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Abstract

Since the establishment of Muddy Waters, China capital stock has always been
its main short target, which can always accurately find the scam behind the brilliant
financial statements of enterprises. In this case, there have been many cases of audit
failure of China capital stock, leading to the sharp decline of the image of accounting
firms and China capital stock. Therefore, it is urgent to prevent audit failure of China
capital stock under the background of short sale. Through the study of the existing
literature, this paper finds that foreign scholars prefer empirical research to propose
specific solutions to micro problems. Domestic scholars usually study from the
perspective of case analysis and give institutional suggestions, but most scholars do
not combine short with audit failure. So this paper uses the Principal-agent Theory
and GONE fraud theory , taking Huishan Dairy as the object to study the prevention
of audit failure by combining short sale with audit failure, and summarizes out the
following reasons: 1. The audit procedures of accounting firms are not implemented
in place and rely too much on the past data, and the “revolving door” exists. 2. In
order to beautify profits, Chinese stock enterprises conduct financial fraud, and the
failure of internal control of the company leads to the private use of the company’s
assets by major shareholders.

In order to improve the market activity of China stock enterprises, this paper puts
forward countermeasures on how to prevent audit failure under the background of
short selling of Huishan dairy. About the measures, on one hand, accounting firms
should learn from short institutions to adjust their own audit procedures, meanwhile,
China Securities Regulatory Commission should further strengthen the regulatory
environment so that auditors could maintain substantial independence and
professional skepticism. On the other hand, Chinese stock companies should improve
the quality of information disclosure and motivate the management appropriately to
do a good job in corporate governance, meanwhile, they should prepare properly for
short plan and image recovery after audit failure. This paper not only provides

suggestions for Huishan dairy’s own development, but also provides a reference for
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how to make short agencies play catfish effect in the regulatory environment of our
country. It also can provide impetus for our accounting firms to improve audit quality,

and is conductive to the sustainable development of China’s capital market.

Keywords: Audit failure; Short sale; Audit by CPA; Huishan Dairy
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