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Warning Effect of Disqualification from Audit
Business in China’s Audit Market

ZHAOQO Zi-ye

(School of Accountancy sShanghai University of Finance and
Economics , Shanghai 200434 ,China)

Abstract: Market crises usually result in iconic regulation,and it is said
that heavy penalties are carried out in trouble times. This paper focuses on
the iconic regulation event of disqualification from audit business, and con-
structs an analytical framework from fraud warning to the increase in the
sensibility of abnormal returns and audit fees based on financial risks. It
arrives at the following critical evidence: firstly, firms with high financial
risks have obvious abnormal returns; secondly,higher warning abnormal re-
turns lead to greater sensibility of audit fees to financial risks.It suggests
that the co-governance of audit qualification and the determination of dis-
qualification modes by industry associations and external regulatory authori-
ties can affect the beliefs of investors and the practice pattern of audit practi-
tioners through the punishment on opportunistic behavior, which provides
evidence for the regulation in emerging audit markets.

Key words: audit qualification; disqualification; abnormal return
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