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ESG information disclosure is an essential aspect of corporate ESG responsibility and has gained significant attention in the context of ecological civilization development within the socialist market economy. However, in China’s early stage of ESG development, challenges such as ESG rating discrepancies, “greenwashing”, and corporate “cleansing” accompany ESG information disclosure. This study aims to investigate the impact of corporate ESG information disclosure on audit fees using a sample of non-financial A-share listed companies in China from 2011 to 2020. Drawing on the “deep pocket” theory, risk premium theory, and cost-benefit principle, the research examines the relationship between ESG information disclosure and audit fees. The findings reveal that approximately one-third of Chinese enterprises disclose ESG information, and substantial variation exists in the disclosure scores among the disclosed firms. The empirical analysis further demonstrates that firms disclosing ESG information tend to face higher audit fees, with higher ESG disclosure scores associated with increased audit fees. Moreover, an increase in the disclosure score of any ESG dimension (environment, social responsibility, and corporate governance) leads to higher audit fees. The study also identifies operational risk as a mediating factor in the relationship between ESG disclosure and audit fees. Additionally, media attention can dampen the positive effect of ESG disclosure scores on audit fees. Furthermore, the impact of ESG disclosure scores on audit fees is more pronounced in firms that voluntarily disclose ESG information before the implementation of the new Environmental Protection Law. These findings contribute to the literature and provide theoretical insights for governmental and regulatory decision-making, corporate managers, auditors, and ESG investors in China.
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1 INTRODUCTION
ESG (Environment, Social, and Corporate Governance) has gained significant recognition as a crucial factor in investment decisions since its inception in the 1970s. In recent years, ESG investment and information disclosure have become increasingly important in China, with the government actively promoting the implementation of green finance and carbon neutrality (Chen and Xie, 2022; Luo, 2022). However, several challenges and issues persist in relation to ESG disclosure, including the lack of standardization, low levels of disclosure, and the prevalence of “greenwashing” and corporate “laundering” practices.
In the current ESG landscape, understanding the effects of ESG disclosure and disclosure scoring on audit fees and associated mechanisms is crucial (Simunic, 1980). Previous research indicates that incorporating ESG information into audits can introduce complexity and increase costs. However, alternative studies argue that ESG information can complement financial statement information, mitigating corporate information risk and operational risk (Zhang, 2017; Ma, 2019; Xiao et al., 2021). Furthermore, it is essential to have a comprehensive understanding of the different dimensions of ESG information, as stakeholders may assign varying levels of importance to each dimension. Some studies highlight the positive impact of social aspects of ESG on stock returns, while others emphasize the role of environmental and governance dimensions in reducing financing costs (Brammer and Pavelin, 2006; Marcel, 2019; Qiu and Yin, 2019). Therefore, addressing challenges and controversies related to ESG ratings and considering the influence of media attention on environmental responsibility and audit fees are crucial for building stakeholder trust and establishing corporate differentiation (Christensen et al., 2021; Raghunandan and Rajgopal, 2022).
In the pursuit of high-quality and cost-effective audits, prior studies emphasize the consideration of client characteristics and the potential presence of agency issues to ensure the reliable assessment of ESG data and scores (Ali and Lesage, 2013; Griffin et al., 2010; Zahid et al., 2022). Research findings indicate that ESG factors are associated with increased costs and diminished profitability (Griffin et al., 2010). However, companies with robust ESG strategies tend to be rewarded by customers, leading to benefits (Galant and Cadez, 2017; Saygili et al., 2022; Okafor et al., 2021). Additionally, green financing emerges as a significant approach with profound implications for advancing sustainable development by providing financial support for environmentally focused projects and prioritizing climate change mitigation (Desalegn and Tangl, 2022). Studies have explored the impact of the contemporary media environment and environmental regulations on green technology innovation in highly polluting industries in China, underscoring the importance of understanding the strength, effects, and heterogeneity of this relationship (Şimşek and Öztürk, 2021; Li et al., 2023). Furthermore, research has examined the association between Chinese traditional culture and corporate environmental responsibility, emphasizing the need to analyze the strength, effect, and heterogeneity of this relationship while considering relevant moderating factors (Li et al., 2020; Li and Wang, 2022; Huang et al., 2022).
This study aims to examine the factors auditors consider when determining audit fees within the context of ESG disclosure. The objective is to provide insights into the mechanisms that drive the impact of ESG disclosure on audit fees, informing the development of effective ESG disclosure policies and regulations that reduce corporate information risk and operational risk while ensuring efficient and effective audits. Given that China is in the early stages of ESG development, the study investigates the impact of ESG information disclosure on audit fees from 2011 to 2020. Drawing on the “deep pocket” theory, risk premium theory, and cost-benefit principle, the study employs inductive and empirical analysis to explore the relationship between ESG information disclosure, disclosure scores, and audit fees. Additionally, the study examines the mediating effect of operational risk and the moderating effect of media attention on this relationship.
In terms of contribution and novelty, this paper significantly advances our understanding of the relationship between corporate ESG information disclosure and audit fees. By incorporating multiple theoretical perspectives, including the “deep pocket” theory, risk premium theory, and cost-benefit principle, this study provides a robust foundation for analysis. The research hypotheses proposed in this study guide the comprehensive investigation of the impact of ESG information disclosure, disclosure scores, and the three dimensions of disclosure on audit fees. This holistic understanding of the interplay between these factors contributes to the existing body of knowledge. Furthermore, this study introduces the mediating variable of operational risk and the moderating variable of media attention, adding depth and breadth to the examination of the relationship between ESG and audit fees. By uncovering the nuanced mechanisms and contextual factors influencing this relationship, the study offers valuable insights for various stakeholders, including government decision-makers, regulators, corporate managers, auditors, and ESG investors in China. Moreover, this paper conducts heterogeneity analysis, grouping the samples to explore the differential effects of disclosure nature and the policy implications of the new Environmental Protection Law. This approach enhances the relevance of the study and contributes to the knowledge base by addressing the unique characteristics and dynamics of the Chinese ESG disclosure landscape.
The paper is structured into four sections: Section 2 presents the theoretical analysis and research hypotheses; Section 3 describes the research design; Section 4 presents the empirical findings and analysis; and finally, Section 5 provides conclusions and recommendations.
2 LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
2.1 ESG information disclosure and its impact on audit fees
The role of auditors as independent third parties in reviewing the financial reports of audited entities and expressing audit opinions is crucial in the capital market. As the audit function evolves, auditors are now required to examine both the financial and non-financial information of audited entities during the audit of financial statements. Corporate ESG information, being a vital non-financial aspect, must be read, considered, checked, and reported on by auditors in their financial statement audits.
Companies that exhibit strong corporate ESG performance strive to differentiate themselves by providing appropriate disclosures, thereby gaining higher levels of trust from stakeholders (Jensen and Meckling, 1976). To meet stakeholder expectations, companies must actively engage in ESG practices, pay attention to the corporate ESG system, and disclose relevant information. However, corporate ESG information disclosure in China is still in its early stages, necessitating a unified standard for information disclosure. Consequently, the introduction of corporate ESG matters and the implementation of ESG strategic management systems have increased the complexity of the audit environment.
Companies that actively disclose ESG information may be seeking to divert attention from negative behaviors and create a positive image. Moreover, such companies may imply a higher level of surplus management, leading to potential operational risks and increased litigation risks. Additionally, companies with poor environmental performance may disclose environmental information to justify their actual performance (Huang, 2020). The heightened complexity of the audit environment exposes auditors to greater litigation risk, resulting in increased audit fees. Based on the aforementioned statements, we propose the following hypothesis:
H1: Companies that actively disclose ESG information have higher audit fees compared to companies that do not disclose ESG information, even after controlling for other relevant factors.
2.2 The relationship between ESG disclosure scores and audit fees
In recent years, there has been an increasing focus on environmental, social, and corporate governance (ESG) performance (Raghunandan and Rajgopal, 2022). However, the validity and reliability of ESG ratings remain a subject of controversy. Studies have revealed variations among different rating agencies in terms of the scope and measurement methods of ESG selection, leading to inconsistent rating outcomes (Berg et al., 2022). Additionally, some companies may strive for high ESG ratings through superficial symbolic activities without genuinely implementing ESG practices. Therefore, in the context of inadequate ESG information disclosure, companies with higher ESG disclosure scores face elevated audit risks.
According to the risk premium theory, audit fees increase in response to higher risk levels. When auditing companies with high ESG disclosure scores, auditors typically exert additional effort in reviewing, assessing, and verifying the information to fulfill their ethical obligations and exercise professional prudence (Raghunandan and Rajgopal, 2022). This approach aligns with the cost-effective principle that audit fees should reflect the exertion of comprehensive audit efforts and allocation of resources.
Furthermore, research suggests that some companies engage in ESG practices to cultivate a favorable public image and secure financing. However, highly rated firms may increase pollution in pursuit of profitability expectations, leveraging their good reputation to mitigate adverse impacts (Thomas et al., 2022). This behavior may result from autonomous choices made by firms, reflecting effective communication and interaction with stakeholders or potentially masking corporate misconduct (Verrecchia, 1990). Additionally, there exists a phenomenon known as “greenwashing”, wherein companies undertake symbolic activities to achieve higher ESG ratings without genuinely implementing substantial ESG practices (Li and Xu, 2022).
In summary, within the context of insufficient ESG disclosure, companies with higher ESG disclosure scores face heightened audit risks. The increase in audit fees can be seen as an adjustment based on the risk premium theory, while also reflecting the additional workload and resource commitment required by auditors to fulfill their ethical obligations and exercise professional care (Raghunandan and Rajgopal, 2022). Based on the above analysis, we propose Hypothesis 2:
H2: Companies with higher ESG disclosure scores will incur higher audit fees.
2.3 Three-dimensional ESG disclosure scores and audit fees
Different stakeholders attribute different levels of importance to each dimension of ESG disclosure. For example, investors may prioritize disclosures on corporate governance, consumers may exhibit greater interest in labor and procurement policies, and governments may emphasize compliance with regulatory requirements (Marcel, 2019). However, auditors need to clarify the most important dimension of ESG disclosure during the audit process.
Considering the significant impact that ESG initiatives can have on the financial position of a company, auditors need to review disclosure scores for all ESG dimensions (i.e., environmental, social, and corporate governance) and ensure their alignment with financial information to avoid potential errors in audit opinions. Therefore, irrespective of the dimension in which a company scores higher, auditors may need to perform additional audit procedures and allocate more resources to minimize the risk of issuing erroneous audit opinions, which could result in higher audit fees. Based on this rationale, we propose the following hypothesis:
H3: Companies with higher ESG disclosure scores in the dimensions of environment, society, and corporate governance will experience higher audit fees.
2.4 Mediating variable: operational risk
The literature extensively examines the relationship between corporate non-financial information disclosure and business risk as well as audit risk assessment (Zhang, 2015). However, the association between corporate environmental, social, and governance (ESG) disclosure and the mitigation of business risk remains contentious, yielding mixed findings. Xiao et al. (2021) propose a potential link between ESG disclosure and reduced audit fees through the mitigation of business risk. Nevertheless, it is important to note that ESG information disclosure by Chinese companies is still in its early stages, lacking standardized practices and third-party certification. Moreover, the prevalent practice of “report first, manage later” in China further complicates effective implementation of ESG disclosures by companies. Additionally, management may manipulate non-financial information, which often lacks transparency and verifiability, thereby increasing business risk for companies engaging in ESG disclosures (Merkl-Davies and Brennan, 2007). Consequently, companies that disclose ESG information may face higher risks and increased business risk compared to those that do not disclose ESG information. Drawing upon the “strong pockets” theory, auditors are motivated and capable of incorporating business risks associated with ESG disclosures into their risk assessments, thereby heightening audit risk.
Within the capital market context, numerous companies with high ESG disclosure scores fail to fulfill their ESG responsibilities, primarily due to existing profit incentives. The multi-objective hypothesis posits that firms are more inclined to fulfill ESG responsibilities when such fulfillment maximizes returns, or when high-scoring ESG disclosures are driven by management opportunism aimed at safeguarding reputation (Chen et al., 2016). Investigating corporate donation behavior, Gao et al. (2012) find that this behavior more closely resembles a “green scarf” rather than a “red scarf.” Specifically, a higher ESG disclosure score is associated with a greater likelihood of engaging in earnings management, potentially eroding stakeholders’ trust in the company and straining the company-stakeholder relationship (Barnett, 2007), consequently amplifying business risk. Considering these factors, auditors may enhance risk assessments and undertake additional audit procedures for companies with high ESG disclosure scores to mitigate the risk of audit opinion purchasing practices. Based on this, we propose the following Hypothesis 4:
H4: Operational risk mediates the relationship between audit fees and companies with higher ESG disclosure scores.
2.5 Moderating variable: media attention
The media serves as an external platform that facilitates the dissemination of reliable and efficient information to the market, playing a crucial role as a bridge between companies and the public. It helps to address information frictions, break down barriers, reduce information asymmetry, and enhance corporate transparency (Hammami and Zadeh, 2019; Yang and Zhang, 2021; Li et al., 2023). In this context, the media also plays a significant role in the dissemination of ESG information.
Companies with higher ESG disclosure scores can benefit from increased media attention. This increased attention provides auditors with more opportunities to gather audit evidence, reducing their reliance on information provided solely by the company. As a result, information and audit risks are lowered. Moreover, media scrutiny serves as an informal oversight mechanism that influences corporate behavior and restrains management opportunism.
In companies with higher ESG disclosure scores, media attention can decrease the likelihood of negative corporate actions, such as unethical practices, and reduce the tendency for earnings management. Consequently, this can result in lower audit risks. As a direct consequence, audit fees may be reduced. Based on these considerations, we propose the following hypothesis:
H5: Media attention moderates the positive relationship between company ESG disclosure scores and audit fees, suggesting that higher media attention leads to reduced audit fees for companies with higher ESG disclosure scores.
3 RESEARCH DESIGN AND METHODOLOGY
3.1 Sample selection and data sources
The Bloomberg Information Database (Bloomberg) introduced corporate ESG disclosure scores in 2011. This study examines the relationship between corporate ESG disclosure and audit fees using data from non-financial A-share listed companies in China from 2011 to 2020. To ensure the quality of the sample, a four-step screening process was conducted. Firstly, financially listed companies were excluded, followed by the exclusion of companies with ST (Special Treatment) and *ST (Double Special Treatment) status. Thirdly, companies listed in the current year were eliminated. Fourthly, samples with more than 1% missing data were excluded. Data on corporate ESG disclosure, disclosure scores for environmental (E), social responsibility (S), and corporate governance (G), media attention data from the China Research Data Service Platform, and other data from the Guotaian database were collected. In total, 22,659 observations were analyzed for the presence or absence of corporate ESG disclosure, and 8,298 observations were analyzed for corporate ESG disclosure scores. To mitigate the impact of outliers, the variables were adjusted to the 1% level.
3.2 Model specification
To control for potential influences on audit fees, we adopt a TWFE (time and entity fixed effects) approach to account for unobservable heterogeneity across firms over time. By incorporating these fixed effects, our objective is to isolate the specific effects of ESG disclosure and leakage scores on audit fees.
In our model, we include ESG-related variables such as ESG disclosure, ESG score, and E/S/G (environmental, social responsibility, and corporate governance) disclosure score. This inclusion is motivated by the increasing importance of ESG considerations in the business world. Stakeholders, including investors, customers, and regulators, demand greater transparency and accountability from companies regarding their ESG performance. Consequently, companies are incentivized to disclose more ESG information in order to differentiate themselves in the market and establish trust with stakeholders.
Simultaneously, we introduce control variables into the model to account for factors that may independently affect audit fees, irrespective of ESG disclosures. These variables may encompass financial performance measures, company size, and industry characteristics, among others. By controlling for these variables, we enhance our ability to isolate the specific impact of ESG disclosure on audit fees. Additionally, we consider industry-level, time-level, and provincial-level controls to capture variations across industries, time periods, and regions. These controls eliminate the influence of unique characteristics or contextual factors that may affect audit fees, thereby ensuring that our analysis accurately captures the specific impact of ESG disclosures within a given industry, time period, and geography. Consequently, models (1), (2), and (3) are explicitly designed to test hypotheses 1 to 3.
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In the above equations, lnfeeit represents audit fees, while esgpub, esg, and e/s/g indicate the presence or absence of corporate ESG disclosure, corporate ESG disclosure scores, and corporate E, S, and G disclosure scores in three distinct dimensions, respectively. Control denotes the selected control variables. t and i represent different companies and companies across different years, respectively. Additionally, Ind signifies the industry variable used to control for differences at the industry level, Year represents the time variable used to account for the effects of time factors on enterprises, Province denotes the province variable used to exclude the influence of unbalanced development between regions, and ϵit is the random error term.
In Eq. 1, a positive value for α1 implies that firms disclosing ESG information have higher audit fees, which supports hypothesis 1. Conversely, a negative value for α1 would suggest that hypothesis 1 is not supported. The same interpretation applies to Eqs 2, 3, where a positive α1 value would indicate support for the respective hypothesis, while a negative α1 value would indicate otherwise.
To test hypothesis 4, a stepwise approach was employed, following the method developed by Baron and Kenny (1986) and Judd and Kenny (1981). The study developed the following model, using the corporate ESG disclosure score as an illustration:
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To investigate hypothesis 4, the study examined the product of β1 in Eq. 4 and β3 in Eq. 5. A positive value of this product would indicate the presence of operational risk as a mediating factor in the relationship between corporate ESG disclosure and audit fees. If β2 is equal to 0, the mediating effect is considered fully mediating. However, if β2 is not equal to 0, the mediating effect is considered partially mediating. This analysis helps assess the role of operational risk in influencing the relationship between corporate ESG disclosure and audit fees.
To test hypothesis 5, the study employed the commonly used interaction term approach developed by Lu and Han (2007). In this approach, the study designed an interaction term between corporate ESG disclosure and the degree of digital transformation, which was modeled as follows:
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Upon careful analysis of the data, the results of the regression analysis may indicate various scenarios. Firstly, a positive correlation between the variable β1 and the variable β3 would suggest that the moderating variable has a positive effect on the relationship between corporate ESG disclosure and audit fees. Alternatively, if β1 is positively correlated with the ESG disclosure variable but negatively correlated with the moderating variable β3, it suggests that the moderating variable may have a dampening effect on the relationship. These findings imply that the moderating variable can either facilitate or impede the relationship between corporate ESG disclosure and audit fees, depending on the nature of its correlation with the relevant variables. It highlights the importance of considering the interactive effects and provides insights into how the relationship may be influenced by the moderating variable.
3.3 Variable definitions
3.3.1 Explained variables
The logarithmic transformation of audit fees, denoted as Lnfee, is used as the measurement for assessing audit fees in the existing academic literature. This approach has been supported by prior research, including Simunic (1980) and Li et al. (2019).
3.3.2 Explanatory variables
In this study, we employ Bloomberg’s ESG disclosure score as a proxy for measuring corporate ESG disclosure. This measurement approach draws upon the works of Fazzini and Dalmaso (2016) and Minutolo et al. (2019). The ESG disclosure score is derived from the Bloomberg database and encompasses the following criteria. First, the presence or absence of corporate ESG information disclosure (esgpub) is determined based on the availability of such information in the Bloomberg database. A-share listed companies with available ESG information are classified as “Corporate ESG information disclosed” and assigned a value of “1”, while those without ESG information are labeled as “Corporate ESG information not disclosed” and assigned a value of “0”. Second, corporate ESG disclosure scores (esg) are derived from the Bloomberg database, which provides disclosure scores for the three dimensions of E, S and G. These disclosure scores are utilized to assess the level of ESG disclosure by corporations.
3.3.3 Mediating variables
Operating risk (cfo) is assessed using the methodology proposed by Wei et al. (2021). Cash flow from operating activities as a percentage of total assets is employed as a metric to gauge operating risk. This approach is based on the rationale that cash flow from operating activities provides a reliable indication of a company’s ability to generate cash flows from its core business operations, which is a key determinant of its operating risk.
3.3.4 Moderating variables
To measure media attention, we adopt the Janis-Fadner coefficient (J-F), as proposed by Janis and Fader (1965), introduced by Deephouse (1996), and applied to the study of corporate legitimacy by Aerts and Cormier (2009). Our specific methodology for calculating the J-F coefficient as a proxy for media attention is presented in Eq. 7. This approach allows us to monitor public opinion pressure and gain insights into the dynamics of media attention.
In this study, the J-F is used to quantify media attention. The J-F coefficient is computed based on the number of positive (e) and negative (c) media coverage of a given firm, as well as the total number of coverage (t).
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The J-F coefficient ranges from −1 to 1, where a higher positive value indicates greater positive coverage of the firm. It is important to note that the media attention analyzed in this paper focuses on the relationship between corporate ESG disclosure and audit fees, particularly in cases where a firm receives more positive media coverage.
3.3.5 Control variables
In the present study, the selection of control variables is based on a careful review of previous literature and the specific research focus. The chosen control variables encompass indicators of firm size and audit quality, such as the “big10″ designation for the top 10 accounting firms. Larger firms with better audit quality generally command higher fees. Additionally, solvency indicators such as the gearing ratio and current ratio, Tobin’s Q value, profitability indicators such as the percentage of independent directors and return on total assets, as well as indicators of corporate age, business complexity, separation of powers, shareholding of the largest shareholder, nature of ownership, corporate size, and other corporate business indicators are considered.
It is important to note that audit fees are influenced not only by firm-specific factors but also by the objective situation and risk of the enterprise itself. Therefore, variables that reflect the enterprise’s situation are included in the analysis.
Specifically, three dummy variables (industry, year, and province) are included to control for differences in industry-level factors, unobserved time-related variables, and uneven regional development. The definitions of the specific variables used in the analysis are presented in Table 1. Through this comprehensive and meticulous approach, the study aims to enhance the accuracy and robustness of the empirical results.
TABLE 1 | Variable definitions.
[image: Table 1]4 EMPIRICAL RESULTS
4.1 Descriptive statistics
Table 2 presents descriptive statistics providing valuable insights into the investigated variables. The variable representing audit fees (Lnfee) exhibits a normal distribution, with a mean of 13.79 and a median of 13.71, indicating that a majority of audit fees fall within a relatively narrow range.
TABLE 2 | Descriptive statistics of the key variables.
[image: Table 2]The variable denoting corporate ESG information disclosure (esgpub) shows a mean of 0.366 and a median of 0, suggesting that only 36.6% of A-share listed companies in China disclose ESG information. These findings underscore the significance of promoting corporate ESG information disclosure to enhance sustainability practices among companies.
The mean of the enterprise ESG information disclosure score (esg) is 20.93, with a median of 20.25 and a standard deviation of 6.867. The normal distribution observed for this variable indicates that, on average, companies demonstrate moderate levels of ESG information disclosure. However, the substantial variation in disclosure scores between companies highlights the absence of standardized disclosure policies. It implies that companies in China attach varying degrees of importance to ESG information, leaving room for improvement in actively embracing responsibility for green and sustainable development.
Similarly, the descriptive statistics for the corporate environmental (E), social responsibility (S), and corporate governance (G) information disclosure scores (e, s, g) align with the ESG information disclosure scores (esg). These findings indicate notable discrepancies between the disclosure scores of different companies within the sample, reflecting the diverse approaches companies take toward disclosing ESG-related information.
The descriptive statistics for the control variables, as well as the mediating variable of operational risk (cfo) and the moderating variable of media attention (media), also exhibit a normal distribution. These results suggest that these variables are suitable for further analysis.
4.2 Regression analysis
4.2.1 Main hypotheses
In order to investigate the association between ESG disclosure and audit fees, this study examined the regression coefficients of ESG information disclosure (esgpub), corporate ESG disclosure scores (esg), and audit fees (Lnfee), as shown in Table 3.
TABLE 3 | Main hypotheses results.
[image: Table 3]In the first column of Table 3, the regression coefficient between ESG information disclosure and audit fees is 0.023 (significant at the 1% level), indicating that companies disclosing ESG information tend to have higher audit fees compared to those that do not disclose ESG information. This suggests that auditors need to review, consider, and verify the disclosed ESG information as part of their assessment of “other information”. The increased workload and audit risk associated with ESG disclosures contribute to higher audit fees. Additionally, the complexity introduced by ESG matters and strategic management systems further amplifies audit risk, leading to higher fees. Thus, the H1 is supported.
The second column of Table 3 shows a regression coefficient of 0.010 (significant at the 1% level) between corporate ESG disclosure scores and audit fees. This indicates that higher ESG disclosure scores are associated with higher audit fees. The increased communication and data analysis required between auditors and companies with high disclosure scores, to ensure the consistency and reliability of financial statements and ESG information, contribute to higher fees. Moreover, high disclosure scores may reflect opportunistic behaviors, such as “greenwashing”, which increase audit risk and costs. Hence, the H2 is supported.
Columns 3, 4, and 5 of Table 3 present the regression coefficients between disclosure scores (e, s, g) in the dimensions of environmental (E), social responsibility (S), and corporate governance (G), and audit fees. The results indicate a positive and significant relationship (at the 1% level) between high disclosure scores in these dimensions and audit fees. Auditors consider the impact of corporate environmental, social responsibility, and corporate governance disclosures on financial information, leading to increased workload and risk, thereby resulting in higher audit fees. Thus, the H3 is supported.
4.2.2 Mediation analysis
In order to examine the mediating role of operational risk between corporate ESG information disclosure and audit fees, we conducted a regression analysis, and the results are presented in Table 4.
TABLE 4 | Results of intermediate effects.
[image: Table 4]The regression analysis in the first two columns of Table 4 reveals a statistically significant regression coefficient of 0.005 between ESG disclosure (esgpub) and operational risk (cfo) at the 1% significance level. Similarly, the regression coefficient between operational risk (cfo) and audit fees (Lnfee) is 0.176, also statistically significant at the 1% level. These findings indicate that operational risk acts as a mediator between ESG disclosure and audit fees. One possible explanation for these results is that companies disclosing ESG information face higher risks due to irregular disclosure practices or potential motivations for earnings management, leading to an increase in operational risk. Auditors may incorporate these business risks into their risk assessments, in line with the “strong pockets” theory, thereby increasing audit risk and subsequently audit fees based on the risk premium theory.
The third and fourth columns of Table 4 demonstrate a statistically significant regression coefficient of 0.001 between corporate ESG disclosure score (esg) and operational risk (cfo) at the1% level of significance. Additionally, the regression coefficient between operational risk (cfo) and audit fees (Lnfee) is 0.010, also statistically significant at the 1% level. These results indicate that companies with higher ESG disclosure scores experience elevated operational risks, which contribute to higher audit fees. One possible explanation for this finding is that firms with higher ESG disclosure scores may employ earnings management techniques to enhance their scores, consequently leading to an increase in operational risk. In response to companies with higher ESG disclosure scores, auditors may intensify risk assessments and execute additional audit procedures to avoid issuing inappropriate audit opinions. Thus, our findings support H4, suggesting that in the early stages of ESG implementation in China, ESG information disclosure and scoring are perceived as incremental risks to audits rather than improving operational risks.
4.2.3 Moderation analysis
The first two columns of Table 5 demonstrate a statistically significant positive association between the corporate ESG disclosure score (esg) and audit fees (Lnfee) at the 1.
TABLE 5 | Results of moderating variables.
[image: Table 5]One possible explanation for this result is that news media attention can increase the auditor’s access to audit evidence, decrease reliance on corporate ESG information, and reduce information and audit risk. Additionally, companies with higher corporate ESG disclosure scores may benefit from increased corporate transparency, reduced irregularities, and decreased potential for earnings management due to media attention. This leads to a reduction in audit risk and ultimately results in a reduction in audit fees, thereby validating H5.
4.3 Robustness tests
4.3.1 Sensitivity analysis
Using country-specific ESG rating databases is more suitable for studying domestic stock markets than relying on ESG rating data from international companies. To address this issue, this study adopts the approach of Xiao et al. (2021), introducing SynTao Green Finance (esgSD) as a local institution providing corporate ESG databases in China. Additionally, this study draws on the method of Li et al. (2022), using Huazheng ESG rating (esgHZ) and two selected variables as proxy indicators for ESG disclosure. The main objective of this paper is to explore whether there is a consistent positive correlation between corporate ESG disclosure scores (ESG) and audit fees (Lnfee) through regression analysis. The results are presented in Table 6.
TABLE 6 | Results for replacement variables.
[image: Table 6]In column (1) of Table 6, the regression results demonstrate that, based on the SynTao Green Finance database, even after controlling for other variables (such as industry, year, and province), there is a significant positive correlation between the company’s ESG disclosure score (esgSD) and audit fees (Lnfee). Moreover, the regression results from the SynTao Green Finance database align with those from the Bloomberg database, indicating that a higher ESG disclosure score is associated with higher audit fees. These findings provide support for the hypothesis of this study. In column (2), the results obtained from the Huazheng database are consistent with those from the SynTao Green Finance database, further bolstering the robustness of the research assumptions.
4.3.2 One-period Lag analysis
We have investigated the relationship between corporate ESG disclosure and audit fees, while considering the potential impact of previous year’s scoring results and current year’s performance. To analyze this relationship, we performed a one-period lagged regression, examining the association between corporate ESG disclosure, ESG disclosure scores, disclosure scores of any dimension, and lagged audit fees. The results presented in Table 7 indicate that the lagged one-period regression results are statistically significant, supporting the hypotheses put forth in this study. These findings demonstrate the robustness of the relationship between corporate ESG disclosure and audit fees, even after controlling for potential confounding variables such as prior year scoring results and current year performance.
TABLE 7 | One-period lagged ESG regression results.
[image: Table 7]4.3.3 Instrumental variable analysis
We addressed the issue of endogeneity by employing an instrumental variable approach based on the studies conducted by Eliwa et al. (2019). In this approach, we used the industry mean of the Bloomberg ESG score as the instrumental variable, which is highly correlated with the corporate ESG disclosure score (esg) and satisfies the correlation hypothesis. Additionally, since the industry mean of Bloomberg ESG disclosure score (esgmean) only affects audit fees through the path of ESG disclosure score, it meets the exogeneity hypothesis. The regression results, using the instrumental variable method, are presented in Table 8. The coefficient between the instrumental variable (esgmean) and the corporate ESG disclosure score (esg) is statistically significant at the 1% level, with a value of 0.767, indicating the presence of a cohort effect among industries and peer competition behavior in relation to the corporate ESG disclosure score (esg). Specifically, firms within the same industry tend to imitate or surpass each other in attaining higher ESG scores.
TABLE 8 | Regression results of the instrumental variables.
[image: Table 8]In the second stage of our analysis, we estimated the results after addressing the endogeneity problem through the use of instrumental variables (esgmean). Our findings show a significant and positive coefficient of 0.028 between the ESG disclosure score (esg) and audit fee (Lnfee) after the “treatment,” indicating that the regression results remain robust even after addressing the endogeneity issue. Moreover, the coefficient between esg and Lnfee at the 1% significance level is consistent with the regression prior to the “treatment.” These results validate the reliability and validity of our research.
4.3.4 Sample selection bias analysis
This paper addresses the potential endogeneity issue between corporate ESG disclosure scores (esg) and audit fees (Lnfee) that may arise due to self-selection biases. Specifically, firms with higher audit fees may be influenced by their characteristics, such as larger size and a more complex business environment, rather than the impact of corporate ESG disclosure. Additionally, larger firms tend to be audited by larger auditor firms, which creates a self-selection issue. To mitigate this problem, we utilize a Heckman two-stage model applicable to resolve the endogeneity issue arising from sample selection bias (Heckman, 1976).
[image: image]
The first stage of our analysis involves performing a Probit regression on Eq. 8 to calculate the inverse Mills ratio (IMR) value. We then add the IMR value to Eq. 2 in the second stage, and the results are presented in Table 9. Our findings reveal that the coefficient of corporate ESG disclosure score (esg) and audit fee (Lnfee) is 0.009 after adding the IMR value and is significant at the 1% level of significance. It suggests that our study results remain robust and validate the hypothesis of this paper. Thus, our approach successfully addresses the self-selection issue and provides reliable estimates of the relationship between corporate ESG disclosure scores and audit fees.
TABLE 9 | Heckman two-stage model regression results.
[image: Table 9]4.4 Heterogeneity analysis
In the early stages of ESG practices in China, corporate ESG disclosure plays a crucial role in identifying deficiencies in sustainable development capabilities and encourages firms to enhance their ESG infrastructure. However, the current system of ESG disclosure in China needs revision due to existing institutional frameworks. ESG practices and disclosures in China are primarily voluntary and lack legal obligations. Therefore, this study aims to examine the specific effects of disclosure nature and the policy impact of the new Environmental Protection Law on their relationship through group regression analysis.
4.4.1 Nature of ESG disclosure
In 2008, the Shenzhen Stock Exchange and the Shanghai Stock Exchange (SSE) mandated the disclosure of social responsibility information for specific companies while encouraging others to disclose it voluntarily. In 2022, China issued its first set of “Corporate ESG Disclosure Guidelines”. Although most countries do not require disclosing information related to ESG activities, most companies provide ESG information in their social responsibility reports. However, companies that voluntarily disclose information and those that are required to do so may have different attitudes towards incremental ESG information as ESG disclosure policies continue to improve, leading to changes in audit fees. This study performs group regressions on a sample of companies based on the nature of their corporate disclosures in social responsibility reports. Results show a significant positive correlation (at the 1% level) between ESG disclosure score (esg) and audit fee (Lnfee) among companies that are required to disclose. At the same time, the exact correlation is also significant (at the 1% level) among companies that voluntarily disclose. The coefficients are found to be comparable between the two groups. The study concludes that among companies that voluntarily disclose ESG information, a higher ESG score is associated with a higher audit fee, possibly due to self-selection or surplus management by such firms (Table 10). It is because voluntarily disclosing firms have more significant incentives to improve their corporate reputation by conveying positive signals of ESG information to stakeholders, which can confer a competitive advantage compared to firms subject to mandatory disclosure.
TABLE 10 | Regression of disclosure nature grouping.
[image: Table 10]4.4.2 Policy effects of the new environmental protection law
The enactment of the new Environmental Protection Law on January 1, 2015, has been widely acknowledged as the most stringent environmental protection law in history, demonstrating the resolve of the regulatory system to manage environmental concerns. As a fundamental pillar of this law, its impact on the relationship between ESG disclosure scores and audit fees of companies cannot be overlooked. Against this backdrop, this study conducted a regression analysis of a sample data set, stratified by the pre- and post-implementation of the new Environmental Protection Law. The results presented in Table 11 indicate that the correlation coefficient between corporate ESG disclosure score (esg) and audit fee (Lnfee) before the implementation of the new Environmental Protection Law was 0.011, which is statistically significant at the 1% level. However, after the implementation of the new Environmental Protection Law, this correlation coefficient decreased to 0.008, which remains statistically significant at the 1% level. A difference-in-coefficients test was conducted, which yielded an empirical p-value of 0.063, suggesting comparable coefficients. This finding suggests that the positive effect of corporate ESG disclosure score (esg) on audit fees (Lnfee) has weakened following the implementation of the new Environmental Protection Law. The possible reasons for this outcome may include the heightened requirements for corporate environmental compliance under the new law, leading to a higher level of information disclosure, and the reduction of surplus management due to the constraints of the new Environmental Protection Law, resulting in a decrease in audit risks associated with phenomena such as “greenwashing” and “bleaching”.
TABLE 11 | Regression of the grouping of the policy effects of the new environmental protection law.
[image: Table 11]5 CONCLUSION AND IMPLICATIONS FOR PRACTICE
In conclusion, our comprehensive analysis of the relationship between corporate ESG information disclosure and audit fees in China has yielded significant research findings. We have observed that ESG information disclosure levels vary among Chinese companies, with a general trend of relatively low disclosure. Notably, companies voluntarily disclosing ESG information and achieving higher ESG disclosure scores face higher audit fees, indicating that voluntary disclosure serves as a signal of commitment to ESG practices and attracts increased scrutiny from auditors.
Furthermore, auditors in China currently perceive ESG disclosure as a cumulative risk, underscoring the need for greater integration of ESG considerations into audit processes. Media attention also plays a moderating role, influencing the relationship between corporate ESG disclosure scores and audit fees. This highlights the impact of media scrutiny on the costs associated with ESG-related audits.
The implementation of the new Environmental Protection Law in China has had a dampening effect on the positive relationship between corporate ESG disclosure scores and audit fees. This outcome can be attributed to heightened environmental compliance requirements, which have led to increased information disclosure and reduced audit risks associated with practices such as “greenwashing” and “bleaching.”
Drawing from our research findings, we propose several recommendations for various stakeholders. Government and regulators should prioritize strengthening the ESG information disclosure framework by establishing robust standards and regulatory mechanisms to ensure transparency and reliability in corporate ESG disclosures. Corporate management should actively prioritize ESG information disclosure, while also working towards reducing surplus management practices and enhancing transparency and accountability in their ESG reporting processes. Auditors should incorporate ESG considerations into their audit procedures and deepen their understanding of the risks and opportunities associated with ESG disclosure. Additionally, media outlets should strive for accurate and balanced reporting to enhance stakeholder understanding and trust in corporate ESG practices. Lastly, ESG investors should adopt a holistic approach when evaluating companies, considering multiple factors beyond just audit fees and ESG disclosure scores.
Implementing these recommendations will strengthen China’s ESG ecosystem, promote sustainable business practices, and enhance stakeholder confidence. Our research contributes valuable insights to the existing literature on ESG and audit fees, providing guidance for policymakers, auditors, companies, and investors navigating China’s evolving ESG landscape.
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(-5.451) | (53.159) (-2.036) [ (22377)
Ind v v v v
Year v v v | v
Province v v v | v
Observations 22,659 22,659 8,298 | 8298
R-squared 0282 0671 0.358 0701

The symbols *, **, *** denote significance at the 0.10, 0.05, and 0.01 levels, respectively. t-statistics in parentheses.
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The symbols *, **, *** denote significance at the 0.10, 0.05, and 0.01 levels, respectively. t-statistics in parentheses.
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The symbols *, **, *** denote significance at the 0.10, 0.05, and 0.01 levels, respectively. t-statistics in parentheses.
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Type Symbols Variable Variable definiti
Explained variables Lnfee Audit Fees Logarithm of audit fees in the current year's financial report
Explanatory variables  esgpub Corporate ESG Information Disclosure “I” if A-share listed companies disclosed ESG information

in Bloombergs database, otherwise 0"
esg Corporate ESG Disclosure Score Bloombergs score on corporate ESG disclosure
elslg E, S, G Disclosure Score Bloombergs scores on E (Environmental), § (Social)

and G (Governance) disclosure

Intermediate variables  cfo Business Risk Ratio of operating cash flow to total assets
Adjustment variables media | Media Focus J-F factor
Control variables size Enterprise Size Natural logarithm of total assets
bigl0 “Top Ten” Accounting Firms “1” for domestic “top ten” accounting firms, otherwise “0”
tobing | Tobin's @ Value Market capitalization divided by total assets
age Business Age Survey year minus the year of company establishment
roa Total Return on Assets Sum of total profit and interest expense divided by average total assets
separation Separation of Powers Rate Difference between control and ownership of the effective controller
Ir Current Ratio Current assets divided by current liabilities
reciny Business Complexity Sum of net deposits and accounts receivable divided by total assets
owner Ownership Nature “1” for state-owned enterprises, “0” for non-state-owned enterprises
lev Gearing Ratio Total liabilities divided by average total assets
indep Percentage of Independent Directors Proportion of independent directors on the board of directors
topl Percentage of Largest Sharcholder Ownership | Number of shares held by the largest sharcholder divided by total shares
Ind Industry Dummy Variables “1” if the company sample belongs to a certain industry, otherwise 0

Year Annual Dummy Variables “I” if the company sample belongs to a particular year, otherwise 0"

Province Province Dummy Variables “I” if the company sample belongs to a certain province, otherwise “0”
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