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Abstract

March 2020, the newly amended Securities Law of the People's In
March 2020, the new Securities Law of the People's Republic of China
(the "Securities Law") officially came into effect, allowing accounting
enterprises to provide securities services under a registration system
instead of a licensing system, which significantly reduces the barriers to
entry for enterprises in the securities services industry and raises the level
of the market. With the introduction of the registration system, the SFC
has also significantly increased the penalties for breaches of the law.
Under the new regulatory model, the regulator has changed its role from
'auditor' to 'supervisor', giving more powers to securities services
providers; the increased powers have been accompanied by increased
corporate requirements. Firm T, the first SME to start providing securities
services, received a great deal of attention from the regulator when it was
launched, but regulation did not improve the quality of its work, and
ultimately Firm T continued to issue poor quality audit reports, resulting
in failed audits. It is therefore important to investigate the reasons for the
audit failure at firm T and propose remedial measures in relation to the
reporting system to prevent the occurrence of failed audits.

This study combines case study and game analysis techniques to first
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identify the fraud in Company X and the deficiencies in the audit
procedures in Company T. Then using game analysis, a dynamic
four-stage model of an imperfect information game is created for the
three parties involved in failed audit (auditor, auditee, and regulator),
which is solved by backward induction.Based on the results of the game
model, the causes of audit failure in firm T are also analyzed, including
inadequate internal controls, accounting misstatements, inadequate audit
environment, artificially reduced maintenance of independence and audit
procedures, and inadequate supervision. Finally, based on the solutions
proposed by the model, three aspects are suggested: on the auditor's side,
the possibility of fraud is reduced through measures such as improving
internal controls and optimizing the capital structure; on the auditor's side,
the possibility of audit collusion is reduced by strengthening the
management of audit resources, standardizing audit fees, and improving
the rotation system. Preventive strategies are proposed to address three
aspects. At the level of regulators, initiatives such as the use of

technology to process large data sets will improve supervisory capacity.

Keywords: Audit failures; Dynamic games with incomplete inf

ormation; Three-party game;
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1.2.1 Witk MR E

(1) EACHRERIR

Xie, F &5 (2021) @i #HT3EE 2000 42018 4F A& AL B i RIS )G,
WHHTHRBCZ RN AR #HRS . BT A X s . g
o E I AN R TR A SN TAE BT (MohammadRezaed,
F,2018). KH A —% UL 55 I SN HE B K% (De Fuentes, C
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