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Exchange’s Non-penalty Regulation on Audit Quality .

Inquiry Letters’ Information Effect and Supervision Effect

TAO Xionghua, CAO Songwei
(School of Finance, Zhongnan University of Economics and Law, Wuhan 430073, China)

Abstract: Issuing inquiry letters about annual reports of the listed companies is an important means of non-penalty regulation
which is conducted by the China’s Stock Exchanges. Using the 2015—2017 A-share listed companies as samples and with the
method of mediation effect, we find that the inquiry letters about annual reports issued by the stock exchanges significantly re-
duce the radicality of the audit report and enhance audit quality. Meanwhile this enhancing effect is not affected by whether the
audit office is referred to or not in the inquiry letters. We further find that the inquiry letters enhance the audit quality through
information effect and supervision effect, but the supervisory effect dominates.

Key Words: inquiry letter; audit quality; information effect; supervision effect; audit opinions; audit fees
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