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Matters may matter: The disclosure of key audit
matters in the Middle East

Osama A. Mah’d? and Ghassan H. Mardini*

Abstract: The main objective of this research is to investigate the extent of the
disclosure of key audit matters (KAMs) and the factors that affect the level of KAMs’
disclosure in the audit reports of the Middle East (ME) region. A disclosure index
approach is employed to consider eight KAMs generated from the International
Standard on Auditing (ISA) 701 and a fixed effect regression run on a sample of 281
firms from four countries (Oman, the UAE, Bahrain, and Jordan) for four years
(2017-2020), comprising 1124 observations. The findings show that the overall
KAMs’ disclosure is approximately 56% across all countries. The study takes into
consideration the positive and significant correlation between the leverage, audit
committee characteristics, financial industry, audit firm, client size, profitability,
liquidity, and KAMs’ disclosure in most sampled countries. This research contributes
to our understanding of the level of KAMs’ disclosure and the factors specific to the
ME region, which enhances policymakers’ and decision-makers’ knowledge of KAMs’
disclosure in audit reports.

Subjects: Business, Management and Accounting; Accounting; Auditing

Keywords: key audit matters; auditing; audit reports; Middle East

1. Introduction

Financial crises have caused unprecedented damage to public confidence in the reliability and
credibility of audited financial reports, leading to increased scrutiny of the informative value of the
auditor’s report (Bédard et al., 2014). This has led to questioning the relevance of the audit reports
adhering to the International Standard on Auditing (ISA). The traditional audit report has been
subject to several criticisms and debates (Church et al., 2008). Some scholars have argued that,
although the traditional audit report is highly standardized, it remains insufficient, uninformative,
and lacking in transparency (Asare & Wright, 2012; Carcello, 2012; Gold & Heilmann, 2019; IAASB,
1., 2011). According to Asare and Wright (2012), the traditional auditor’s report provides minimal
informational content, which can lead to incorrect investment decisions, improper allocation of
resources, unnecessary litigation, and loss of investors’ confidence in the audit function. More
recently, Vanstraelen et al. (2012) and Mock et al. (2013) found that users of financial statements
are both seeking more disclosures about the audit and additional information about the audit
findings, especially regarding risk-related issues. Some scholars have argued that the audit report
provides information about audit process rather than auditing the client (Abdullatif & Al-Rahahleh,
2020). Thus, prior studies have revealed an information gap between the traditional audit report
and the information that the stakeholders desire in financial statements. This has led to several
debates and arguments regarding the need to introduce significant changes to the auditor’s report
in order to reduce misperceptions (Gold & Heilmann, 2019). Regulators and professional bodies
have worked together to come up with a better reporting system to increase the reliability of the
audit report and to increase trust in the audit opinion (Cider et al., 2019).

© 2022 The Author(s). This open access article is distributed under a Creative Commons
Attribution (CC-BY) 4.0 license.
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Consequently, the International Auditing and Assurance Standards Board (IAASB) has intro-
duced new audit report standards to overcome information asymmetry and the information gap
between the independent auditors and the stakeholders. The IAASB has issued several auditing
standards to increase transparency and trust in the audit profession; in response to calls for
changes, it has instigated several important changes to the traditional audit report. These changes
were initiated under ISA 701 and refer to “key audit matters” (KAMs). KAMs are “those matters
that, in the auditor’s professional judgment, were of most significance in the audit of the financial
statements of the current period.” (IAASB, 1., 2015) Specifically, ISA 701 allows the auditor to
choose which KAMs to disclose in their report each year. The main objective for adding these KAMs
is to allow more disclosure concerning the observations that the auditor thinks need to be
disclosed, specifically those matters that are classified by the auditor as significant issues, events,
and risks or require professional judgments (IAASB, I., 2015). Therefore, it is expected that
disclosing KAMs will increase the communicative value of the audit report and will enable investors
to focus on financial statements’ challenging items (Sirois et al., 2018). According to ISA 701,
which came into force in December 2016, the auditor must disclose in the report any issues that
she/he thinks are important and would be of value to the users of the financial statements. In
relation to the stakeholder agency problem, it is expected that KAMs’ disclosure reduces informa-
tion asymmetry and plays an important role in decreasing the expectation gap (Velte & Issaq,
2019). However, the main aim of ISA 701 is to reduce the information gap through KAMs’
disclosure, as stakeholders, in general, may not have the adequate and appropriate experience
and professional knowledge to analyze the financial statements. Therefore, they are looking for
information that is more helpful from the auditor to increases their awareness and understanding
of important matter related the company™.

Based on agency theory, our study’s aim is twofold. First, it aims to investigate the extent of
KAMs’ disclosure in the audit reports of the Middle East (ME) region. Second, it aims to determine
the factors that affect such disclosure. Our research provides recent empirical evidence from
several ME countries concerning the factors associated with KAMs’ disclosure. Specifically, the
current study provides evidence for standard setters about the variables associated with KAMs. It
also provides relevant information for investors about a company’s particularities that affect KAMs’
disclosure, which should help enhance transparency.

Scarce number of prior studies investigate the level of KAMs disclosure on developing and
developed countries (Velte & Issa, 2019). Most of the ME countries are changing to or recently
adopting International Financial Reporting Standards (Mardini et al.,, 2019) and so International
Standards on Auditing. This sometimes cause misinterpretation and low adoption of such stan-
dards by accountants and auditors (Kili¢ et al., 2016; Zeghal & Mhedhbi, 2006). ME economy enjoys
different business characteristics with those in developed economies where ownership concentra-
tion and family business is highly common (Abdullatif & Al-Rahahleh, 2020). This may hinder the
level of compliance to the international standards and question reporting and the level of dis-
closure. This therefore motivates us to explore the application of KAMs and to research the
variables affecting this application in such business environment like ME.

Thus, first, our research contributes to the existing audit literature by investigating the determi-
nants of KAMs in the ME region, which is characterized by a lack of KAMs research. KAMs research has
tended to focus on the consequences of KAMs’ disclosure and issues such as the auditor’s liability
(Backof et al., 2014; Brasel et al., 2016; Wuttichindanon & Issarawornrawanich, 2020), stakeholders’
reactions (Kohler et al., 2020; Velte & Issa, 2019), and the impact on the capital market (Lennox et al.,
2018). Second, prior studies have shown an enormous variation between KAMs’ disclosure and its
determinants in developed countries (Gold & Heilmann, 2019; Li et al., 2017; Sirois et al., 2018). For
example, some have argued that disclosing a greater number of KAMs will lessen the usefulness and
increase the complexity of the auditor’s report (Sirois et al., 2018), thus reducing the effectiveness of
their disclosure (Li et al., 2017). Others, however, have argued that disclosing KAMs should be of
benefit to stakeholders and increase the communicative value of the audit report (Gold & Heilmann,
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2019). This discrepancy represents a valid research motivation to examine whether countries’ differ-
ent cultural and business environments affect KAMs’ disclosure, particularly in the ME region, which
we use as an additional sample to compare to prior studies and to verify their findings. Third, this
study has comprehensive implications for managers of ME firms, policymakers and regulators, as well
as stakeholders in general. In summary, this paper aims to enhance our understanding of the
determinants of KAMs’ disclosure and their development.

The remainder of this study is organized as follows. Section 2 provides a literature review
pertaining to each study variable, based on which related hypotheses are formulated. Section 3
describes this research’s methodology and sample. Section 4 presents the results of the research.
Section 5 concludes the paper, including a discussion of the findings, implications, and conclusions.

2. Literature review and hypotheses development

The implementation of KAMs in the audit report is topic that has attracted research attention and
has been subject to a contentious debate in the audit literature. Some academics and regulators
(Asare & Wright, 2012; Church et al., 2008; IAASB, 1., 2015) have argued that KAMs’ disclosure
increases transparency in the audit process and add communicative value to the audit report (Gold
& Heilmann, 2019; Ittonen, 2012). Others, however, believe that implementing KAMs in the audit
report leads to greater legal liability (Backof et al., 2014; Brasel et al., 2016; Tysiac, 2014), increases
the complexity (Sirois et al., 2018), and reduces the effectiveness (Li et al., 2017). Moreover, Cordos
and Filép (2015), while investigating whether both investors and shareholders who use the audit
reports are satisfied with the changes in ISA 701, concluded that investors still seek greater
confidence in the audit report and perhaps require additional reassurance. Their results indicated
that most of the responses favored adding KAMs to the auditor’s report.

Furthermore, the literature on audit reports asserts that disclosing KAMs should enhance the
quality of the audit process in line with stakeholders’ interests (Ittonen, 2012; Velte & Issa, 2019).
The main aim of the auditing process is to increase the users’ trust in the financial statements
(Abdolmohammadi & Tucker, 2002; Mah’d et al.,, 2019); this is in line with agency theory, which
explains the relationship between the auditor and the stakeholders. According to agency literature,
when the audit committee practices more oversight and demands better coverage of the audit,
a higher quality of audit will be achieved (Schrader & Sun, 2019; Velte & Issa, 2019). Disclosing
KAMs allows auditors to provide a means for self-assessment by stakeholders, based on which
they can make better financial analyses and investment decisions. According to agency theory,
disclosing more information should reduce information asymmetry and increase financial report-
ing and audit quality. In summary, from an agency theory perspective, if the audit committee
provides more oversight and demands better coverage of the audit, this will result in a higher
quality of audit (Schrader & Sun, 2019). Thus, disclosing more information should reduce informa-
tion asymmetry and increase financial reporting and audit quality.

Many authors have studied KAMs’ influence on various factors, such as investors’ reactions
(Brasel et al., 2016; Kohler et al., 2020) and auditors’ responsibility (Backof et al., 2014; Brasel
et al, 2016; Lennox et al., 2018; Sirois et al., 2018). Segal (2017) studied the possible unintended
consequences of disclosing KAMs in the audit report, indicating that, in line with previous research
results, the relationship between the auditor and the client and the auditor’s liability, combined
with the market indicators, are important determinants for the number of KAMs that appear in the
audit report. Thus, in the present study we investigate the determinants of KAMs’ disclosure,
including client size, profitability, leverage, liquidity, and the impact of the audit committee
effectiveness, audit firm, and industry type. The remainder of this section discusses the literature
regarding KAMs factors examined in the current study to develop the hypotheses.

2.1. Litigation risk (leverage indicator)
Based on information assimilation theory (Einhorn and Hogarth (1981), the auditor can use

avoidance (delaying or not disclosing KAMs) or confrontation (compensatory strategies where
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the auditor is risk-averse; Pinto & Morais, 2019). To explain this, we adopt Pinto and Morais (2019)
approach, which assumes the auditor will utilize a trade-off between the probability of litigation
risk and reputation on one side and the probability of losing clients on the other side. In general,
higher financial risk leads to a higher probability of audit litigation, which in turn pushes the
auditor to disclose more KAMs to reduce their debit. In the current research, we use leverage as
a proxy of financial risk that causes the auditor to disclose more KAMs.

Specifically, prior studies have shown that KAMs’ disclosure could increase the litigation risk
and increase the auditors’ responsibility for misstatements (Kachelmeier et al., 2017; Masdor &
Shamsuddin, 2018). Kachelmeier et al. (2017) elaborated that KAMs’ disclosure has led attor-
neys to conclude that auditors, in general, become less responsible for their audit. Further,
disclosing KAMs negatively influences the users of the financial statements (Brasel et al., 2016).
In this context, Brasel et al. (2016) concluded that stakeholders may react less negatively when
there is an audit failure and the misstatement is disclosed in KAMs. Pinto and Morais (2019),
however, asserted that disclosing more KAMs reduces the liability of the auditor and helps
maintain their reputation. They also elaborated that disclosing KAMs requires more effort time
from the auditor, which should improve the audit procedures and audit efficiency. Gimbar et al.
(2016) concluded that, in an environment with vague accounting standards, KAMs’ disclosure
does not affect the auditor’s liability but, when the accounting standards are precise, the
auditor’s liability increases and the auditor tends to disclose more KAMs. This view has also
been supported by Pinto and Morais (2019), who explained that greater precision of the
accounting standards leads to greater disclosure of KAMs to reduce the liability. According to
Bédard et al. (2014), auditors tend to reduce their responsibility by practicing due care and
improving audit procedures, which in turn leads to disclosing more KAMs. As higher leverage
leads to difficulty in maintaining funds, some authors have argued that the auditor assumes
potential business failure and discontinuation of operation, which in turn leads to potential
client litigation (Pinto & Morais, 2019). This risk of litigation is presumed to be a motivator for
the auditor to disclose more KAMs.

Based on these arguments, we employ leverage as a proxy of financial risk to represent
litigation risk and develop the following hypothesis:

H1: Auditors tend to disclose more KAMs if the litigation risk (leverage) is higher

2.2. Audit committee characteristics

Corporate governance best practice codes suggest that firms all over the world should maintain
large and independent audit committees (Samaha et al., 2015). Various research has demon-
strated that the audit committee plays an important role in improving the quality of audit reports
as well as supervising the integrated reporting process (Schrader & Sun, 2019; Velte, 2018; Velte &
Issa, 2019). For instance, Velte and Issa (2019) claimed that for better audit reporting, audit
committees are considered as one of the most important monitoring elements that enhance
corporate governance (Cassell et al., 2012). The audit committee requests management to disclose
more information so the committee can accurately assess their performance.

In terms of the audit committee in relation to KAMs, prior studies have argued that KAMs’
disclosure improves the communication between the auditor and the audit committee, as well as
the users of the financial statements (Abdullatif & Al-Rahahleh, 2020). Moreover, prior studies have
claimed that enhancing the work of audit committees and audit disclosure may minimize the
information asymmetry by providing better information to users (Schrader & Sun, 2019; Velte &
Issa, 2019). According to Velte (2018), one of the audit committee’s duties is to monitor the audit
reporting and to seek a clear focus on the materiality principle, which is the reason for KAMs’
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disclosure. According to (Cordos & Fiilop, 2015; Velte & Issa, 2019), investors are calling for more
disclosures from both sides (auditors and audit committees).

According to prior research audit committee size, financial expertise and meetings should serve
as the blend of good corporate governance structure and so affecting the firms performance (Al-
Matari et al,, 2014). The audit committee size is usually measured by the number of members
serving on the audit committee of the client firm (Al-Matari et al., 2014). Prior research recommend
that the audit committee size should be of more than three members and most if which should be
independent members with financial experience. Some argue that members in small audit com-
mittee are unable to perform their duties efficiently since they are overwhelmed with many duties
and tasks (Cheung, 2019).

Some have argued that having members of the audit committee who are industry or financial
expertise leads to greater effectiveness (Cohen et al.,, 2014). Based on prior empirical results
(Cassell et al., 2012; Cohen et al., 2014; Velte, 2018), we assume that financial expertise in the
audit committees will contribute to better cooperation with the outside auditors. This is expected
to motivate them to report more useful information for decision-making. As shareholders demand
a readable KAM disclosure by the auditor, the audit committee’s financial expertise should lead to
reduce information asymmetry and eliminate conflicts of interest. This assumption is in accor-
dance with agency theory views that the audit committee provides careful monitoring of the
financial reporting to shareholders and external auditors (Coram & Wang, 2019; Velte & Issaq,
2019).

Prior literature linked KAMs disclosures to the frequency of audit committee meetings. Fera et al.
(2021) explains that effective audit committee and good governance leads to less KAMs disclo-
sures. In the same direction, Gold et al. (2019) explained that more audit committee meetings lead
to less KAMs disclosures. So, literature suggested that disclosure of KAMs is negatively related to
the number of audit committee meetings. Prior research also show that the female reprenstation
in the audit committee members is associated with the KAMs disclosure (Velte, 2018, 2019).
However, the relationship between the composition of the audit committee and KAMs’ disclosure
has not been fully investigated. To the best of our knowledge, (Velte, 2018) study is the only
research that has addressed audit committee female representation and KAM readability in the
UK. The study results indicated that client firms with a higher women representation on the audit
committee, as an indicator of audit committee effectiveness, leads to more KAM disclosures with
better readability. In line with agency theory, (Velte, 2018) assumed that the likelihood of lessen-
ing agency problem between management of the company and the owners is dependent on strict
monitoring by the audit committee in the UK’s one-tier system.

In summary, the audit committee literature suggests that there is a positive association
between audit committee characteristics and the level of disclosure, such as KAMs (Abdullatif & Al-
Rahahleh, 2020; Al-Shammari & Al-Sultan, 2010; Samaha et al., 2015; Velte & Issa, 2019). On the
other hand, other research has found no relationship between audit committee characteristics and
disclosure (Allegrini & Greco, 2013). In the same time, some found that audit committee features
such as independency, its effectiveness or the existence of financial expertise have no significant
impact on the number of KAMs disclosures (Gold et al., 2019). However, our paper’s theoretical
framework adopts the agency theory perspective concerning the association of the audit commit-
tee and KAMs; accordingly, we posit the following hypotheses:

H2a: Auditors tend to disclose more KAMs if the audit committee size is higher

H2b: Auditors tend to disclose more KAMs if the representation of members with financial expertise
in the audit committee is higher
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H2c: Auditors tend to disclose more KAMs if the number of audit committee annual meetings is
higher

H2d: Auditors tend to disclose more KAMs if the female representation in the audit committee is
higher

2.3. Financial and non-financial industries

Previous research has shown that the audit process differs between industries, with some indus-
tries being more problematic than others in terms of their complexity, size, or type of operation
(Flannery et al., 2013; Pinto & Morais, 2019). In general, the literature provides different arguments
concerning auditing in financial sectors. Some have argued that financial institutions are more
complex and difficult to audit due to agency conflicts and assets’ opaqueness, as well as risks that
are difficult to evaluate by users (Flannery et al., 2004, 2013). Another stream of literature has
argued that more regulations and standards should lead to less risk and thus less disclosure of
KAMs (Ghosh et al., 2019). According to Pinto and Morais (2019), this might make it more difficult
for the management of financial institutions to provide ambiguous financial statements. These
authors also elaborated that such complex firms (where there are more areas of risk) require
auditors to disclose more KAMs (Pinto & Morais, 2019), which is in line with previous research
(Bédard et al., 2014). In this context, Flannery et al. (2004) stated that, in financial industries,
economic complexity requires complex accounting standards, which leads to financial reports’
complexity. This complexity in financial reporting pushes auditors to disclose more KAMs.

The inconsistency in the literature regarding the relationship between disclosing more or less
KAMs in financial institutions compared to non-financial institutions motivates us to study this
phenomenon. In the current paper, we assume that auditing financial institutions is more complex
than auditing non-financial institutions because of the risk associated with their assets and the
complexity of the financial transactions (Flannery et al., 2004, 2013; Pinto & Morais, 2019). This
complexity in transactions requires complex standards and many regulations, and this may require
auditors to disclose more KAMs. Therefore, we predict that auditors tend to disclose more KAMs in
financial institutions than non-financial ones. Accordingly, we posit the following hypothesis:

H3: Auditors tend to disclose more KAMs for financial industries compared to non-financial
industries.

3. Methodology

3.1. Sample

The objective of the current paper is to study the level of KAMs’ disclosure in the ME region and to
examine the factors that affect this disclosure. Therefore, this research focuses on several ME
markets. Specifically, this research studies all companies listed in four stock markets [Dubai (UAE),
Oman, Bahrain, and Jordan]™, ultimately leading to a sample size of 283 firms. Our sample period
covers 2017-2020, comprising 1132 “annual reports” observations. However, the annual reports of
two Bahraini listed firms were missing, which lead to be excluded from the final sample. Thus, the
final sample comprised 281 firms from both the financial (financial services, banks and insurance,
and financial services) and non-financial (manufacturing and services) sectors over a period of four
years (2017-2020), with 1124 observations in total. Table 1 details the final sample per sector.

3.2. Research variables and models

In terms of the current study’s variables, the dependent variable for the current study is the extent
of KAMs’ reported in the auditor report. We developed a checklist to measure the number of KAMs
reported by the ME countries included in the study. This included collecting data on the number of
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Table 1. Sampling process

Dubai Oman Bahrain Jordan Total
Initial Sample 57 124 41 61 283
Missing Data 0 0 2 0 2
Final Sample 57 124 39 61 281
No. of 228 496 156 244 1124
Observations in
4 years
Financial 31 (124) 47 (188) 22 (88) 27 (108) 127 (508)
(4 years)
Non-Financial 26 (104) 77 (308) 17 (68) 34 (136) 154 (616)
(4 years)

KAMs reported in the auditing report based on eight major KAMs extracted from ISA 701 (IAASB, I.,
2015; see the Appendix for details). We have employed the unweighted approach to develop our
checklist of the KAMs reported for each auditor’s report (Cooke, 1989). Thus, if a KAM is disclosed in
the auditors’ report, given a value of one, and zero otherwise. Accordingly, we produced a KAMs’
score for each report per country, as well as a KAMs’ score for each report overall in the four
countries. Thus, the scoring process considered as total actual score of the KAMs for each report
divided by the total number of KAMs included in the checklist as follows:

d, b, o, jand t KAM = Y* kd; / k (1)

Where d is Dubai, b is Bahrain, o is Oman, j is Jordan, t is the four countries’ listed firm KAMs scores,
kd = 1 if the item is disclosed, and 0 otherwise, and k is the total number of KAMs.

In terms of the independent variables, the firm size variable is measured by logarithm score total
assets, return on assets (ROA) represent the profitability variable. The leverage represented by the
debt ratio, while the current ratio is the proxy of the liquidity variable. Moreover, the current study
include four audit committee characteristics are audit committee size, financial expertise, meet-
ings and female representatives. In terms of the independent dummy variables, the score used for
audit firm is 1 if the firm is audited by one of the Big-4 (PwC, Deloitte & Touche, Ernst & Young, and
KPMG), and 0 otherwise, while the firm industry shows a score of 1 for financial firms and 0 for non-
financial firms. Table 2 shows the proxies of the variables employed in our study based on prior
KAMs studies (Fera et al., 2021; Gold & Heilmann, 2019; Pinto & Morais, 2019; Velte & Issa, 2019).

The study utilizes multiple tests to justify the validity of our estimated regressions. As explained
later in Section 4.2, fixed effects regressions are more appropriate for our analysis than random-
effects or ordinary least squares regressions (Wooldridge, 2010). Specifically, the Breusch-Pagan
Lagrange multiplier test and Hausman test p-values are both significant. Furthermore, we have
used the fixed effects for industry level to control over the time-invariant heterogeneities issues at
the industry level. Consequently, fixed-effects multiple regression is employed to investigate the
relationships between the dependent and independent variables, leading to the current study
developing five models (a model for each country and an overall model including all four countries)
as follows:

DKAM = a + B1FSIZ + B2PRO + B3LIQ + B4LEV + B5AUS + B6AFE + B7AUM + B8AUG
+ B9AUF + B10FIN + eit (2)
(Model 1)
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Table 2. Variables definition

Type Code Proxy Employed

Dependent Variable:

Key Auditing Matters (KAMs) DKAMs Dubai Listed Firms’ KAMs Score in
percentage

Disclosure Index Approach, is OKAMs Oman Listed Firms’ KAMs Score in

measured in percentage of the percentage

level of disclosure. BKAMs Bahrain Listed Firms’ KAMs Score in
percentage

JKAMs Jordan Listed Firms’ KAMs Score in
percentage
TKAMs Overall Listed Firms’ KAMs Score in

percentage

Independent Variables:

Firm Size FS1z Natural logarithm of Total Assets

Profitability PRO Return on Assets: Dividing net
income by total assets

Liquidity LIQ Current Ratio: Dividing current
assets by current liabilities

Leverage LEV Debt Ratio: Dividing total debt by
total assets

Audit committee size AUS Number of audit committee
members

Audit committee financial AFE The representation of financial

expertise expertise within the committee

Number of audit committee AUM Number of committee’s meetings

meetings per year

Female representation in the audit | AUG Percentage of female members of

committee the committee

Audit Firm AUF 1 = Big-4 and 0 = Otherwise

Firm Industry FIN 1= Financial industry and 0 =

Manufacturing and Service

OKAM = a + B1FSIZ + B2PRO + B3LIQ + B4LEV -+ BSAUS -+ BEAFE + BTAUM + B8AUG
+ B9AUF + B1OFIN + eit 3)
(Model2)

BKAM = a + B1FSIZ + B2PRO + B3LIQ + B4LEV + B5AUS + B6AFE + B7AUM + B8AUG
-+ BOAUF + B10OFIN + eit (4)
(Model3)

JKAM = a + B1FSIZ + B2PRO + B3LIQ + B4LEV + BSAUS + B6AFE + BTAUM + BSAUG
+ B9AUF -+ B1OFIN -+ eit (5)
(Model4)

TKAM = a + B1FSIZ + B2PRO + B3LIQ + B4LEV + B5AUS + B6AFE + B7AUM + B8AUG
+ B9AUF + B10OFIN + eit (6)
(Model5)
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4. Results and discussion

4.1. Level of KAMs’ disclosure

The first main objective of our paper is to examine the extent of KAMs’ disclosure across the four
countries. Panel A of Table 3 shows the overall results and per country on the level of KAMs’
disclosures, while Panel B illustrates the extent of KAMs’ disclosures per industry (financial and
non-financial) per country. An inspection of Panel A reveals that the overall KAMs’ disclosure
equate to approximately 55.9%. In terms of countries, Bahrain shows the lowest mean for KAMs’
disclosures among the four countries, which ranges between approximately 49% and 62%. Further
inspection of Panel A shows variations in the results for each KAM. Specifically, KAM2 and KAM7
show the lowest level of disclosure overall and in most of the countries. KAM2 is related to the risk
associated with internal control, and external auditors are not emphasizing this in the KAMs
section as they include a separate paragraph about internal control. Another justification for the
low disclosure is that the areas of higher assessed risk of material misstatement are already
disclosed in KAM1. KAM7 is related to auditing significant transactions, which may lead to less
need for disclose. Further, KAM1 and KAM3 show the highest level of disclosure across all coun-
tries. This can be justified as KAM1 is related to areas of higher assessed risk and KAM3 is related to
auditor judgments pertaining to areas in the financial statements.

Panel B of Table 3 shows interesting results in terms of industry. For instance, auditors of the

financial industry shows a higher level of disclosure in the majority of KAMs, except for KAM2,
KAM6, and KAM7. Moreover, auditors of the non-financial industry shows low KAMs’ disclosure

Table 3. Level of KAMs disclosure statistics

KAM
No. Dubai Oman Bahrain Jordan Total
Panel A: Level of KAMS Disclosed per Country and in Overall (percentage)

Mean S.D Mean S.D Mean SD Mean S.D Mean S.D
1 646 480 | 686 | 466 569 | 497 | 841 366 705 | 456
2 17.4 38.1 40.3 49.3 42.6 49.6 66.7 47.3 44.9 49.8
3 87.8 32.8 76.6 42.5 60.7 49.1 66.1 47.5 72.0 45.0
4 86.1 34.8 » 51.6 50.2 65.0 47.9 » 42.1 49.5 58.6 49.3
5 63.2 48.5 67.7 46.9 319 46.8 50.3 50.1 53.1 50.0
6 42.6 49.7 379 48.7 26.7 44 4 68.9 46.4 47.0 50.0
7 36.5 48.4 » 49.2 50.2 36.2 48.3 » 51.9 50.1 44.6 49.7
8 39.1 49.0 46.8 50.1 68.4 46.7 67.2 47.1 56.8 50.1
Overall 547 | 43.7 54.8 | 48.1 486 | 47.8 62.2 | 46.8 55.9 | 487
Panel B: Mean of KAMS Disclosed per Country and Sector (percentage)

F NF F NF F NF F NF F NF

1 774 | 500 | 617 | 727 56.1 580 | 852 833 715 | 69.9
2 21.0 13.5 36.2 42.8 34.4 52.9 88.9 49.0 48.8 41.5
3 83.9 92.3 61.7 85.7 56.1 66.7 80.3 54.9 71.5 72.3
4 90.3 80.8 v 44.7 55.8 54.6 78.4 v 54.3 32.4 61.3 56.0
5 79.0 43.1 61.7 71.4 44.6 15.7 67.9 36.3 63.5 43.4
6 339 | 539 27.7 | 442 462 | 19.6 679 | 69.6 46.7 | 475
7 38.7 34.6 » 38.3 55.8 49.3 19.6 » 67.9 39.2 50.5 39.4
8 32.3 48.1 36.2 533 54.6 86.3 84.0 53.9 55.1 58.5
Overall 57.1 52.0 46.0 | 60.2 495 | 49.7 746 | 523 58.6 | 53.6
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compared to financial firms overall, which is considered as a lack of disclosure in the non-financial
industries’ audit report. This is in line with the literature (Flannery et al., 2004; Pinto & Morais,
2019). Further, KAM6, KAM7, and KAM8 show a variation between industries. In general, the results
in Panel B provide initial evidence that auditors of financial firms disclose a higher level of the
majority of KAMs compared to non-financial firms. This suggests that financial firms can poten-
tially derive competitive disadvantage through KAMs’ disclosure, especially as the financial indus-
try has further regulations set by the country’s central bank, which may also be considered as
a constraint to auditors disclosing KAMs. However, the sample of audit reports in the financial
industry firms shows higher KAMs’ disclosure compared to non-financial firms.

4.2. Descriptive statistics

Panel A of Table 4 summarizes the overall descriptive statistics of the variables employed in the
current study, for the period 2017-2020. KAMs’ disclosure varies between 17.4% and 84.1%. Higher
KAMs’ disclosure reflects a greater volume of relevant auditing information provided to the firm’s
stakeholders and firm compliance with regulatory requirements (Samaha et al, 2015). The
reported statistics related to firm characteristics show that the mean of the firm size is 7.48, as
a natural log of total assets, while profitability ranges from an acceptable negative sign (-3.79) to
an high maximum range (4.71), which shows that some firms generate a high level of profits.
Leverage, represented as debt ratio, shows a minimum negative result (-4.58), with an acceptable
mean of 5.77.

According to previous research, excelling the work of the audit committee provides better quality
of information to the users and this reduces the information asymmetry (Velte & Issa, 2019). The
current research shows that the mean of the audit committee size is 6.52 with a maximum of
eleven member. Moreover, the existence of non-executive directors is approximately 35% on
average, while the audit committee on average meets 4.45 per year. Interestingly, (Gold et al,,
2019) found that effectiveness, independence, and the financial expertise of members have no
significant impact on the number of KAMs disclosures. Finally, the percentage of the female on the
audit committee is relatively low (Mean of approximately 20%) with minimum of zero percentage
which indicates that some audit committees have male members only. This is relatively high in
Jordanian and Omani firms compared to the other countries of the sample. The mean of female
representatives in the audit committee could be due to the Middle East culture of male power.
Previous research in Middle East reported that female participation in the audit committee is less
that 4% (Arayssi & Jizi, 2019; McKinsey and Company, 2014).

Panel B of Table 4 shows the descriptive statistics for the firm characteristics variables per
country. The mean values for firm size in Dubai, Oman, Bahrain, and Jordan are 8.13, 7.59, 6.81,
and 6.64, respectively. It is noticeable that the Dubai listed firms are the largest. However,
Jordanian listed firms have the highest mean for leverage across all countries (7.91). In terms of
liquidity, it is noticeable that Bahrain and Jordan firms are the lowest, with a mean of 2.25 and
1.97, respectively.

Table 5 shows the details of the dummy variables of the current study. Panel A shows the overall
results, revealing that Big-4 auditing companies audit 71.6% of sampled firms, while the financial
industry representing approximately 45% of our sample. These results are reflected in Panel B,
which shows the results of the dummy variables per country.

Finally, Table 6 provides the correlation matrix. In general, it shows a low correlation among the
variables (less than 0.30), although some of the correlations are significant. For instance, the
reported correlation coefficients between Dubai KAMs’ disclosure and firm size, liquidity, some of
audit committee characteristics and audit firm are positively and statistically significant. The
correlation matrix displays a positive and significant correlation between these variables with
other KAMs (p < 0.10). Ozcan (2021), disagrees with this indicating that non big-4 audit firms
disclose more KAMs. Our results are in line with previous research such as Velte (2018) and Ferreira
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Table 5. Descriptive statistics of the two dummy variables (N = 281)

Panel A: Overall

AUF Audited by Big-4: 202 (71.6%) Not Audited by Big-4: 79 (28.4%)
FIN Financial: 127 (45.2%) Non-Financial 154 (54.8%)
Panel B: per Country
Var. Dubai (N = 57) Oman (N = 124) Bahrain (N = 39) Jordan (N = 61)

AUF 49 8 82 42 31 8 40 21
Col. 1:
Big4

Col. 2: not
Big4

FIN 31 26 47 77 22 17 27 34
Col. 1:
Financial
Col. 2:
Non-
Financial

& Morais (2020) who claimed that clients audited by one of the Big 4 auditors usually have more
KAMs in their audit report.

4.3. Regression results

The impact of leverage on the level of KAMs’ disclosure is positively and statistically significant in
all models, regardless of the KAMs score of the country, as shown in Table 73! Specifically, this
denotes that a higher debit ratio, measured in terms of leverage, leads to higher KAMs’ disclosure
within the auditor report. This finding is in line with prior research (Bédard et al., 2014; Pinto &
Morais, 2019), thereby supporting H1. Our findings suggest that firms reporting higher leverage
motivated the auditors to disclose extensive KAMs information within their reports. Leverage
information is highly important to a broad range of stakeholders, namely potential investors,
bankers, loaners, and regulators (Brasel et al., 2016; Pinto & Morais, 2019). Our findings are in
line with agency theory advocates, who posit that higher leverage leads to a reduction in agency
problems regarding KAMs information in the auditor report, which leads to a decrease in informa-
tion asymmetry (Coram & Wang, 2019; Velte, 2019). Large firms may lead auditors to report more
and convey higher transparency (Gold & Heilmann, 2019; Segal, 2017). This conveys auditor’s
commitment to disclose KAMs in line with some studies like (Gold & Heilmann, 2019; Pinto &
Morais, 2019; Velte, 2018; Velte & Issa, 2019). In this context, higher KAMs’ disclosure and robust
auditing practices may increase firm valuation and stakeholders’ trust (Gold & Heilmann, 2019;
Velte & Issa, 2019). In other words, we believe that our analysis provides empirical evidence that
KAMs’ disclosure represents actual auditing performance. Specifically, in line with prior research
(Pinto & Morais, 2019), our findings also suggest that the auditor’s decision to disclose a KAM with
a high risk of litigation (leverage) is related to clients’ preferences regarding balancing its reputa-
tion and its returns. Consequently, we believe that client firm take advantage of their high
leverage, which leads to higher KAMs’ disclosure since they can manipulate the auditor’s
preferences.

Similarly, audit committee financial expertise and audit committee female representative results
(positive and significant) suggest a positive relationship with the level of KAMs’ disclosure. In line
with prior studies, the audit committee findings support H2b and H2d, predicting a positive link
with KAMs’ disclosure. These findings are not surprising, as several prior empirical studies on this
link have reported a positive association (Haque & Jones, 2020; Pinto & Morais, 2019; Velte, 2018,
2019). This is also consistent with the agency perspective that an audit committee provides more
oversight and demands better coverage of the audit, which results in a higher quality of audit,
including better disclosure (Schrader & Sun, 2019).
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Table 7. KAMs association results (random effects regression)

M1: DKAMs M2:0KAMs M3:BKAMs M4:JKAMs M5:TKAMs
Constant 0.269(0.113) 0.254(0.225) 0.230(0.139) 0.645(0.118) 0.385(0.087)
0.220 0.269 0.233 0.241 0.234
FSIZ 0.042(0.026) 0.014(0.021) 0.028(0.019) 0.013(0.011) 0.023(0.021)
0.050** 0.041** 0.025** 0.030** 0.024**
PRO -0.242(-0.159) | -0.074(0.069) -0.018(0.018) -0.004(0.012) | -0.002(-0.003)
0.031** 0.090* 0.040** 0.013** 0.024*+
LIQ -0.002(-0.001) | -0.002(-.001) -0.009(0.013) -0.004(0.016) | —0.005(-0.001)
0.114 0.869 0.474 0.773 0.228
LEV 0.017(0.029) 0.013(0.003) 0.024(0.017) 0.013(0.011) 0.019(0.015)
0.035** 0.001*** 0.014** 0.021** 0.000***
AUS 0.143(0.123) 0.106(0.131) 0.118(0.135) -0.113(0.111) 0.117(0.113)
0.150 0.190 0.135 0.140 0.144
AFE 0.222(0.179) 0.084(0.079) 0.019(0.017) 0.014(0.012) 0.012(0.013)
0.001*** 0.000%** 0.045** 0.041** 0.000%**
AUM 0.132(0.111) 0.122(.121) 0.119(0.123) 0.114(0.119) 0.114(0.121)
0.214 0.431 0.374 0.513 0.252
AUG 0.145(0.116) 0.144(0.012) 0.171(0.114) 0.162(0.137) 0.156(0.119)
0.000*** 0.002*** 0.004*** 0.000*** 0.000%**
AUF 0.118(0.038) 0.082(0.058) 0.203(0.086) 0.180(0.026) 0.104(0.026)
0.002*** 0.056** 0.020** 0.000*** 0.000%**
FIN 0.032(0.029) 0.072(0.080) 0.243(0.185) 0.093(0.037) 0.030(0.025)
0.031** 0.025** 0.008*** 0.000*** 0.015***
Adjusted R? 0.275 0.310 0.286 0.423 0336
Year effect Yes Yes Yes Yes Yes
Industry effect Yes Yes Yes Yes Yes
Breusch and 617.6 (0.001) 633.04 (0.003) 615.9 (0.003) 623.4 (0.003) 636.07 (0.001)
Pagan LM test
(prob>chibar2;
(P-value))
Durbin-Wu- 10.6 (0.001) 12.88 (0.003) 11.05 (0.004) 11.62 (0.014) 13.72 (0.005)
Hausman test
(prob>chi2;
(P-value))
Variance Less than 2 Less than 2 Less than 2 Less than 2 Less than 2
Inflation Factor
(all variables)

Note: P-values are in italic. *, ** and *** denotes significance at the 10%, 5% and 1% level respectively.

In other words, we believe that these audit committee characteristics plays an important role in
the disclosure of KAMs.) However, the audit committee size and its number of meetings have no
relation with the KAMs level, which leads to reject H2a and H2c. This is consistent with some prior
research suggesting that large audit committee size and higher frequency of meetings are not
related KAMs’ disclosures (Gold et al., 2019).

In terms of the rest of the firm characteristics, we find interesting results. Table 7 shows that
these variables do not have an impact on KAMs’ disclosure. For instance, the firm size variable, as
measured in terms of the natural logarithm of total assets, displays a positive association between
firm size and KAMs’ disclosure in all models. This finding suggests that large firms are expected
that auditors produce a higher volume of KAMs information in their auditing report as they are
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Table 8. T-test and Chi-Square tests

Model T-Value X2

DKAMs 3.380*** 24761
OKAMs 4.130*** 22.136***
BKAMs 3.011* 20.161*
JKAMs 4.980*** 25.481%*
TKAMs 6.370*** 28.577**

Hkk

Note: *refers to significant at 5%; *** refers to significant at 1%

visible and subject to higher institutional and agency pressure (Coram & Wang, 2019). In other
words, the rationale behind high KAMs’ disclosure includes the response to stakeholders’ increas-
ing demand for KAMs information. This is explained in the agency relation between principals
(shareholders and regulators) and agents (a firm’s managers and auditors; Fama & Jensen, 1983).
Moreover, the literature shows there are differences between large and small firms in terms of the
KAMs disclosure. For example, large companies can push auditors to disclose fewer KAMs in their
audit reports (Casterella et al., 2004; Huang et al., 2007). In contrast, however, Pinto and Morais
(2019) explained that auditors for larger clients disclose more KAMs because of the complexity of
the operations.

Furthermore, regarding profitability the literature suggests that a company’s profitability is
associated with future viability, with less probability of economic failure (Pinto & Morais, 2019).
Some authors have argued that profitable companies usually have less business pressure and
auditors thus tend to issue an unqualified opinion about their financial reports (Beasley et al.,
1999). Profitability should also lead to reducing the likelihood of litigation between the client and
the auditor (Pinto & Morais, 2019). In this context, the literature shows that managers at risk due
to lower profitability levels usually use more creative accounting when preparing their financial
reports and that this tends to lead auditors to disclose more KAMs (Casterella et al., 2004).
Therefore, our results as expected that profitability have a negative (but not significant) relation
with the number of KAMs disclosed.

Finally, Table 7 shows a positive association between industry type and KAMs’ disclosure; there-
fore, industry type affects KAMs’ disclosure. However, this requires further analysis to indicate
which industry type may provide higher levels KAMs’ disclosure. Sub-section 4.4 provides further
analysis related to H3.

4.4. Industry results

In terms of the firm’s industry, Table 7 shows a positive significant coefficient across all models.
Moreover it shows that the independent auditor’s report of financial firms disclosed together with
the financial statements more KAMs. Thus, to validate the results, we ran a further analysis to
examine whether KAMs’ disclosure differs across the two types of industries in the current study,
both for each country and overall. Specifically, we ran a t-test and a chi-square test to further
identify the statistical differences resulting from KAMs’ disclosure for all countries based on
industry type (financial and non-financial). In summary, Table 8 shows that the financial industry
has the most differences that relate to the highest level of KAMs’ disclosure compared to the non-
financial industry (at a 1% significance level) across all models, except the Bahrain model, which
shows a significance level of 5%. These results are in line with those of (Flannery et al., 2013; Pinto
& Morais, 2019) but contradict those of (Ghosh et al., 2019), supporting H3. Hence, these results
suggest that the number of KAMs disclosed within the auditor’s report increases when a firm is
related to the financial sector rather than the non-financial sector (manufacturing and services).
This could be because the auditors may further state their concerns about the integrity of financial
information in the financial sector due to the impact of ME regulators on the essential business
processes of these firms (i.e. banking; Mah’d et al, 2019). Moreover, the financial sector is
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characterized as more highly regulated, thus more KAMs should be disclosed to cover the recogni-
tion practices of the deferred tax assets; such practices may lead to a tax avoidance opportunities,
tax losses, and credits in the future (Alkurdi & Mardini, 2020).

5. Conclusions

The auditing standard setters have recently introduced significant changes to the auditor’s report
that have led to the implementation of KAMs’ disclosure to aid decision-makers and enhance the
informational value of financial information. Our study contributes to the growing literature on
KAMs by investigating the level of KAMs’ disclosure and its determinants in the ME region. Drawing
on agency theory, we explain the relationship between KAMs’ disclosure and the three main
variables (leverage, audit committee, and industry), suggesting that more oversight and better
coverage of KAMs is required.

Our empirical results show that auditing of a firm with higher leverage exhibits more KAMs’
disclosure, which suggests that auditor would like to reduce his liability by addressing and
considering KAMs. Thus, our findings suggest that KAMs’ disclosure can be used as a mechanism
to avoid litigation risks between stachholders and auditors. These findings are in alignment with
previous literature that has found that more KAMs are disclosed to reduce the litigation risk (Coram
& Wang, 2019; Gimbar et al., 2016; Pinto & Morais, 2019; Velte & Issa, 2019) but contradict other
research (Backof et al.,, 2014; Brasel et al, 2016). On the other hand, we found that KAMs’
disclosure is also positively and significantly related to the effectiveness of the audit committee,
as has been suggested by some prior KAMs research (Velte, 2018, 2019).

In terms of the industry factor, our findings suggest that the financial industry provides an
accountability mechanism concerning the degree of precision of KAMs’ disclosure. Specifically,
auditors in the financial industry of the ME region show a higher degree of KAMs’ disclosure
compared to the non-financial sector, indicating that their reporting behavior is driven by regula-
tors’ specific requirements (i.e. central bank requirements in the banking sector) rather than by the
specificity of the information related to the industry type. These results are compatible with
previous KAMs research (Bédard et al., 2014; Pinto & Morais, 2019).

Our research provides several practical implications for policymakers. First, our findings suggest
that specific determinants affect the level of KAMs’ disclosure and enhance its benefits. A firm’s
awareness of the disclosure of KAMs can reduce its agency problems related to auditors, man-
agers, and shareholders. Second, the leverage impact on disclosing KAMs is also considered when
auditors evaluate the leverage ratio to identify the audit risk. Auditors tend to reduce the effect of
this risk by a tendency to disclose higher number of KAMs among firms with the high leverage
ratio. Third, investors will be aware that, in the financial sector, KAMs’ disclosure is greater than in
non-financial sector, and that KAMs are also related to leverage. Fourth, audit committee effec-
tiveness plays an important role in reducing the need for the auditor to disclose more KAMs. Fifth,
our findings may aid policymakers and regulators in improving the quality of KAMs’ disclosure to
enhance monitoring the market. Sixth, the findings of the current paper sheds more lights on the
KAMs in the ME region and can be utilized in similar economic.

Finally, a few limitations of this research should be stressed. The disclosure index employed may
have an element of subjectivity; we tried our best to reduce this by re-scoring the KAMs from more
than one researcher and discussing the scores of each firm/observation. In addition, other vari-
ables may also have an impact on KAMs’ disclosure that requires further research, such as the
composition of the audit committee or the rules of the stock market. We also believe that the
number of KAMs disclosed is an indicator for the quality of audit reporting, but that the quality of
presenting these KAMs and their readability may be more beneficial for, and attract more atten-
tion, from stockholders. In terms of future research, an analysis of KAMs in audit reports in the ME
region and their relation to the corporate governance dimensions could indicate the importance of
having good governance. Little research has been undertaken in this area, especially in the ME
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region. Another potential research avenue concerns the impact of KAMs’ disclosure on investors in
the ME region and how stakeholders view KAMs in the audit report. In general, the disclosure of
KAMs has attracted significant attention in recent years and requires further research, especially in

the ME region.
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Notes

1. ISA 701 requires the auditor to disclose three main
areas under KAMs: matters communicated with those
charged with governance (TCWG); matters requiring
significant auditor attention in performing the audit;
and matters of most significance in the audit.

2. We focus on the first market of the Jordanian listed
firms while exclude the second market from the final
sample since the it listing for small and medium size
companies that report a small number of KAMs.

3. For reverse causality or omitted-variable bias concerns
(Wooldridge, 2010), we consider that the KAMs mea-
surements will be endogenous. Specifically, we antici-
pate that the reason of higher KAMs is related to
higher leverage which is subject to omitted-variable
bias (Pinto & Morais, 2019). Our un-tabulated results of
the 2SLS analysis results confirms our main results
that KAMs is statically affected by the lagged leverage
volume as our instrumental variable.

References

Abdolmohammadi, M. J.,, & Tucker, R. R. (2002). The influ-
ence of accounting and auditing on a country’s eco-
nomic development. Review of Accounting and Finance,
1(3), 42-53. https://doi.org/10.1108/eb026990

Abdullatif, M., & Al-Rahahleh, A. S. (2020). Applying a new
audit regulation: Reporting key audit matters in
Jordan. International Journal of Auditing, 24(2),
268-291. https://doi.org/10.1111/ijau.12192

Al-Matari, E. M., Al-Swidi, A. K., & Fadzil, F. H. B. (2014). Audit
committee characteristics and executive committee
characteristics and firm performance in Oman.
Empirical Study. Asian Social Science, 10(12), 98.
https://doi.org/10.5539/ass.v10n12p98

Al-Shammari, B., & Al-Sultan, W. (2010). Corporate gov-
ernance and voluntary disclosure in Kuwait.
International Journal of Disclosure and Governance, 7
(3), 262-280. https://doi.org/10.1057/jdg.2010.3

Alkurdi, A., & Mardini, G. H. (2020). The impact of owner-
ship structure and the board of directors’ composi-
tion on tax avoidance strategies: Empirical evidence
from Jordan. Journal of Financial Reporting and

Accounting, 18(4), 795-812. https://doi.org/10.1108/
JFRA-01-2020-0001

Allegrini, M., & Greco, G. (2013). Corporate boards, audit
committees and voluntary disclosure: Evidence from
Italian listed companies. Journal of Management &
Governance, 17(1), 187-216. https://doi.org/10.1007/
$10997-011-9168-3

Arayssi, M., & Jizi, M. 1. (2019). Does corporate governance
spillover firm performance? A study of valuation of
MENA companies. Social Responsibility Journal, 15(5),
597-620. https://doi.org/10.1108/SRJ-06-2018-0157

Asare, S. K., & Wright, A. M. (2012). Investors’, auditors’,
and lenders‘ understanding of the message con-
veyed by the standard audit report on the financial
statements. Accounting Horizons, 26(2), 193-217.
https://doi.org/10.2308/acch-50138

Backof, A., Bowlin, K., & Goodson, B. (2014). The impact of
proposed changes to the content of the audit report
on jurors’ assessments of auditor negligence. https://
pages.business.illinois.edu/accountancy/wp-content/
uploads/sites/12/2014/09/Doctoral-Consortium-
Session-I1I-Goodson-Backof-Bowlin.pdf

Beasley, M. S., Carcello, J. V., & Hermanson, D. R. (1999).
Fraudulent financial reporting: 1987-1997. An analy-
sis of US public companies. Committee of Sponsoring
Organizations of the Treadway Commission.

Bédard, J., Gonthier-Besacier, N., & Schatt, A. (2014).
Costs and benefits of reporting key audit matters in
the audit report: The French experience. International
Symposium on Audit Research. https://www.isarhq.
org/2014_downloads/papers/ISAR2014_Bedard_
Besacier_Schatt.pdf

Brasel, K., Doxey, M. M., Grenier, J. H., & Reffett, A.
(2016). Risk disclosure preceding negative out-
comes: The effects of reporting critical audit mat-
ters on judgments of auditor liability. The
Accounting Review, 91(5), 1345-1362. https://doi.
org/10.2308/accr-51380

Carcello, J. V. (2012). What do investors want from the
standard audit report? The CPA Journal, 82(1), 22.
https://www.proquest.com/docview/923404666

Cassell, C. A, Giroux, G. A,, Myers, L. A., & Omer, T. C.
(2012). The effect of corporate governance on
auditor-client realignments. Auditing: A Journal of
Practice & Theory, 31(2), 167-188. https://doi.org/10.
2308/ajpt-10240

Casterella, J. R,, Francis, J. R, Lewis, B. L., & Walker, P. L.
(2004). Auditor industry specialization, client bar-
gaining power, and audit pricing. Auditing: A Journal
of Practice & Theory, 23(1), 123-140. https://doi.org/
10.2308/aud.2004.23.1.123

Cheung, K. Y. (2019). Audit Committee Characteristics,
Trust and Audit Quality: Evidence from Hong Kong
[Doctoral dissertation]. University of the West of
England.

Church, G. M., Shendure, J., Porreca, G. J., & Reppas, N.
(2008). Multiplex decoding of sequence tags in
barcodes. U.S. Patent Application. https://patents.
google.com/patent/US20080269068A1/en

Cider, A., Vardar, G. C., & Kynay, B. (2019). Key audit
matters: A research on listed firms in CEE countries
and Turkey. Business and Economic Horizons, 15(3),
393-422. http://dx.doi.org/10.15208/beh.2019.23

Cohen, J. R, Hoitash, U., Krishnamoorthy, G., &

Wright, A. M. (2014). The effect of audit committee

Page 17 of 20


https://doi.org/10.1108/eb026990
https://doi.org/10.1111/ijau.12192
https://doi.org/10.5539/ass.v10n12p98
https://doi.org/10.1057/jdg.2010.3
https://doi.org/10.1108/JFRA-01-2020-0001
https://doi.org/10.1108/JFRA-01-2020-0001
https://doi.org/10.1007/s10997-011-9168-3
https://doi.org/10.1007/s10997-011-9168-3
https://doi.org/10.1108/SRJ-06-2018-0157
https://doi.org/10.2308/acch-50138
https://pages.business.illinois.edu/accountancy/wp-content/uploads/sites/12/2014/09/Doctoral-Consortium-Session-III-Goodson-Backof-Bowlin.pdf
https://pages.business.illinois.edu/accountancy/wp-content/uploads/sites/12/2014/09/Doctoral-Consortium-Session-III-Goodson-Backof-Bowlin.pdf
https://pages.business.illinois.edu/accountancy/wp-content/uploads/sites/12/2014/09/Doctoral-Consortium-Session-III-Goodson-Backof-Bowlin.pdf
https://pages.business.illinois.edu/accountancy/wp-content/uploads/sites/12/2014/09/Doctoral-Consortium-Session-III-Goodson-Backof-Bowlin.pdf
https://www.isarhq.org/2014_downloads/papers/ISAR2014_Bedard_Besacier_Schatt.pdf
https://www.isarhq.org/2014_downloads/papers/ISAR2014_Bedard_Besacier_Schatt.pdf
https://www.isarhq.org/2014_downloads/papers/ISAR2014_Bedard_Besacier_Schatt.pdf
https://doi.org/10.2308/accr-51380
https://doi.org/10.2308/accr-51380
https://www.proquest.com/docview/923404666
https://doi.org/10.2308/ajpt-10240
https://doi.org/10.2308/ajpt-10240
https://doi.org/10.2308/aud.2004.23.1.123
https://doi.org/10.2308/aud.2004.23.1.123
https://patents.google.com/patent/US20080269068A1/en
https://patents.google.com/patent/US20080269068A1/en
http://dx.doi.org/10.15208/beh.2019.23

Mah’d & Mardini, Cogent Economics & Finance (2022), 10: 2111787 *;‘ Cogent Py economics & ﬁ nance

https://doi.org/10.1080/23322039.2022.2111787

industry expertise on monitoring the financial
reporting process. The Accounting Review, 89(1),
243-273. https://doi.org/10.2308/accr-50585

Cooke, T. E. (1989). Voluntary corporate disclosure by
Swedish companies. Journal of International Financial
Management & Accounting, 1(2), 171-195. https:/
doi.org/10.1111/j.1467-646X.1989.tb00009.x

Coram, P., & Wang, L. (2019). The effect of disclosing key
audit matters and accounting standard precision on
the audit expectation gap. Int J Audit, 25, 270- 282.
https://doi.org/10.1111/ijau.12203

Cordos, G.-S., & Filop, M.-T. (2015). Understanding audit
reporting changes: Introduction of key audit matters.
Accounting & Management Information Systems/
Contabilitate Si Informatica de Gestiune, 14(1), 128-
152. https://www.researchgate.net/publication/
275032161_Understanding_audit_reporting_
changes_introduction_of_Key_Audit_Matters

Einhorn, H. J., & Hogarth, R. M. (1981). Behavioral decision
theory: Processes of judgement and choice. Annual
Review of Psychology, 32(1), 53-88. https://doi.org/
10.1146/annurev.ps.32.020181.000413

Fama, E. F., & Jensen, M. C. (1983). Separation of owner-
ship and control. The Journal of Law & Economics, 26
(2), 301-325. https://doi.org/10.1086/467037

Fera, P., Pizzo, M., Vinciguerra, R., & Ricciardi, G. (2021).
"Sustainable corporate governance and new auditing
issues: A preliminary empirical evidence on key audit
matters”. Corporate Governance.

Fera, P., Pizzo, M., Vinciguerra, R., & Ricciardi, G. (2021).
Sustainable corporate governance and new auditing
issues: A preliminary empirical evidence on key audit
matters. Corporate Governance.

Flannery, M. J., Kwan, S. H., & Nimalendran, M. (2004).
Market evidence on the opaqueness of banking firms’
assets. Journal of Financial Economics, 71(3), 419-460.
https://doi.org/10.1016/S0304-405X(03)00185-5

Flannery, M. J,, Kwan, S. H., & Nimalendran, M. (2013). The
2007-2009 financial crisis and bank opaqueness.
Journal of Financial Intermediation, 22(1), 55-84.
https://doi.org/10.1016/j.jfi.2012.08.001

Ghosh, A. A, Jarva, H., & Ryan, S. G. (2019). Do bank
regulation and supervision substitute for bank
auditing? Henry and Ryan, Stephen G., Do Bank
Regulation and Supervision Substitute for Bank
Auditing. Elsevier.

Gimbar, C., Hansen, B., & Ozlanski, M. E. (2016). The
effects of critical audit matter paragraphs and
accounting standard precision on auditor liability.
The Accounting Review, 91(6), 1629-1646. https://doi.
org/10.2308/accr-51382

Gold, A., & Heilmann, M. (2019). The consequences of
disclosing key audit matters (KAMs): A review of the
academic literature. Maandblad voor Accountancy En
Bedrijfseconomie, 93(1/2), 5-14. https://doi.org/10.
5117/mab.93.29496

Haque, F., & Jones, M. J. (2020). European firms’ corporate
biodiversity disclosures and board gender diversity
from 2002 to 2016. The British Accounting Review, 52
(2), 100893. https://doi.org/10.1016/j.bar.2020.100893

Huang, H. W,, Liy, L. L., Raghunandan, K., & Rama, D. V.
(2007). Auditor industry specialization, client bar-
gaining power, and audit fees: Further evidence.
Auditing: A Journal of Practice & Theory, 26(1),
147-158. https://doi.org/10.2308/aud.2007.26.1.147

IAASB, 1. (2011). Enhancing the value of auditor reporting:
Exploring Options for Change.

IAASB, 1. (2015). International standard on auditing (ISA)
701, communicating key audit matters in the inde-
pendent auditor’s report.

Ittonen, K. (2012). Market reactions to qualified audit
reports: Research approaches. Accounting Research
Journal, 25(1), 8-24. https://doi.org/10.1108/
10309611211244483

Kachelmeier, S. J., Schmidt, J. J., & Valentine, K. (2017).
The disclaimer effect of disclosing critical audit mat-
ters in the auditor’s report. https://pcaobus.org/News/
Events/Documents/10272014_CEA/Disclaimer_Effect.
pdf

Kilig, M., Uyar, A., & Ataman, B. (2016). Preparedness of
the entities for the IFRS for SMEs: An emerging
country case. Journal of Accounting in Emerging
Economies, 6(2), 156-178. https://doi.org/10.1108/
JAEE-01-2014-0003

Kohler, A., Ratzinger-Sakel, N., & Theis, J. (2020). The
effects of key audit matters on the auditor’s report’s
communicative value: Experimental evidence from
investment professionals and non-professional
investors. Accounting in Europe, 17(2), 105-128.
https://doi.org/10.1080/17449480.2020.1726420

Lennox, C. S., Schmidt, J. J., & Thompson, A. (2018). Is the
expanded model of audit reporting informative to
investors? Evidence from the UK, Evidence from the
UK (June 18, 2018).

Li, L., Qi, B., Tian, G., & Zhang, G. (2017). The contagion
effect of low-quality audits at the level of individual
auditors. The Accounting Review, 92(1), 137-163.
https://doi.org/10.2308/accr-51407

Mah’d, O. A., Mardini, G. H., & Ali, M. M. (2019). The rela-
tionship between evidence characteristics and audit
efficiency and effectiveness: Evidence from Middle
Eastern countries. International Journal of
Accounting, Auditing and Performance Evaluation, 15
(3), 219-240. https://doi.org/10.1504/IJAAPE.2019.
102245

Mardini, G. H., Wadi, R. S., & Mah’d, O. A. (2019). Empirical
evidence of the suitability of IFRS in emerging
markets. Accounting Research Journal, 32(4), 553-
567. https://doi.org/10.1108/ARJ-04-2017-0065

Masdor, N., & Shamsuddin, A. (2018). The implementation
of ISA 701-key audit matters: A review. Global
Business & Management Research, 10(3), 1107-1115.
https://web.p.ebscohost.com/ehost/detail/detail?vid=
08&sid=390d3d06-db5f-4238-91eb-a3b9d5eb32c6%
40redis&bdata=
JnNpdGU9ZWhvc3QtbGl2ZSZzY29wZT1zaXRI#AN=
133618203&db=0bo

McKinsey and Company. (2014). GCC women in leadership -
From the first to the norm unlocking women’s potential
to enhance organizational effectiveness in the Gulf
cooperation council (GCC) states. https://it.uefa.com/
MultimediaFiles/Download/uefaorg/
CaptainsofChange/02/20/42/36/2204236_
DOWNLOAD.pdf

Mock, T. J., Bédard, J., Coram, P., Espahbodi, R., &
Warne, R. C. (2013). Comment letter to respond to the
IAASB invitation to comment on its exposure drdft,
reporting on audited financial statements: Proposed
new and revised international standards on auditing
(ISAs). Univercity of California, Riverside and
Univercity of Maastricht.

Ozcan, A. (2021). What factors affect the disclosure of key
audit matters? Evidence from manufacturing firms.
Uluslararasi Yonetim Iktisat ve Isletme Dergisi, 17(1),
149-161. https://doi.org/10.17130/ijmeb.796444

Pinto, L., & Morais, A. I. (2019). What matters in disclo-
sures of key audit matters: Evidence from Europe.
Journal of International Financial Management &
Accounting, 30(2), 145-162. https://doi.org/10.1111/
jifm.12095

Page 18 of 20


https://doi.org/10.2308/accr-50585
https://doi.org/10.1111/j.1467-646X.1989.tb00009.x
https://doi.org/10.1111/j.1467-646X.1989.tb00009.x
https://doi.org/10.1111/ijau.12203
https://www.researchgate.net/publication/275032161_Understanding_audit_reporting_changes_introduction_of_Key_Audit_Matters
https://www.researchgate.net/publication/275032161_Understanding_audit_reporting_changes_introduction_of_Key_Audit_Matters
https://www.researchgate.net/publication/275032161_Understanding_audit_reporting_changes_introduction_of_Key_Audit_Matters
https://doi.org/10.1146/annurev.ps.32.020181.000413
https://doi.org/10.1146/annurev.ps.32.020181.000413
https://doi.org/10.1086/467037
https://doi.org/10.1016/S0304-405X(03)00185-5
https://doi.org/10.1016/j.jfi.2012.08.001
https://doi.org/10.2308/accr-51382
https://doi.org/10.2308/accr-51382
https://doi.org/10.5117/mab.93.29496
https://doi.org/10.5117/mab.93.29496
https://doi.org/10.1016/j.bar.2020.100893
https://doi.org/10.2308/aud.2007.26.1.147
https://doi.org/10.1108/10309611211244483
https://doi.org/10.1108/10309611211244483
https://pcaobus.org/News/Events/Documents/10272014_CEA/Disclaimer_Effect.pdf
https://pcaobus.org/News/Events/Documents/10272014_CEA/Disclaimer_Effect.pdf
https://pcaobus.org/News/Events/Documents/10272014_CEA/Disclaimer_Effect.pdf
https://doi.org/10.1108/JAEE-01-2014-0003
https://doi.org/10.1108/JAEE-01-2014-0003
https://doi.org/10.1080/17449480.2020.1726420
https://doi.org/10.2308/accr-51407
https://doi.org/10.1504/IJAAPE.2019.102245
https://doi.org/10.1504/IJAAPE.2019.102245
https://doi.org/10.1108/ARJ-04-2017-0065
https://web.p.ebscohost.com/ehost/detail/detail?vid=0%26sid=390d3d06-db5f-4238-91eb-a3b9d5eb32c6%2540redis%26bdata=JnNpdGU9ZWhvc3QtbGl2ZSZzY29wZT1zaXRl#AN=133618203%26db=obo
https://web.p.ebscohost.com/ehost/detail/detail?vid=0%26sid=390d3d06-db5f-4238-91eb-a3b9d5eb32c6%2540redis%26bdata=JnNpdGU9ZWhvc3QtbGl2ZSZzY29wZT1zaXRl#AN=133618203%26db=obo
https://web.p.ebscohost.com/ehost/detail/detail?vid=0%26sid=390d3d06-db5f-4238-91eb-a3b9d5eb32c6%2540redis%26bdata=JnNpdGU9ZWhvc3QtbGl2ZSZzY29wZT1zaXRl#AN=133618203%26db=obo
https://web.p.ebscohost.com/ehost/detail/detail?vid=0%26sid=390d3d06-db5f-4238-91eb-a3b9d5eb32c6%2540redis%26bdata=JnNpdGU9ZWhvc3QtbGl2ZSZzY29wZT1zaXRl#AN=133618203%26db=obo
https://web.p.ebscohost.com/ehost/detail/detail?vid=0%26sid=390d3d06-db5f-4238-91eb-a3b9d5eb32c6%2540redis%26bdata=JnNpdGU9ZWhvc3QtbGl2ZSZzY29wZT1zaXRl#AN=133618203%26db=obo
https://it.uefa.com/MultimediaFiles/Download/uefaorg/CaptainsofChange/02/20/42/36/2204236_DOWNLOAD.pdf
https://it.uefa.com/MultimediaFiles/Download/uefaorg/CaptainsofChange/02/20/42/36/2204236_DOWNLOAD.pdf
https://it.uefa.com/MultimediaFiles/Download/uefaorg/CaptainsofChange/02/20/42/36/2204236_DOWNLOAD.pdf
https://it.uefa.com/MultimediaFiles/Download/uefaorg/CaptainsofChange/02/20/42/36/2204236_DOWNLOAD.pdf
https://doi.org/10.17130/ijmeb.796444
https://doi.org/10.1111/jifm.12095
https://doi.org/10.1111/jifm.12095

Mah’d & Mardini, Cogent Economics & Finance (2022), 10: 2111787
https://doi.org/10.1080/23322039.2022.2111787

Samaha, K., Khlif, H., & Hussainey, K. (2015). The impact
of board and audit committee characteristics on
voluntary disclosure: A meta-analysis. Journal of
International Accounting, Auditing and Taxation, 24
(1), 13-28. https://doi.org/10.1016/j.intaccaudtax.
2014.11.001

Schrader, C. L., & Sun, H.-L. (2019). How does the type of
equity compensation of audit committee affect audit
fees? Advances in Accounting, 45(2), 100411. https://
doi.org/10.1016/j.adiac.2019.02.001

Segal, M. (2017). ISA 701: Key audit matters-an explora-
tion of the rationale and possible unintended conse-
quences in a South African. Journal of Economic and
Financial Sciences, 10(2), 376-391. https://doi.org/10.
4102/jef.v10i2.22

Sirois, L.-P., Bédard, J., & Bera, P. (2018). The informa-
tional value of key audit matters in the auditor’s
report: Evidence from an eye-tracking study.
Accounting Horizons, 32(2), 141-162. https://doi.org/
10.2308/acch-52047

Tysiac, K. (2014). Audit regulators see positive signs.
Journal of Accountancy, 218(3), 38. https://www.jour
nalofaccountancy.com/issues/2014/sep/pcaob-audit-
regulators-201410116.html

Vanstraelen, A., Schelleman, C., Meuwissen, R., &
Hofmann, I. (2012). The audit reporting debate:
Seemingly intractable problems and feasible solutions.

Appendix 1

< cogent -~ economics & finance

European Accounting Review, 21(2), 193-215. https:/
doi.org/10.1080/09638180.2012.687506

Velte, P. (2018). Is audit committee expertise connected
with increased readability of integrated reports:
Evidence from EU companies. Problems and
Perspectives in Management, 16(2), 23-41. https://
doi.org/10.21511/ppm.16(2).2018.03

Velte, P. (2019). Associations between the financial and
industry expertise of audit committee members and
key audit matters within related audit reports.
Journal of Applied Accounting Research, 21(1), 185-
200. https://doi.org/10.1108/JAAR-10-2018-0163

Velte, P., & Issq, J. (2019). The impact of key audit matter
(kam) disclosure in audit reports on stakeholders’
reactions: A literature review. Problems and
Perspectives in Management, 17(3), 323. https://doi.
0rg/10.21511/ppm.17(3).2019.26

Wooldridge, J. M. (2010). Econometric analysis of cross
section and panel data. MIT press.

Wauttichindanon, S., & Issarawornrawanich, P. (2020).
Determining factors of key audit matter disclosure in
Thailand. Pacific Accounting Review.

Zeghal, D., & Mhedhbi, K. (2006). An analysis of the fac-
tors affecting the adoption of international account-
ing standards by developing countries. The
International Journal of Accounting, 41(4), 373-386.
https://doi.org/10.1016/j.intacc.2006.09.009

Key Auditing Matters Disclosure Index

Symbol KAMs Statement

KAM1 Matters about areas of higher assessed risks of
material misstatement

KAM2 Matters about significant risks identified in accordance
with ISA 315 (Internal Control)

KAM3 Significant auditor judgments relating to areas in the
financial statements

KAM4 Significant auditor judgments relating to areas in the
financial statements that involved significant
management judgment/ estimation/ expectations

KAM5 Significant auditor judgments including accounting
estimates (Policies) that have been identified as
having high estimation uncertainty

KAM6 The effect on the audit of significant events that
occurred during the year

KAM7 The effect on the audit of significant transactions
occurred during the year

KAM8 Disclose about the major transactions or matters

Source of KAMs Statements is at ISA 701, pp 3-4. This is at IFAC and can be found in the following link: https://www.
ifac.org/system/files/publications/files/ISA-701_2.pdf (accessed 7/2/2022).

Page 19 of 20


https://doi.org/10.1016/j.intaccaudtax.2014.11.001
https://doi.org/10.1016/j.intaccaudtax.2014.11.001
https://doi.org/10.1016/j.adiac.2019.02.001
https://doi.org/10.1016/j.adiac.2019.02.001
https://doi.org/10.4102/jef.v10i2.22
https://doi.org/10.4102/jef.v10i2.22
https://doi.org/10.2308/acch-52047
https://doi.org/10.2308/acch-52047
https://www.journalofaccountancy.com/issues/2014/sep/pcaob-audit-regulators-201410116.html
https://www.journalofaccountancy.com/issues/2014/sep/pcaob-audit-regulators-201410116.html
https://www.journalofaccountancy.com/issues/2014/sep/pcaob-audit-regulators-201410116.html
https://doi.org/10.1080/09638180.2012.687506
https://doi.org/10.1080/09638180.2012.687506
https://doi.org/10.21511/ppm.16(2).2018.03
https://doi.org/10.21511/ppm.16(2).2018.03
https://doi.org/10.1108/JAAR-10-2018-0163
https://doi.org/10.21511/ppm.17(3).2019.26
https://doi.org/10.21511/ppm.17(3).2019.26
https://doi.org/10.1016/j.intacc.2006.09.009
https://www.ifac.org/system/files/publications/files/ISA-701_2.pdf
https://www.ifac.org/system/files/publications/files/ISA-701_2.pdf

Mah’d & Mardini, Cogent Economics & Finance (2022), 10: 2111787 *;‘ Cogent Py economics & ﬁ nance
https://doi.org/10.1080/23322039.2022.2111787

© 2022 The Author(s). This open access article is distributed under a Creative Commons Attribution (CC-BY) 4.0 license.

cogent--0a

You are free to:

Share — copy and redistribute the material in any medium or format.

Adapt — remix, transform, and build upon the material for any purpose, even commercially.
The licensor cannot revoke these freedoms as long as you follow the license terms.

Under the following terms:

Attribution — You must give appropriate credit, provide a link to the license, and indicate if changes were made.
@ You may do so in any reasonable manner, but not in any way that suggests the licensor endorses you or your use.

No additional restrictions

You may not apply legal terms or technological measures that legally restrict others from doing anything the license permits.

Cogent Economics & Finance (ISSN: 2332-2039) is published by Cogent OA, part of Taylor & Francis Group.
Publishing with Cogent OA ensures:

«  Immediate, universal access to your article on publication

»  High visibility and discoverability via the Cogent OA website as well as Taylor & Francis Online
+  Download and citation statistics for your article

*  Rapid online publication

«  Input from, and dialog with, expert editors and editorial boards

+  Retention of full copyright of your article

*  Guaranteed legacy preservation of your article

«  Discounts and waivers for authors in developing regions

Submit your manuscript to a Cogent OA journal at www.CogentOA.com

Page 20 of 20



	1.  Introduction
	2.  Literature review and hypotheses development
	2.1.  Litigation risk (leverage indicator)
	2.2.  Audit committee characteristics
	2.3.  Financial and non-financial industries

	3.  Methodology
	3.1.  Sample
	3.2.  Research variables and models

	4.  Results and discussion
	4.1.  Level of KAMs’ disclosure
	4.2.  Descriptive statistics
	4.3.  Regression results
	4.4.  Industry results

	5.  Conclusions
	Funding
	Author details
	Disclosure statement
	Notes
	References
	Appendix1

