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Environment Uncertainty, High — quality Internal Control and Cost of Capital
LIAO Yigang

(School of Accounting, Jiangxi University of Finance and Economics, Nanchang 330013, China)

Abstract: By selecting a sample of A — Share listed firms from 2008 to 2011, this paper tries to investigate the effect of envi-
ronment uncertainty on the cost of capital and the governance effect of the internal control. The main findings are as follows:
The relationship between environmental uncertainty and the cost of capital is positive and high quality internal control helps to
alleviate the tension of the above positive relationship, especially for the companies held by institutional investor specializa-
tion, the effect of high quality internal control to alleviate such relationship between environmental uncertainty and the cost of
capital is greater. Further inspection also found that, compared with other elements of internal control, excellent internal con-
trol environment can significantly relieve the positive relationship between environmental uncertainty and the cost of capital.

Key Words: environment uncertainty; internal control; cost of capital ; information environment ; earnings management; audit

opinion; corporate govarnance; audit quality; accounting information quality; information asymmetry
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