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Abstract. Amidst the surge of the digital economy, a pivotal strategy for enter-

prises to attain high-level development and gain market dominance focuses on 

digital transformation. Research into the efficacy of corporate governance during 

this transformation is gaining considerable notice. This investigation utilizes 

information from publicly traded Chinese companies between 2013 and 2023 to 

conduct an empirical examination of how digital transformation specifically af-

fects the quality of financial reporting. The findings reveal that advancing digital 

transformation within enterprises can markedly elevate the quality of their fi-

nancial reporting. 
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1 Introduction 

In recent times, rapid advancements have been observed in the latest information and 

communication technologies, including 5G, big data, cloud computing, and artificial 

intelligence. These technologies have accelerated the speed of innovation and trans-

formation, serving as a key catalyst for sustained economic growth across nations. The 

Fourteenth National Five-Year Blueprint for Advancing the Digital EconomyA strat-

egy is outlined to prioritize data as the pivotal element, fostering profound amalgama-

tion between digital technologies and the tangible economy. The aim is to propel digital 

industrialization alongside industrial digitization, thereby aiding the transformation and 

upgrading of conventional industries. Furthermore, the plan emphasizes nurturing 

emerging industries, fresh business paradigms, and innovative models, ultimately 

aiming to consistently bolster and broaden China's digital economy landscape.[1] 

Scholars have conducted thorough discussions and research on the impact of digital 

transformation. Their findings suggest that digital transformation can significantly 

bolster enterprises' dynamic capabilities, encompassing innovation, adaptability, and 

absorptive capacity, thereby enhancing their innovation performance. Moreover, dig-

ital transformation boosts enterprise performance by utilizing digital advancements to 

cut costs and elevate efficiency [2]. Furthermore, technologies like big data, which are 

integrated into digital transformation, can affect the transparency and comparability of 

accounting information, influencing the quality of financial reports [3]. The exploration  
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into the economic repercussions of digital transformation has garnered increasing 
attention from scholars, with existing research already confirming its impact on cor-
porate performance, enterprise value, and business models, among other aspects.[4] 

2 Theoretical Analysis and Research Hypotheses 

Companies that pursue profit maximization sometimes adjust their accounting infor-
mation or means in disregard of compliance to obtain more ideal financial results. The 
significant improvement of the efficiency of accounting information integration, 
transmission and disclosure benefits from the implementation of the digital transfor-
mation of enterprises, which ensures the quality of accounting information. The sub-
stantial enhancement in the effectiveness of integrating, transmitting, and revealing 
accounting information stems from enterprises' digital transformation initiatives, 
guaranteeing the accuracy of accounting data. Boosting the transparency of accounting 
information and minimizing information disparity will further decrease oversight 
expenses and elevate the credibility of accounting details[5]; in addition, the proficiency 
in processing accounting information has seen an upgrade, with big data and cloud 
computing integrating intelligence into cost management, thereby enhancing the effi-
ciency, comprehensiveness, and ease of using information systems[6].The introduction 
of cutting-edge technologies such as big data and blockchain significantly improves the 
interactive efficiency of data, thus enabling enterprises to collect more detailed and 
time-sensitive accounting data. In view of this, this paper accordingly puts forward the 
theoretical hypothesis 1: 

H1: Digital transformation is positively correlated with the quality level of financial 
reporting. 

3 Study Design 

3.1 Selection of Data Source and Samples 

From 2013 to 2023, the relevant information of Shanghai-Shenzhen A-share listed 
companies was selected. The exclusion process is implemented for the specially treated 
ST and * ST; the financial industry sample data has been eliminated by 1%. This 
ultimately yielded 30,741 representative, valid samples. Guotai Taian database 
(CSMAR) is the main source of financial data. 

3.2 Variable Selection 

(1) Interpreted variables: the quality of financial reports 
According to Pan Jun and Yu Yumiao (2017), the degree of earnings management 

(AbsDA) is used to measure the company's financial report quality (FRQ) [7]. Specifi-
cally, the variable measures are as follows: The degree of earnings management of the 
company is a typical representative of the quality of the financial report (Wei Minghai, 
2005) [8]. When earnings management is significant, it indicates poor quality in the 
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company's financial reporting. In this study, we employ the revised Jones model 
(Dechow,1995) to assess the extent of earnings management. Specifically, we utilize 
the absolute value of manipulative accrual profit as a metric for measuring the degree of 
earnings management (AbsDA)[9]. 

(2) Explanatory variable: digital transformation 
By utilizing the research techniques outlined by Wu Fei, the count of words per-

taining to "digital transformation" within the annual reports of publicly traded compa-
nies is calculated relative to the extent of the management discussion and analysis (MD 
& A) section. This calculation serves as a metric to gauge the level of digitalization in 
enterprises (DT) [10]. 

(3) Control variables 
Enterprise size (Size), asset-liability ratio (Lev), return on total assets (Roa), com-

pany age (FirmAge), integration of two positions (Dual), independence of board (In-
dep), equity nature (Soe), and international "Big Four" (Big4) are used as controlling 
variables. Fixed effects at the industry level and at the annual level were included to 
enhance the accuracy of the model prediction. 

(4) Model setting 

FRQi,t=β0+β1DTi,t+ β2 ∑ Controlsi,t + ∑ Ind+ ∑ year + εi,t 

Where: FRQ represents the quality of financial reporting, DT represents the digital 
transformation, Controls represents the control variables, consider the random dis-
turbance items ε, company i and year t, and the annual and industry fixed effects are 
controlled. 

4 Analysis of the Empirical Results 

4.1 Analysis of the Regression Results 

Taking no account of control variables' impact, Table 1 (1) showcases a regression 
coefficient of -0.0035 for DT, achieving significance at a 1% confidence threshold. 
This outcome underscores a notable inverse relationship between digital transformation 
and surplus management , hinting at a strong positive link between digital transfor-
mation and financial reporting quality. Put simply, as digital transformation escalates, 
so does the quality of financial reporting. Moving to Column (2), it illustrates the 
scenario post-incorporation of control variables. Here, the digital transformation coef-
ficient stands at -0.0028, again marked significant at 1%, reinforcing the notion that 
heightened digitalization significantly enhances financial reporting quality. 

Table 1. Basic regression results 

 (1) (2) 

DT -0.0035***(-3.4814) -0.0028***(-2.7582) 

Constant 5.6047***(12.5922) 13.7339***(16.6911) 

Controls No Yes 
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Ind/Year Yes Yes 

N 30741 30741 

Adj.R2 0.036 0.075 

Note: * * *, * * and * indicate the significance levels of 1%, 5% and 10% respectively; t value is 
in parentheses, limited to space, the regression results of control variables are not listed in detail, 
the same below. 

4.2 Robustness Test 

(1) The independent variables lag behind one phase. The digital transformation variable 
L.DT, taken as the independent variable, aims to evaluate the lag of financial reporting 
quality improvement, and then rediscusses the regression analysis. In the results pre-
sented in Table 2, the regression coefficient for the previous digital transition level 
L.DT was negative and significant at the 1% level. This finding confirms the existence 
and significance of the positive impact of digital transformation on the quality of 
corporate financial reporting, and then proves the correctness of hypothesis H1. 

Table 2. Robustness test: lagging first-phase regression results 

FRQ 

stage Ⅰ stage Ⅱ 

L.DT -0.0028***(-2.7582) -0.0034*** (-3.0147) 

Constant 13.7339***(16.6911) 13.2887*** (14.6847) 

Controls Yes Yes 

Ind/Year Yes Yes 

N 30741 25265 

Adj.R2 0.075 0.083 

(2) Change the model structure. Fixed effects at the province level were further in-
corporated to more comprehensively control for differences across provincesand po-
tential unobservable factors. Column (1) in Table 3 shows in detail the regression 
results after further controlling the province effect. The calculated coefficient for the 
digital transformation variable DT maintains a negative value at a 1% significance 
level, aligning with the findings of the aforementioned benchmark regression analy-
sis. 

(3) Sample screening. To further confirm the strength and reliability of the regres-
sion outcomes,communication and other electronic equipment manufacturing and 
software and information technology services, which are particularly prominent in the 
"digital" characteristics, were excluded to avoid the possible adverse effects of these 
industries on the research conclusions. The findings from the regression analysis pre-
sented in Table 3 (2) indicate that the process of digital transformation has signifi-
cantly improved the quality of corporate financial reports, which is consistent with the 
aforementioned research views. 
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Table 3. Robustness test: change of model structure, sample deletion 

 (1) (2) 

DT -0.0028*** (-2.7827) -0.0038**(-2.3079) 

Constant 14.0551***(16.6885) 13.5318***(15.3506) 

Controls Yes Yes 

Ind/Year Yes Yes 

province Yes No 

N 30727 26006 

Adj.R2 0.075 0.077 

5 Conclusions 

5.1 Study Conclusions 

The seamless integration of the digital economy with the real economy heralds a fresh 
trend in future economic development, with digital transformation serving as a crucial 
path for the evolution and enhancement of traditional enterprises.From 2013 to 2023, 
the data analysis of China's a-share listed companies, and the specific impact of en-
terprise digitalization on the quality of financial reporting is discussed in detail from 
the perspective of combining theory and practice. This discussion not only further 
enriches the content of digital transformation in the theoretical framework of eco-
nomic effects, but also provides operational insights and strategic suggestions for 
Chinese enterprises in the future of digital transformation and technology adoption. 
The research results show that the process of digital transformation of enterprises 
plays a significant and positive role in improving the quality of financial reports 
within the organization. 

5.2 Suggestions 

Enterprises should actively embrace the trend of digital transformation and seize the 
opportunity for change, striving to distinguish themselves in the fierce market compe-
tition. The key to achieving a leap in performance and value lies in the deep and 
seamless integration of digital technology with daily operations. This strategy en-
compasses the comprehensive integration of technologies such as artificial intelligence, 
big data analysis, and cloud computing services, aiming to comprehensively enhance 
production efficiency, product excellence, and service standards, thereby strengthening 
the enterprise's core competitive advantage within the industry. 

The government should focus on strengthening guidance and support, and optimize 
and adjust the market ecology under the digital economy environment by means of 
financial support and institutional guarantee. The improvement of financial reporting 
quality and the promotion of digital transformation process are all inseparable from the 
stimulation of policy guidance and support.Furthermore, when considering the multiple 
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attributes of enterprises, including their equity structure characteristics, business scale, 
and lifecycle stage, special attention should be paid to the precision and specificity of 
policy formulation to ensure that policies accurately cater to the actual needs and 
development characteristics of enterprises. 
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