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An Empirical Study on Contagion Effect of Financial Restatement in Group
ZHAO Yanbing', LI Qingyuan’
(1. School of Accounting, Zhongnan University of Economics, Finance, Politics and Law, Wuhan 430073, China;
2. School of Economics and Management, Wuhan University, Wuhan 430073, China)

Abstract ; A financial restatement indicates low quality and affects the credibility of restating a company’s financial statements.
It brings not only serious economic consequences to the restating company, but also affects adversely companies in the group
under same control. Using data of A listed firms from 2003 to 2014, we compare the market reaction of restating company and
companies under same control before and after the restatement. We find that financial restatements in group companies has a
negative contagion effect,and this effect will be influenced by the content of the restatement,the later period of the announce-
ment, the auditor and the audit firm’s scale, the control of the enterprise group and the way of audit.

Key Words: group; financial restatements; contagion effect; negative externalities; audit quality; financial information; re-

statement features ; related audit; shared auditors
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