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Soochow Journal of Economics and Business
No0.68 (March 2010) : 39-60.

Use Game Theory to Analyze the Auditing Function
of Auditors in Corporate Governance

Mao-Chang, Wang~ Shih-Tsung Chiu™

Abstract

The main purposes of this study are to discuss the auditing function of the auditor in
the situation that the firm must fund by equity capital under the environment of building and
implementing the corporate governance, and to understand the strategy choice of managers
and auditors. This study is derived the equilibrium condition and finding by game theory.
The research model considers the role of the manager and the auditor.

The main results are: Building and implementing the corporate governance will reduce
the motivation of collusion between the manager and the auditor, and the manager will report
honestly, and the auditor will maintain his independence. The more the effect of auditor’s
auditing function is, the more the contribution for solving the under-capitalizing problem, and
the firm with different investment project must engage the auditor with different professional
reputation.

Keyword: Corporate governance, auditor, auditing, game theory, moral hazard.

* Assistant Professor, Department of Accounting, Chinese Culture University
“*Associate Professor, Department of Accountancy, National Taipei University
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