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Abstract

The high-quality development of the capital market relies on authentic and reliable financial
information. As gatekeepers of financial information quality in the capital market, accounting firms' audit
quality is directly relevant to the protection of investors rights and interests and the maintenance of market
order. In April 2024, the State Council issued Several Opinions on Strengthening Regulation, Preventing
Risks and Promoting the High-Quality Development of the Capital Market, which explicitly stressed strict
oversight of IPO access, continuous regulation of listed companies, intensified delisting supervision, and
enhanced regulation of securities and fund institutions, thus imposing higher requirements on the practice
quality of intermediaries such as accounting firms. Nevertheless, financial fraud incidents of listed
companies have occurred frequently in recent years, and cases of audit failure by accounting firms have
been on the rise. Audit failure not only severely damages the reputation and credibility of accounting firms
but also disrupts the order of the capital market, erodes investors' trust, and poses a severe challenge to the
sound development of the industry.

This thesis adopts a research method combining literature review and case analysis, selecting two
typical audit failure cases of Yu Diamond and Danbang Technology audited by Asia-Pacific Certified
Public Accountants as research objects. Based on principal-agent theory, information asymmetry theory and
audit conflict theory, it systematically analyzes the financial fraud methods of the auditees and the specific
problems exposed in Asia-Pacific's audit process. The study finds that the causes of Asia-Pacific's audit
failure can be summarized at three levels: at the CPA level, the deficiencies include lack of professional
skepticism, perfunctory implementation of key audit procedures, and insufficient professional competence;
at the accounting firm level, the problems involve imprudent business acceptance, malfunctioning quality
control systems, and inadequate staff training and resource allocation; at the external environment level, the
causes are lagging industry regulation and insufficient penalties for violations. In response to these causes,
this thesis puts forward systematic preventive countermeasures in aspects such as maintaining professional
skepticism, strictly implementing audit procedures, improving professional competence, establishing a
prudent business acceptance mechanism, perfecting the quality control system, optimizing human resource
allocation, strengthening industry supervision, and increasing penalties for violations.

The innovation of this thesis lies in focusing on successive audit failures of the same accounting firm
with different clients at different times. Through a comparative study of two cases, it reveals the systematic
and common problems existing in the firm's internal quality control, risk culture and practice model. The
research conclusions show that audit failure is the result of the interaction of factors at three levels: CPAs'

practice behavior, firms' internal governance, and the external regulatory environment. Preventing audit



failure requires the construction of a complete prevention system covering the whole process of audit
practice, running through all links of internal governance of accounting firms, and coordinating various
external regulatory entities. The conclusions of this thesis have certain theoretical reference value and
practical guiding significance for accounting firms to improve internal governance and enhance audit
quality, as well as for regulators to optimize regulatory mechanisms and maintain the order of the capital
market.

Key words: Audit failure; Audit quality; Financial fraud; Yatai Certified Public Accountants; Case study
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