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Audit Matters and Cost of Equity Capital:
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This study uses Taiwan listed companies during the period of 2015-2017 as
a sample and explores the effect of key audit matters disclosed in the extended
audit report on the company's equity capital cost since 2016. The study finds the
following results: (1) The key audit matters first revealed in the extended audit
report will significantly increase the firm's excess equity capital cost, which is
consistent with the risk perception effect hypothesis of key audit matters. (2) When
the number of key audit matters section increases, investors may interpret it as the
CPA thinks that the company's financial statements have more potential risks, and
the investors thus increase the excess equity capital cost. (3) The higher readability
of the content of key audit items, it could help to reduce the investors’ risk
perception of key audit items. Therefore, investors will reduce the excess equity
capital cost. This study uses the equity capital cost and the implied equity capital
cost to run the sensitivity analysis, and obtains the same empirical results. Also,
this study obtains the same empirical results after controlling related variables

such as corporate governance and audit characteristics.

Key Words: Extended Audit Reports, Key Audit Matters, Readability, Text
Mining, Cost of Equity Capital.
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