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The Contagion Effect of Audit Failure on Bond Issue Pricing .

Based on the Perspective of Common Auditor

AN Jiapeng' , CAO Siyu®, ZHAI Shengbao’, SUN Guangguo
(1. School of Social Audit, Nanjing Audit University, Nanjing 211815, China; 2. School of Accounting, Zhongnan University
of Economics and Law, Wuhan 430073, China; 3. School of Economics and Management, Huaibei Normal University,
Huaibei 235000, China; 4. School of Accounting, Dongbei University of Finance and Economics, Dalian 116025, China)

Abstract: The audit failure will have a negative impact on the client enterprises, and may affect other enterprises with common auditors.
Based on the perspective of common auditors, this paper selects corporate bond data from 2007 to 2022 to empirically test the contagion
effect of audit failure on bond issue pricing. It is found that when audit failure occurs, the bond issuance pricing of affiliated enterprises with
common auditors is significantly increased, that is, audit failure has a contagion effect on the issue pricing of bonds. The mechanism test
shows that risk information transmission and low-quality accounting information are the mechanism of contagion effect caused by audit fail-
ure. Further research shows that when auditors with higher diploma or industry expertise are employed and investors have less risk and better
protection, the contagion effect is weakened.

Key Words: contagion effect; audit failure; common auditor; risk premium; bond issue pricing; audit quality
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