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Table 1 Definitions and Description of Variables
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Table S5 Test Results of Mediating Effects of Enterprise Digital Transformation and Auditor’s Decisions
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Table 6 Robust Test: Validation Test of the Textual
Measure of Enterprise Digital Transformation
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Table 7 Robust Test: Regression Results for Eliminating the Impact of Strategic Disclosures
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Table 9 Cross Sectional Heterogeneity Test Results for Enterprise Digital Transformation and Auditors’ Decisions
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Abstract: The use of digital technology and the transformation of business models profoundly impact accounting and auditing.

A growing body of research has examined the association between “Internet Plus” , the use of big data, blockchain, and audit

fees. However, from the dual perspectives of audit opinions and audit fees, there is still a lack of evidence on how “digitaliza-

tion” , a business model that integrates multiple digital technologies, and influences auditors’ decisions.

Based on the theory of audit risk and audit pricing, this study investigates how digital transformation of enterprises im-

pacts audit opinion and audit fees and explores the internal mechanism. Enterprise digital transformation, the key independent
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variable of this study, is measured by textual analysis of firms’ annual reports using China A-share listed companies from 2012
to 2019. The empirical analysis uses the Logit and OLS models to explore the relation between enterprise digital transforma-
tion and auditors’ decisions. Moreover, this study employs digital assets and digital innovations to provide cross-validation for
the textual measure of firm digitalization. The basic result also remains robust after eliminating the alternative explanation of
strategic disclosures, using different year and industry samples, additional digital transformation proxies, and propensity score
matching of sample characteristics.

The result shows that auditors incorporate enterprise digitalization into their pricing and risk decisions. Auditors are less
likely to issue modified opinions and charge larger fee premiums when confronted with more digitally advanced companies.
Mechanism analysis shows that the operation risk and auditor effort are the primary channels to impact auditors’ pricing and
risk decisions. Digital transformation reduces the operational risks of enterprises, thereby decreasing the issuance of modified
audit opinions; The complexity of auditing business in digital transformation has increased, leading to more audit efforts and
higher audit fees. A further study shows that auditors’ decisions are influenced by the digitalization of industry peers of listed
companies. The effect of enterprise digital transformation on auditors’ decisions is more significant when the listed company’s
level of digitalization is below the industry average. Moreover, auditors are significantly more likely to charge a lower audit fee
when the firm has a chairman or CEO with a digital background. This study also finds that digital transformation has a continu-
ous effect in the following two years. Additionally, digital transformation has a positive effect on audit quality, as demon-
strated by the decline in earnings management and financial restatements.

This study is innovative in that it expands the boundaries of research on the determinants of auditor’s decisions. It also
provides implications for understanding how digital tcchonology and business model influence audit risk and pricing. Lastly, it
sheds light on how to carry on audit work during a period of reform and helps to boost the digital transformation of enterprises.
Keywords: digital transformation; auditors’ decisions; audit opinion; audit fee; annual report textual analysis; audit quality
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