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Abstract

The purpose of this paper is to analyze and examine the effect of digital
asset recognition on the accuracy of auditors’ unqualified and qualified
opinion on financial statements. To achieve this purpose, the research will
address the definition of digital assets, digital assets from a financial
accounting perspective, the accuracy of auditors’ opinion, and analysis of
the effect of digital asset recognition on the accuracy of auditors’ opinion.

To test the research hypotheses, the researcher will depend on a 1+ (2*1)
experiment. The sample used in the current study consists of 84 auditors
selected from accounting offices in Egypt. The research concludes that the
recognition of digital assets do not have a significant effect on the accuracy
of Egyptian auditors’ unqualified opinion on financial statements, but has a
significant effect on the accuracy of Egyptian auditors’ qualified opinion on
financial statements.

Keywords: Digital asset; Accuracy of Auditors’ Opinion; Unqualified and
Qualified opinion.
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1- Introduction:

Digital assets are one of the most important applications of blockchain
technology. "Digital assets” means, literally, "assets that are available in
digital format and have a monetary value." In the dictionary, “digital assets”
are any data gathered, stored, or organized in a digital form, such as digital
currencies, digital images, videos, etc. (Farooqui et al., 2022). Recent years
have seen an increasing growth in the number and types of digital assets
(Jackson & Luu, 2023). Digital assets are categorised into two types; digital
currencies/crypto currencies/ coins, and digital tokens (Jackson & Luu,
2023; PWC, 2022).

Moreover, digital assets affect the accuracy of auditors’ opinion. Hsieh
(2021) indicated that the different nature of crypto assets makes it difficult
for auditors to obtain sufficient and appropriate audit evidence for audits of
crypto assets, which negatively affects the auditor’s ability to detect material
misstatements and the accuracy of his opinion. Also, In this context, the
Harrast et al., (2022) study studied the risks associated with cryptocurrencies
and concluded that some of these risks have a higher probability of
occurrence or impact than others. For example, this study indicated that
possessing a private key by unauthorized persons has the greatest impact on
financial statements because a private key is a secret number known only to
the person who created it and allows its holder to access cryptocurrencies on
the blockchain. Losing or Stealing this key could prevent access to or use of
the cryptocurrency, which poses a significant risk and results in staggering
losses for the company. Several studies (Susila, 2024; Teichmann & Falker,
2021; Mabunda, 2018) indicated that cryptocurrencies facilitate financial
crimes such as money laundering, terrorist financing, and corruption
because they are not supervised by a trusted official body, in addition to
allowing anonymity.

Therefore, the research problem can be expressed in how to answer the
following question practically; Does digital asset recognition significantly
affect the accuracy of auditors’ unqualified and qualified opinion compared
with non-recognition?
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The objective of this research is to analyze and examine the effect of digital
asset recognition on the accuracy of auditors’ unqualified and qualified
opinion on financial statements.

The importance of the research can be traced back to its alignment with the
research that focused on improving the accuracy of auditors’ opinion. In
addition, there is a significant scarcity of Egyptian research concerned with
studying digital asset recognition and its impact on the accuracy of auditors’
unqualified and qualified opinion. Despite the many research motives, the
most important of them is narrowing the research gap in this field, in addition
to finding practical evidence about the existence of the relationship between
digital asset recognition and the accuracy of auditors’ unqualified and
qualified opinion.

The limitation of the research is to study and test the effect of digital asset
(only) recognition on the accuracy of auditors’ unqualified and qualified
opinion on financial statements. Therefore, the other types of opinion such
as unqualified opinion with additional paragraph, Adverse Opinion and
Disclaimer of Opinion are beyond the scope of the research. In addition, the
other variables that affect the accuracy of auditors’ opinion (such as
reputation, continuing professional education, rotation, and expertise) are
beyond the scope of the research.

The remainder of this paper will be organized as follows: Section 2
discusses prior literature related to the definition of digital assets, digital
assets from a financial accounting perspective, and the effect of digital asset
recognition on the accuracy of auditors’ opinion and derives the hypotheses.
Section 3 discusses the research methodology and design. Section 4 presents
the experimental results and conclusion.

2- Literature review and hypotheses development:
2-1  Definition of Digital Assets:

With regard to the definition of digital assets from a professional
perspective, the European Financial Reporting Advisory Group (EFRAG)
has defined digital assets as "a digital representation of value or contractual
rights that is created, transmitted and stored on distributed ledger technology
(DLT), such as blockchain™ (IASB, 2019). This definition is agree with the
Securities and Exchange Commission’s (SEC, 2019), where SEC has
described a digital asset as “an asset that is issued and transferred using
blockchain technology, such as virtual currencies, coins, and tokens
(Guseva, 2020). In the same context, PWC (2019) defined cryptographic
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assets as a transferable digital representation designed in a way that
prohibits their copying. It is also considered a means of exchange similar to
cash to provide access to blockchain-based products or services.

Regarding the definition of digital assets according to academic studies,
Jackson & Luu (2023) defined it as anything that is digitally stored,
uniquely identifiable, and can be used by organizations to generate value. In
the same context, Farooqui et al. (2022) and AUDU (2023) defined digital
assets as any data that is gathered, stored, or organized in digital form, such
as digital documents, movies, audio content, and any other form that is
stored electronically on computers, just like cryptocurrencies.

Digital assets are categorised into two types; Digital currencies/Crypto
currencies/Coins and digital tokens (Jackson & Luu, 2023; PWC, 2022). (A)
Digital currencies are a type of virtual digital currencies that act as a
medium of exchange via the Internet, has no physical form, stored
electronically in the blockchain (Jackson & Luu, 2023; PWC, 2022,
Thornton, 2018; Thornton, 2016). (B) Tokens, on the other hand, could be
further categorized based on their functionality and characteristics into (1)
asset-backed tokens, (2) utility tokens, and (3) security tokens (Jackson &
Luu, 2023; Hsieh, 2021; PwC, 2019).

2-2 Digital Assets from a Financial Accounting Perspective:
2-2-1 Accounting for Digital Assets as Cash:

To determine whether digital assets can be classified as cash, you must
know whether they meet the definition of cash according to IFRS. The
International Accounting Standard IAS7 defines cash as “cash on hand and
demand deposits.” International Accounting Standard IAS 32 (Financial
Instruments: Presentation) paragraph AG3 also indicated that currency
(cash) is “a financial asset because it represents a medium of exchange, and
therefore it is the basis for measuring all transactions and recognizing them
in the financial statements.

2-2-2 Accounting for Digital Assets as Inventory:

International Accounting Standard IAS 2, Paragraph No. 6, defines
inventory as assets (a) held for sale within the ordinary activity of the entity,
(b) in the production stage to become salable, or (c) in the form of materials
or supplies to be consumed in the production process or rendering of
services (Abojeib, 2018). IAS 38 also clarifies that it excludes from its scope
intangible assets that are held by an entity for sale in the ordinary course of
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business, and such intangible assets are therefore classified as inventory
under IAS 2 (IASB, 2019).

2-2-3 Accounting for Digital Assets as Financial Assets:

International Accounting Standard IAS 32, paragraph No. 11, defines a
financial instrument as “any contract that gives rise to a financial asset of
one entity and a financial liability or equity instrument of another entity.”
The standard also defined a financial asset as any asset that is either (a) cash,
(b) an equity instrument of another entity, or (c) a contractual right to
receive cash or another financial asset from another entity or to exchange
financial assets or financial liabilities with another entity on terms that are
more beneficial to the entity, or (d) a contract that will or may be settled in
the entity’s own equity instruments. According to this definition, the
Australian Accounting Standards Board believes that cryptocurrencies are
not a financial instrument, because they do not meet the definition of a
financial instrument (AASB, 2018).

2-2-4 Accounting for Digital Assets as an Intangible Assets:

The International Accounting Standard 1AS38 defines an intangible asset as
“an asset of an identifiable non-monetary nature that does not have a
physical existence” (IASB, 1998). In light of this definition, there are three
conditions for an asset to be recognized as an intangible asset, which are: (1)
identifiable, that is, it can be separated from the entity and sold, transferred,
exchanged, or rented; (2) non-monetary; and (3) does not have a physical
existence. Accordingly, digital assets meet the definition of intangible assets
because they are non-monetary items according to the 1AS32 and IAS7
standards. They are also identifiable in that they can be sold and exchanged,
and they lack physical existence (AASB, 2018; PWC, 2016).

The researcher concludes from the previous studies that there is
agreement that digital assets meet the definition of an asset, but the
difference appears in the classification of this asset: whether it can be
considered cash, a financial asset, an inventory, or an intangible asset. It
is clear from the above that the closest classification of digital assets is
intangible assets.

2-3 Accuracy of Auditors’ Opinion:

The audit report is the final stage of the audit process, in which the auditor
assesses the fairness of financial statements based on financial accounting
standards and issues his opinion. Users of financial statements, such as
government entities, shareholders, etc., depend on the results of audit reports
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to make decisions (Zakaria et al., 2021; Arens et al., 2017). Accuracy of
auditors’ opinion refers to the auditor's opinion based on sound judgment in
light of compliance with the relevant auditing standards, the Code of Ethics,
and professional conduct (EI Araby, 2022).

According to (Krishna & Nadya, 2020; Reschiwati et al., 2019; Dmytrenko,
2019; ISA 700; ISA 701; ISA 705; ISA 706; ISA 570), audit opinion
consists of five types, namely: (1) Unqualified Opinion; (2) Unqualified
Opinion with additional paragraph; (3) Qualified Opinion; (4) Adverse
Opinion; (5) Disclaimer of Opinion. In the current research, we will focus
on unqualified opinion and qualified opinion because it is difficult for
auditors to obtain sufficient and appropriate audit evidence for audits of
digital assets, which negatively affects the auditor’s ability to detect material
misstatements and then the accuracy of unqualified and qualified opinion,
specifically. These difficulties make these two types of opinions more
relevant when studying the effects of digital assets on audit outcomes.

(1) Unqualified Opinion:

Regarding ISA 700, the auditor issues an unqualified opinion if the
following conditions are met:

1- The financial statements are prepared, in all material respects, in
accordance with the applicable financial reporting framework.

2- whether sufficient appropriate audit evidence has been obtained.

3- If the scope of the audit process includes all of the entity’s financial
statements and disclosure notes.

4- If the auditor meets all general standards.

(2) Qualified Opinion:

The auditor should express a qualified opinion if:

A. The auditor obtained sufficient appropriate audit evidence that there are
material misstatements but not pervasive in the financial statements.

B. There are no material restrictions on obtaining evidence.

2-4 The Effect of Digital Asset Recognition on Accuracy of Auditors’
Opinion:

Hsieh (2021) indicated that the different nature of crypto assets makes it
difficult for auditors to obtain sufficient and appropriate audit evidence for
audits of crypto assets, which negatively affects the auditor’s ability to
detect material misstatements and the accuracy of unqualified and qualified
opinion. Also, In this context, the Harrast et al., (2022) study studied the
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risks associated with cryptocurrencies and concluded that some of these
risks have a higher probability of occurrence or impact than others. For
example, the study indicated that possessing a private key by unauthorized
persons has the greatest impact on financial statements because a private key
is a secret number known only to the person who created it and allows its
holder to access cryptocurrencies on the blockchain. Losing or Stealing this
key could prevent access to or use of the cryptocurrency, which poses a
significant risk and results in staggering losses for the company. Several
studies (Teichmann & Falker, 2021; Mabunda, 2018) indicated that
cryptocurrencies facilitate financial crimes such as money laundering,
terrorist financing, and corruption because they are not supervised by a
trusted official body, in addition to allowing anonymity.

It is clear that there is a paucity, within the limits of the researcher's
knowledge, in the studies that examined the effect of digital asset recognition
on accuracy of auditors’ opinion, which represents a motivation to test this
relationship in the present study and derive the first hypothesis of the
research as follows:

H1: Digital asset recognition has a significant effect on the accuracy of
Egyptian auditors’ opinion on financial statements.

the researcher will test this hypothesis by dividing it into two sub-hypotheses
as follows:

H1a: Digital asset recognition has a significant effect on the accuracy of
Egyptian auditors’ unqualified opinion on financial statements.

H1b: Digital asset recognition has a significant effect on the accuracy of
Egyptian auditors’ qualified opinion on financial statements.

3- Research Methodology:

To achieve the objective of the research and then test its hypothesis, the
researcher will depend on an experimental study. The researcher will present
the following: The objectives of the experimental study, the population
and sample of the research, the research model, description and
measurement of variables, research tools and procedures, statistical analysis
tools, finally the results of experimental study. This is as follows:

3-1 Experimental study objectives:

The experimental study aims to test research hypotheses in Egyptian
business and professional practice environments to find practical evidence
of the validity of the relationship under study.
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3-2 Population and Sample Selection:

The population of the study consists of auditors in accounting offices in
Egypt. The sample was 84 auditors selected from this population.

3-3 Research Model &Measurement of Variables:

3-3-1 Research Model:

The hypotheses of the research show that the independent variable is digital
asset recognition, while the dependent variable is the accuracy of auditors’
opinion. According to these variables, the research model is as follows:

Digital Asset Accuracy of anditors’
Recognition H1 opinion
(Independent Hla “| (@)Unqualified Opinion
variable) Hib (2)Qualified Opinion
r (Dependent variables)

3-3-2 Measurement of Variables:
3-3-2-1 Independent Variable: Digital Asset Recognition

Digital Asset Recognition refers to any data gathered, stored, or organized in
digital form, such as digital documents, movies, audio content, and any
other form electronically stored on computers, just like cryptocurrencies,
and recognized in financial statements. It is measured as a dummy variable
that takes the value (1) if the client has digital assets, (0) otherwise (AUDU,
2023; Farooqui et al., 2022).

3-3-2-2 Dependent Variable: Accuracy of auditors’ opinion

Accuracy of auditors’ opinion refers to the auditor's opinion based on sound
judgment in light of compliance with the relevant auditing standards and the
Code of Ethics and professional conduct. It is measured as a dummy
variable that takes the value (1) if the auditor gives right opinion regarding
financial statements containing digital assets, and (0) otherwise (El araby,
2022; Reschiwati et al., 2019).

3-4 Experimental study tools and procedures:

Regarding the experimental study tools, the researcher will rely on
hypothetical cases of a telecommunications company supported by a set of
questions and experimental treatments to collect observations by Personal
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interviews and analyze them statistically to test the research hypotheses
(Badawy, 2021; Ibrahim & Badawy, 2018). When designing the
experimental cases, the researcher will explain some technical terms to
make them more obvious.
Regarding the experimental study procedures, the researcher will depend
on some prior studies, such as Badawy (2021) and Ibrahim & Badawy
(2018) in designing the cases and questions. The experimental cases will
include three sections, as follows:

The first section: includes a set of technical terms related to the accuracy
of the auditor’s opinion and digital assets.

The second section: Contains hypothetical cases, which include
summarized financial statements for one of the telecommunications
companies listed on the Egyptian Stock Exchange.

(a) The first hypothetical case: financial statements contain traditional
intangible assets such as goodwill, and do not contain any material
misstatement and there is no uncertainty.

(b) The second hypothetical case: financial statements contain digital
assets as a virtual intangible asset, and do not contain any material
misstatement and there is no uncertainty.

(d) The third hypothetical case: financial statements contain digital assets
as virtual intangible assets, and there are material misstatements but not
pervasive. These experimental cases are distributed to a group of
auditors and asked to express their opinion on the financial statements.

3-5 Experimental Task and Design:

To test the effect of recognizing digital assets on the accuracy of the

auditor’s opinion on the financial statements, a 1+ (2*)) experiment was

designed as follows:

Independent
Variable

No material misstatement Opinion type
No uncertainty

e  Material misstatement Opinion type
e Not Pervasive

No Digital Assets 1
Thus, the experiment contains seventeen treatments, as follows:

Digital Assets
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Treatment No. 1: There are no digital assets, and the auditor is asked to
express his opinion on financial statements that do not contain any material
misstatement and there is no uncertainty.

Treatment No. 2. There are digital assets, and the auditor is asked to
express his opinion on financial statements that do not contain any material
misstatement and there is no uncertainty.

Treatment No. 3: There are digital assets, the auditor is asked to express his
opinion on financial statements that contain material misstatements but not
pervasive.

To test the research hypotheses, the following comparisons were made
between the experimental treatments:

Comparison No. 1: [1]*[ 2+3] To test the first hypothesis (H1).
Comparison No. 2: [1]*[ 2] To test the first hypothesis (H1a).
Comparison No. 3: [1]*[ 3] To test the first hypothesis (H1b).
4.The Results of Experimental Study:

This section aims to present the statistical results related to reliability and
validity of data and hypotheses testing.

4-1 Reliability Test:

The researcher will conduct the Cronbach's Alpha test to measure
reliability. This parameter takes values ranging from zero to one. If the
coefficient is equal to one, this means that there is stability in the data, and if
this coefficient is equal to zero, this means that the data is not stable. The
increase in the value of Cronbach's alpha indicates an increase in the
stability and credibility of the data. The researcher conducted a reliability
test using the statistical program SPSS. The test result in Table No. (1)

showed the reliability of the data, as the coefficient of Cronbach's Alpha
is .558 which exceeded 50%.This means that we can rely on these
responses with 55.8% which is quite good in the social sciences research.

Table (1) Reliability Test Results

Cronbach’s alpha No. of items

All sample 55.8% 3
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4-2 Sampling adequacy and Validity tests:

To test the sampling adequacy and discriminant validity, we relied on
Bartlett’s Sig. = 0.000 and the KMO statistic = 0.582, which exceeded 50%
(Table 2) . This refers to the validity of the study sample.

Table (2) Validity Test Results
KMO and Bartlett's Test

Kaiser-Meyer-Olkin Measure of Sampling Adequacy. .582
Approx. Chi-Square 23.739
Df 3

Bartlett's Test of Sphericity
Sig. .000

4-3 Normality Test:

The Kolomgrov-Smirrnov test was conducted to find out whether the study
population follows the normal distribution or not, in order to determine
whether parametric or non-parametric tests will be used. We learned
whether this distribution follows the normal distribution or not (Aslam,
2019). The results of this test showed that the P-Value value was equal to
(0.000) for all variables, i.e. less than the significance level (5%) (Table 3),
which means rejecting the null hypothesis (which states that the population
of the study follows the normal distribution) and accepting the alternative
hypothesis (which states that the population of the study does not follow the
normal distribution). Accordingly, the researcher will rely on
nonparametric tests to test the research hypotheses.
(Table 3 )Tests of Normality

Kolmogorov-Smirnova Shapiro-Wilk
Statistic Df Sig. Statistic df Sig.
FIRST .528 84 .000 .356 84 .000
SECOND 438 84 .000 .581 84 .000
THIDR 455 84 .000 .557 84 .000

a. Lilliefors Significance Correction

4-4 Hypotheses testing:

The first main hypothesis (H1) aimed to test whether digital asset
recognition has a significant effect on the accuracy of Egyptian auditors’
opinion on financial statements. This hypothesis was tested by dividing it
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into sub-hypotheses, and the following are the results of testing these sub-
hypotheses separately:

The first sub-hypothesis test (H1a) aimed to test whether digital asset
recognition has a significant effect on the accuracy of Egyptian auditors’
unqualified opinion on financial statements. In this regard, the researcher
relied on the sign nonparametric test for two non-independent samples to
conduct binary comparisons and determine whether there is a difference
between the median of the accuracy of Egyptian auditors’ opinion in
treatment (1) and treatments from (2). The sign test results as shown in
Table 4; indicates that there are no significance differences between the
median of accuracy of unqualified opinions, where p-value more than 5%,
which mean that the recognition of digital asset do not effect on the
accuracy of Egyptian auditors’ unqualified opinion on financial statements.
This result can be explained by that the digital assets might be immaterial
in the context of the financial statements, meaning that even if there are
minor issues with their recognition or valuation, they do not affect the
overall financial picture.

(Table 4) Sign Test

P-Value No Digital asset recognition — Digital asset
recognition (unqualified opinion)
Exact Sig. (2-tailed) .804

The second sub-hypothesis test (H1b) aimed to test whether digital asset
recognition has a significant effect on the accuracy of Egyptian auditors’
qualified opinion on financial statements. Sign test was used to test the
significance differences between the median of accuracy of Egyptian
auditors’ opinion in treatment (1) and (3). The sign test results as shown in
Table 5; indicates that there are significance differences between the median
of accuracy of modified unqualified opinions, where p-value less than 5%,
which mean that the recognition of digital asset effect on the accuracy of
Egyptian auditors’ unqualified opinion on financial statements. This result
can be explained by that Accounting standards for digital assets in many
countries are still under development, so in the absence of accounting
standards for digital assets, auditors may be unable to determine the best
way to recognize digital assets in the financial statements. This ambiguity
may lead to a qualified opinion if the auditor is unable to ascertain the
correct accounting treatment for digital assets.
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(Table 5) Sign Test

P-Value No Digital asset recognition — Digital asset
recognition (qualified opinion)
Exact Sig. (2-tailed) .018

5- conclusions:

The objective of this paper is to study and investigate the effect of digital
asset recognition on the accuracy of auditors’ unqualified and qualified
opinion on financial statements. Further, the study question is whether
digital asset recognition has a significant effect on the accuracy of auditors’
unqualified and qualified opinion compared with non-recognition?. Based
on a sample of 84 auditors selected from accounting offices in Egypt.

Regarding The first sub-hypothesis test (H1a), the researcher found that
the recognition of digital assets does not have a significant effect on the
accuracy of Egyptian auditors’ unqualified opinion on financial statements
on financial statements. In the second sub-hypothesis test (H1b), the
researcher found that the recognition of digital assets has a significant effect
on the accuracy of Egyptian auditors’ qualified opinion on financial
statements.

6- Research recommendations and future research opportunities:

In light of the research objectives, problem, and conclusions, the
research recommends that accountants and auditors should be
interested in developing their skills in recognizing digital assets from a
financial accounting perspective and their effect on auditors’ opinions.

Regarding the proposed research areas, the most important of them are
the following: (a) The effect of recognition of digital assets on the accuracy
of Egyptian auditors’ unqualified opinion with additional paragraph opinion
on financial statements, (b) The effect of recognition of digital assets on the
accuracy of Egyptian auditors’ adverse opinion with additional paragraph
opinion on financial statements.
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