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1
Tor 2 371 0.120 0. 044 0.032 1.234
TpEG 3 035 0.091 0.035 0.000 0.367
Leverage 3 035 44.558 20.137 1.969 134.475
Size 3 035 22.037 1.265 18.347 27.504
Turnover 3 035 0.629 0.408 0.039 3.968
Growth 3 035 13.424 32.702 -78.311 389.404
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0.006*** 0. 647 0.0048 ***
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( -2.74) (-1.08) ( -2.85) ( -1.25) ( -0.36) ( -1.51)
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T\MPEG Loy T'pEG
oD 4.8112%* 0.6550 ** 4.6153™* 0.6132** 3.3000 *** 0.4582**
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(-3.27) (-5.24) (-3.69) (-5.17) ( -3.65) ( -5.40)
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[N N 10% 5% 1%
()
A
+H °
2016—2019 A+H A
. 2018 1 1 A
2017 DA
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Key Audit Matters Risk Perception and Cost of Equity Capital
Xu Zhan' Sheng Sisi® Gu Fenling'

(1. Accounting School Capital University of Economics and Business Beijing 100070 China;
2. Tsinghua University PBC School of Finance Beijing 100083 China)

Abstract: Using data from China’s A - share listed companies from 2015 to 2016 and ap-
plying the propensity — score — matching based difference — in — differences ( PSM — DID) meth—
od this study investigates how key audit matters communicated in audit reports impact the cost
of equity capital. The results revealed that regardless of whether what was applied was the price/
earnings to growth ratio ( PEG) modified price/earnings to growth ratio ( MPEG) or Ohlson and
Juettner — Nauroth ( OJ) models key audit matters led to a significant increase in the cost of eq—
uity capital through an increase in the perceptions of investor risk. Further analysis revealed that
the impact was greater when a firm had more key audit matters to present as well as when it was
a smaller company had higher growth or lower regional marketization. Next robustness testing
was conducted using all China’ s A — share companies and by referencing the new auditing repor—
ting standards implemented in 2018. The robustness analysis supported the conclusions of the
study. The results supplement the theory of cost of capital in equity capital costs and reiterate the
value and necessity of the disclosure of key audit matters from the perspective of investor protec—
tion.

Keywords: cost of equity capital key audit matters risk perception
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