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Changes in the Legal System Auditor Choice and Firm Value:
An Empirical Study Based on the Actual Controllers’ Tunneling Behavior

Yu Yumiao and Wang Yusheng

( School of Economics and Management Wuhan University)
Abstract: Using the data of private listed companies from 2004 to 2009 we empirically explore how the choices of auditor and firm
value are impacted by the revisions of criminal law in 2006. We find that if controlling shareholders are subject to more severe
punishments for opportunistic behavior companies in higher tunneling risk will tend to hire smaller accounting firms and controlling
shareholders’ illegal occupation of listed companies’ capital will decrease. Following the revisions to the criminal law the agency
problem between controlling shareholders and minority shareholders has been effectively alleviated resulting in the value of high —
tunneling — risk firms increase significantly. Furthermore our research shows that the legal governance can substitute independent
auditors’ governance which will decrease the transaction cost.
Key Words: Actual Controllers’ Tunneling; Legal System Change; Auditor Choice; Firm Value
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