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Can Audit Opinions Predict the Persistence of Earnings?

ZHU Dan, LI Jingrou, GAO Bo
(School of Economics and Business Administration, Chongqing University, Chongging 400044, China)

Abstract: Persistent earnings are the focus of both theoretical and practical field. Based on the data of A-share listed com-
panies on non-financial main board in China from 2008 to 2016, this paper studies the type of audit opinion and the con-
tent of audit report involving going concern, and uses the first-order auto-regressive model to test the relationships be-
tween audit opinion and earning persistence. It is found that firms which received modified opinions have significantly
lower earnings persistence than those with unqualified opinions. If the audit opinions are distinguished according to the
content of the audit reports, then we find out that firms with modified opinions associated with going-concern problems
had lower earnings persistence than other firms. The results show that the audit opinion is informative, and can really con-
vey important signals about earnings quality.

Key Words: audit opinion; earnings persistence; type of audit opinions; auto-regressive model; contents of audit report;

quality of corporate earnings; information disclosure
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