accounting firms in the audit market. 
The impact of shared audit on audit quality. The study found that when the auditee shares 
auditors with its main customers, through the diffusion and sharing of information, certified 
public accountants can improve their understanding of relevant information upstream and 
downstream of the supply chain, have a clearer understanding of specific information of the 
supply chain, improve their ability to judge and identify potential risks, and limit the auditee's 
manipulative accrued profits, So as to improve the audit quality. 

7.2. Research Enlightenment 
This paper studies the impact of audit fees on audit quality and the impact of shared audit on 
audit fees and audit quality, which enriches the research perspective of the influencing factors 
of audit fees and audit quality. Based on the combing of the existing research results and 
combined with the research of this paper, there are the following enlightenment: 
(1) From the perspective of accounting firms, shared audit can help accounting firms in the 
fierce industry competition, improve audit quality, reduce audit costs, obtain competitive 
advantages, enhance core competitiveness, and provide a new method to improve the audit 
system. At the same time, sharing audit helps to improve certified public accountants, improve 
the transaction knowledge and information of the audited unit, increase the knowledge in the 
supply chain, improve professional competence, and provide new ideas for reducing audit risk 
and improving audit quality. 
(2) From the perspective of the auditee, shared audit provides a new theoretical basis for the 
improvement of the corporate governance system of listed companies. The establishment of 
audit sharing system with major customers will help to improve the quality of accounting 
information and enhance the trust of accounting information users in financial statements. In 
addition, on the basis of government supervision, shared audit effectively strengthens the 
external supervision mechanism, limits the profit manipulation of earnings management of 
listed companies, and makes the shared audit system with major customers in the supply chain 
a new method to improve corporate governance. 

7.3. Research Prospect 
This paper studies the impact of shared audit between the auditee and its main customers on 
audit cost and audit quality. The cooperation relationship in the supply chain should also 
include the suppliers of the audited unit. If the auditee suppliers are taken as the research object, 
whether the impact of shared audit on audit cost and audit quality can draw a conclusion similar 
to the research results of this paper is worthy of further analysis and research. 
Some auditees and their clients are in the same industry, while others are in different industries. 
Existing studies have shown that industry expertise will have an impact on audit cost and audit 
quality. When the partners in the supply chain are in the same industry, the difference between 
the impact of knowledge spillover of industry expertise and supply chain knowledge spillover 
on audit cost and audit quality can be further studied. 
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