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Abstract

Accounting firms play the role of regulators in the capital market and have the
responsibility to safeguard the interests of investors and ensure the accuracy of
corporate financial reports. The complexity and variability of China's capital markets
have led to higher audit quality, and the latest Securities Law and Criminal Law have
strengthened penalties for audit errors. These penalties are not only to correct the
violations, but also to serve as a warning and promote the improvement of the quality
of information disclosure in the overall annual report of the capital market. In this
regard, it is worth pondering whether the CSRC's administrative penalties can achieve
the desired effect, and how these penalties will affect the quality of audits.

In order to answer the above questions, this article analyzes the current state of
audit quality in the accounting firm industry. Based on this background, this paper
selects a representative case study of L law firms in China. L was jointly and severally
liable for compensation in the 2016 "Great Wisdom" case, and analyzed the current
status of its audit quality in combination with its administrative penalties imposed by
the CSRC from 2016 to 2022. Then, the impact of administrative penalties on audit
quality is analyzed. By studying the changes in some indicators after the punishment
of L, we can provide more accurate evidence to evaluate the deterrent effect of
administrative penalties on audit quality. The evaluation of the deterrent effect of the
CSRC's administrative penalties on audit quality is helpful to understand its impact
effect and provide a basis for making suggestions and enlightenment.

The study finds that: first, since 2016, the CSRC's penalties have increased, and
the revision of the new Securities Law shows that the state has increased the severity
of administrative penalties and the determination to improve audit quality; Thirdly,
from the perspective of deterrence, the market share of L declined slightly after the
administrative penalty. In addition, the impact of the first penalty on the firm is limited,
and the administrative penalty has a certain deterrent effect on the L firm, especially
after 2016, the audit quality has improved, but with the occurrence of multiple penalties,

the deterrent effect has gradually decreased.



The above research results support that the implementation of administrative
penalties has achieved a certain degree of improvement in the audit quality of China's
capital market. The innovation of this study lies in the fact that the theory of surface
deterrence effect has been a research hotspot in recent years, but there is little literature
in the field of auditing to explore the deterrent effect of administrative penalties on
audit quality. In addition, most of the current studies verify the existence of the
deterrent effect through empirical evidence, and this paper will use the form of cases
to explain the deterrent effect of administrative punishment and its impact effect. It is
hoped that it can contribute to the development of audit quality and promote the steady
growth of the market.

Keywords: Administrative penalties; Audit quality; Deterrent effect
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