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Accounting Firm’s Legal Liability and Auditor Premium

SHEN Hui, XIAO Xiaofeng
(School of Business, Hunan University, Changsha 410079, China)

Abstract: At present, domestic accounting firm is experiencing a major legal form change. Transformed from the limited lia-
bility system to the special general partnership, we will see the legal liability the firm will increase and auditor’s fees change
accordingly. Our model proves: In the same legal system, big accounting firms will charge a higher audit fee than small ac-
counting firms; In order to cope with the increased audit risk, auditor need to raise audit fees to compensate for additional ac-
counting procedure expenditure and higher audit risk cost; In addition, big firms raise a relative lower audit fee compared to
small firms, so its premium should be reduced.

Key Words: legal liability; auditor premium; audit risk; audit fees; audit procedure; audit quality; auditor behavior
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