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Legal Risks, Political Connections and the Pricing of Risk-oriented Audit .
Based on the Empirical Evidence of Chinese Securities and Audit Market
HAO Yu-gui, CHEN Li-jun

Abstract: The legal risks and political connections of a company in China’s transitional period are crucial to equilibrium pri-
cing of the rising audit market. This study selects 96 public companies in the years of 2007, 2009 and 2010 as samples, and
adopts multiple linear regression analysis method to conduct empirical research on the connections between legal risks and po-
litical connections of public companies and audit fees. The result shows that under risk-based auditing pattern, the higher legal
risks public companies get, the higher fees will be charged; the stronger political connections public companies acquire, the
lower fees will be charged. In addition, the top ten audit firms in China have charged a higher risk premium on those public
companies who have low political connections. These consequences indicate that the pricing of risk-oriented audit considers the
risks.

Key Words: legal risks; political connections; audit pricing; risk-oriented audit; audit market; audit charge
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