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The binary logic of the impact of environmental risk on audit fees
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[Abstract] Against the backdrop of the "dual carbon" goals and the green development strategy, environmental
risk has become a significant variable in corporate operations and capital markets, substantially influencing the
decision—making behavior of auditors. Based on a systematic review of existing literature, this paper examines
the impact of environmental risk on audit fees and the underlying mechanisms. The study identifies a significant
"dual logic" in the relationship between environmental risk and audit fees. On one hand, substantive
environmental risks, represented by environmental penalties and negative environmental incidents, drive up
audit fees through "risk compensation" and "cost compensation" mechanisms. On the other hand, proactive
corporate initiatives such as green transformation, high—quality environmental information disclosure, and green
innovation generate a "green governance" dividend by reducing information asymmetry and operational risks,
thereby leading to lower audit fees. Further analysis indicates that this relationship is moderated by factors
including ownership structure, industry attributes, corporate governance quality, and the external legal
environment. Moreover, auditors' proactive responses to environmental risks are often concomitant with
improved audit quality. This paper provides an integrated perspective for understanding the economic
consequences of corporate environmental behaviors and the green influencing factors in audit pricing.
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