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The objective of this study is to examine components of financial statements,
investigate the predictive power of asset impairment with regard to the future cash
flow of operating activities, and analyze the possible impact of key audit matters
on the quality of financial reporting. Three categories of impairment losses are
observed: accounts receivables (expected credit losses); inventory (NRV losses);
and property, plant, and equipment (impairment losses). Analysis of valid samples
from listed companies (excluding those in the financial industry) in Taiwan
between 2016 and 2019 reveals that expected credit losses and inventory NRV
losses are significantly and positively correlated with future cash flow; therefore,
companies in Taiwan recognize these two categories of asset impairment due to
signaling motive. On the contrary, the impairment of property, plant, and
equipment is negatively correlated with future operating cash flow, indicating that
companies recognized this type of impairment based on faithful representation. A
correlation between asset impairment and future operating cash flow is commonly
found in, but not limited to, companies for which CPAs have not issued key audit
matters. Thus, the study supports that key audit matters could provide valuable
information for impairment forecasts of future operating cash flows. In addition,
companies with a higher absolute value of discretionary accruals have a
significantly higher overall ability to predict future operating cash flows than do
companies with a lower absolute value of discretionary accruals. The predictive

power of expected credit losses on future operating cash flows is significantly
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higher in companies that have not issued key audit matters and have their financial
reports audited by industry experts, compared to companies audited by non-
industry experts. In contrast, the ability of the impairment value to predict future
operating cash flows for companies that have been issued key audit matters is not

affected by audited from industry experts.
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