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The Impact of Legal Environment on Auditing Supply :

Empirical Study Based on the Analysis of China Stock Market
LIU Minghui', WANG Yulan®, LI Jinglin’

(1. Internal Control Research Center, Donghei University of Finance and Economics, Dalian 116025, China; 2. School of
Accounting, Dongbei University of Finance and Economics, Dalian 116025, China; 3. School of Accounting, Hubei

University of Economics, Hubei Accounting Development Research Center, Wuhan 430205, China)

Abstract; Based on the sample of China’s A — share listed companies from 2003 to 2013, and from the perspective of the al-
location of audit resources and audit opinion, the paper finds that audit firms have assigned more experienced auditors to areas
with a good legal environment, but the results of non — standard audit opinion isn’ t significant. Considering the audit firms of
different sizes, there may be different sensitivity to the legal environment changes, and it may affect the final conclusion. This
paper further investigates whether the audit firm size can strengthen legal environment’ s promotion of high quality auditing
supply effect. After considering the quality of auditors, we find BIG10 have assigned more experienced auditors to areas with a
good legal environment, and the probability of issuing non — standard audit opinion is significant higher. This suggests that the
auditor allocation has strengthened the legal environment’ s promotion effect of high quality auditing supply. It also can be seen
that BIG10 actually allocate audit resources according to different legal environment and provide different audit quality in dif-
ferent areas. Conclusions of this paper expand and complement the existing literature on the impact of legal environment on au-
diting supply, and have shown a positive policy implication for the allocation of audit resources and government regulation.

Key Words: legal environment;auditing supply ; auditor size ;audit fees ;audit quality ;audit risk
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