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Does the Market Care Auditors’ Reputation ?

---Evidence and implications from the Case of “KeLong Electric”

ZHU Hong-jun1, LV Wei1, HE Xian-jie1
(1. Shanghai University of Finance and Economics, Shanghai 200433, China)



Abatract:This paper examines whether investor in China care auditors’ reputation based on the case of
“KeLong Electric”. The results show that when the auditors’ reputation has been damaged, the public will
undermine their quality, which in turn affect the market value of its client firms. At both of the event days
when Deloitte’s reputation was shredded, the clients of Deloitte, as well as the clients of the other “big
four”, experienced significantly negative market abnormal return. Moreover, there are no significant
differences of abnormal return between the clients of Deloitte and the other “big four”. This means there
existing spillover effects among the “big four”. Further analysis shows investor also care the
characteristics of the shredded auditors. When the firm’s earnings quality is lower, such as having the

high probability of earnings management, they would experience more negative abnormal return.

Keywords: auditors’ reputation; auditing quality; market reaction
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