4%%: F239 B &
¥ 520232116169 AL 10759

BATAE

1 E R TR RAL SR B KR A5

T R A P
% & # W TAEHR
dEe L o
e S
Hepm - A, .

fioE ¥ K BRSEEER

HE - HE BT
2026 4 5 A



a%E: F239 GRS
¥ 5:20232116169 AL 10759

RATAE

EE R IR RAL SR+ R 52

¥ LW oA e
0% H 454l
R o
o E A WA
L7 T .
FoE ¥ B B3 5 E R

HE - HE - AT
2026 4 5 F



Research on Audit Risk Related to Environmental Penalties of Huifeng

Co., Ltd.

A Dissertation Submitted to
Shihezi University
In Partial Fulfillment of the Requirements
for the Degree of

Master of Professional Auditing

By

Zhu Hong-xu

(Audit)

Dissertation Supervisor: Prof. Wang Sheng-nian

May,2026



A TR R SO 1 75 B 2 A5 P 1R A S B

SR SO B ]

A NP A AR SORAE I I TG 5 N 2B AT M 7T AR KR RIE TR -« 38
Pefrgn, Broch ek sl A A AL, ARSI E HAlAS N E4a R R B S i 1wt
TR o REA ST TN B2 STk NS, 8 CAE SO AR 1 B A0 1 B DR R

R

GG TP DAL I 20264 5 A 25 H

il 45U W

ANGEE T IRAT T R R L A AR ST e, SR BUIR B A A S
I 170 ] ¢ 2 P8 1) A S WU IR S8 S L RRORAR T I o A3 BUHS A6 18 SCAE 22 A TR S
TEORAF T SOV B . A BB AT BT AT R 2 R0 3090 AN A R B e SR A 2R R 55
AR 2L SC BRI g R DRSS I S R0 STHE AR Jo & FH A HLE

B
R EZES: %ﬁlmJ BPfE): 2026 £ 5 H 25 H

FIMZEA /éé%ff fIE: 2026 £ 5 H 25 H



e

B “OWER” Hbrsehti bk, REESAGE FFEEa™, NRIGE LAWK, Rl X
R A H 5 QAT WA B AT R I EE T RIS N I E M EE T B, AU
B b s BT B EaTT Rk, HIB RS E R NI R AR IR
A 555 BB R EIZHRT, ST X 2 I RAE T A MV AT W S5 4R R T, T 5 1% 4t
W 55 AR AR AN R PR IR o U RS o R, BT SRR 22 SRR T 3 DR AL 311 O 22 5 J SR e o AU (1 —
BN 2R, X PR DR A T 5 H T AR B N AE SRIBRHLA S A% 3 AR AT SO AL, BRZEHXS E 5 JeAT LA
TRAE T BE ) R GUE RGBT DRI, TRAHE ST DA 3 Aol (0 o 7 PRSI 5 B v 1)t %t 5¢
H A TR R RTTH R R PRI AT 78 A AT B B B E S SR o

AT RAAR S AL AT N S R PO il R ST XS s (ST FRIRE R B TExT B, BT 1734
DRAC TG 58 T I8 TR Rl A 556, A4 T ASSCI BT FU 8 SR T 3, R IR OR AR T A B T U
AR E N A STERBEAT FEE, WA SCRIBT FE N A BETCHEZ . W TS AN 7T 5 . fE AL |,
X IR AL T 5 o T U S AL O MRS HEAT S, AR SCER R R 5, R B R M BE T
Benitio HIK, B FEARE L UL B P PR SR AT T IR, 2 )
TR RAE TR A A2 L fi B B BRI E DLW RAE S T S A s iR, B2 Ry
Bridk SRR 25 A VRN VE VA = B4 R o T U ZACT R T I0 55 4R E I R RS« A SR
QL R I KU AR 28 XU () =2 70 T RE S, RN T A ORAL 311 51 R I & 2K W B fedm s 7EBL
oA A b TR R S R 7 A P Ak T FR) XU B S 9 9 4

I AT AT A BUR S50 (1D = e W 55 1 3R 2 U0 A B R 4 UG A P A BILZE A PR ISR
A FREELE AR E E L LN BRI HRI R R =AT5 i . RS, A REGRE™ S8 L7 &R
JEA BTV, FRERAE R R BIRANEFURE, IR I 1 R G ks SO 55 SR BRSO T ], (2D
WE 2RI B R B KBS ZER A N . A BT 7 B Rt H . ZBBAMRAETTR, Ak
BUE R, AIEIRATEAON . BEAZE 5 5507 sCRE SN B I 7= (A7 B2 T s 47 B AR
SRR RIS, B A TR I FE 0 M 7 BEORTE s IARIE R B AR VA I £ 55 Ui 7 o i A
WAL T WIWT, Il ] BE Al BUIE IR I e R e H S A it (3) A WU BT o TH A2
ook ZoA e T BTN L AR RE SIAS AL o B T ACRE RS Al A B BPABE A AU, o A3 L 34
RACTTAE SR Z WOLIREE s 2 VTS 55 Bl A2 A B Bt S5 R T AFAE B A JE L, 3 AT ORBI B
PEBCTBro A0S B i), Ao W S5 R JZ IR WGE JZ IR B KR =N LS Y 1 B s
fite ARG ANEE R, AT LN T SR P R A ORAE 311 ok i B TF KU 3R i — 252, 3
Wy e TR B 4 S B s S R b A DR KU TS S, SE A DR PR B A 7 3 (R i BRI AT

REEW: IMRAET]; BT R ARBE



Abstract

Since the implementation of the “dual carbon” goals, environmental regulation in China has become
increasingly stringent, and environmental enforcement has been continuously strengthened, with
unprecedented efforts made to crack down on environmental violations, particularly in heavily polluting
industries such as pesticides and chemicals. As a key tool of environmental regulation, environmental
penalties not only result in economic losses for companies—such as hefty fines and production suspensions
for rectification — but also undermine the quality of their financial information through deteriorating
operational capabilities and ineffective internal controls. Against this backdrop, auditors conducting
financial statement audits of companies subject to environmental penalties face specific audit risks that are
fundamentally different from traditional financial risks. However, existing literature primarily focuses on
the economic consequences of environmental penalties or general factors influencing audit risk, with
insufficient research on the intrinsic mechanisms and transmission pathways linking environmental
penalties to audit risk. Furthermore, there is a lack of systematic case analyses specific to the context of
environmental penalties in heavily polluting industries. Therefore, conducting in-depth research on the
identification and prevention of audit risks for companies subject to environmental penalties holds
significant theoretical value and practical significance for refining the theoretical framework of audit risk,
enhancing audit quality, and ensuring the healthy development of capital markets.

This thesis examines audit risk in the context of environmental penalties, using Huifeng Co., Ltd. —
the first company in the pesticide and chemical industry to be placed under a risk warning (ST) due to
environmental issues — as its case study. First, the thesis introduces its research background and
significance, reviews domestic and international literature on the relationship between environmental
penalties and audit risk, and clarifies the study’ s content, framework, approach, and methodology. Building
on this foundation, the thesis defines core concepts such as environmental penalties and audit risk,
introduces relevant theoretical and institutional contexts, and lays the groundwork for subsequent case
analysis. Second, this section provides an overview of Huifeng Co., Ltd. and its auditing firm, and reviews
the company’s environmental violations. It then analyzes the impact of environmental penalties on the
company’ s reputation, value, financing, and operations, as well as on Tianjian Certified Public Accountants;
Third, the audit risk level of Hui Feng Co., Ltd. is assessed using the Analytic Hierarchy Process (AHP)
and the Fuzzy Comprehensive Evaluation Method. Based on a three-dimensional analytical framework
comprising material misstatement risk at the financial statement level, material misstatement risk at the
assertion level, and detection risk, the study conducts an in-depth analysis of the various audit risks

triggered by the environmental penalties; Finally, building on the above analysis, preventive measures are



proposed to address the identified audit risks related to Hui Feng Co., Ltd.’s environmental penalties.

The analysis leads to the following conclusions: (1) The risk of material misstatement in Huifeng Co.,
Ltd.’s financial statements is primarily concentrated in three areas: changes in environmental policies,
uncertainty regarding the company’ s ability to continue as a going concern, and failures in internal controls.
Specifically, stricter environmental policies have led to rising compliance costs, fundamental doubts have
been raised about the company ’ s ability to continue as a going concern, and systemic deficiencies in
internal controls have created opportunities for financial fraud. (2) The risk of material misstatement at the
assertion level is primarily concentrated in accounts such as revenue, inventory, and accrued liabilities.
Following environmental penalties, the company faces significant pressure on its financial performance and
has an incentive to inflate revenue through methods such as premature revenue recognition or fabricating
transactions; prolonged production halts expose inventory to risks of physical deterioration and
technological obsolescence, necessitating scrutiny of the adequacy of provisions for inventory write-downs;
The estimation of contingent liabilities, such as environmental remediation costs and litigation settlements,
relies heavily on subjective judgment, and the company may conceal actual liabilities by underestimating
them or delaying disclosure. (3) The primary sources of risk stem from inappropriate audit procedures and
insufficient professional competence within the audit team. Auditors failed to prioritize risk assessment in
the area of environmental compliance and lacked professional skepticism regarding frequent signals of
environmental penalties; accounting firms also have capacity gaps in the verification of environmental data,
making it difficult for them to effectively identify technical fraud methods. In response to the issues
outlined above, this thesis proposes preventive measures from three perspectives: the financial statement
level, the assessment level, and audit risk. The analysis and conclusions presented in this case study can
serve as a reference for auditors in managing audit risks associated with companies subject to
environmental penalties in practice. They will help auditors accurately and promptly disclose information
regarding a company’s environmental violations in audit reports, thereby better safeguarding the healthy
functioning of the capital markets.

Key words: Environmental Penalties; Audit Risk; Risk Prevention
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