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The Influence of Audit Report Reform on the Cost of Equity Capital
XU Yude' , LIU Yanghui2 , LIU Jianmin®
(1. Academy of China Finance Science, Beijing 100142, China; 2. School of Economics and Management, Huadong Jiaotong University,
Nanchang 330013, China; 3. School of Economics and Management, Nanchang University, Nanchang 330031, China)

Abstract: The model disclosure of traditional audit reports cannot meet the needs of investors for obtaining valuable information, and the
problem of the “audit expectations gap” is becoming more and more serious. Based on the policy background of the new audit report stand-
ards issued by the Ministry of Finance in December 2016, this paper takes A + H listed companies as the sample and examines the relation-
ship between the audit report’s reconstruction and the cost of equity capital. Research shows that the reconstruction of audit reports signifi-
cantly reduces the cost of equity capital. Further, the more the number of key audit items disclosed, the lower the cost of equity capital ; au-
dit report restructuring plays a significant role in the cost of equity capital in the companies with higher information asymmetry, lower level
of internal control, poorer media environment, or higher agency conflict. This study can not only provide evidence on the economic conse-
quences of the audit report reconstruction but also improve the efficiency of investors’ decision-making and maintain the order of the capital
market.

Key Words: audit report reform; cost of equity capital; earnings management; accounting information quality; key audit events; audit

quality ; corporate governance
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