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ABSTRACT

The current study aimed at investigating the level of disclosure of Key Audit Matters (KAMS) in the audit reports
of Jordanian companies listed in the Amman Stock Exchange (ASE) as required by the International Standard on
Auditing 701 (ISA 701). The study also aimed at examining the factors affecting the level of KAM disclosure. In
order to accomplish the objectives of the current study, 324 annual audit reports from 2017 through 2019 of 108
companies are examined. Potential KAM issues are recognized through companies' audit reports, while corporate
characteristics are gathered from companies' annual reports. Three major analytical methods are applied to analyze
the defined model and the recruited data, including descriptive statistics, correlation and ordinary least squares
(OLS) regression analysis. The results of the study demonstrate that the mean of KAM-disclosure level is 1.58,
which is considered to be relatively low. Positive relationships are attested between the number of KAMs disclosed
and the independent variables: size, leverage, indebtedness, auditors’ fees and big-four (audit firm size). However,
the results suggest that there are negative relationships between the level of KAMs disclosed and two independent
factors: profitability and modified opinions. Additionally, the results of the study revealed that accounts’
receivables and provisions represent the highest level of KAM reporting ratio. This study significantly contributes
to the body of literature addressing the awareness of KAM-disclosure level and its determinant factors in Jordan.
The study recommends that KAM disclosure in Jordan should receive more attention from preparers and users of
financial statements.
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INTRODUCTION

The agency theory, proposed by Jensen and Meckeling
(1976), suggests that the agents' interests conflict with the
interests of shareholders of the company. The theory
expands this notion by indicating that, in cases of
information-asymmetry existence, managers can have an
advantage over shareholders regarding information from the
company (Hayes, 2013). Agency theory stipulates the
importance of auditing in the business environment, as the
audit report is considered indispensable and the most valued
report to investors and company shareholders for decision-
making and decreasing the information gap (Ozcan, 2021).
Auditors use this report to communicate to the users of the
report and inform them about the company's financial
statements.

Audit reports are subjected to frequent appreciation
because of limitations on appropriate information for
decision-making; for that, audit standards have been updated
systematically (PCAOB, 2017). where the new audit
standard proposes the alignment between stakeholders and
auditors, as it provides opportunities for stakeholders to
engage with a new set of useful information provided by the
auditor (Suttipun, 2020) and build investor confidence
(Ozcan, 2021). Previous amendments to the 1AS700 have
been tackled by Al-Dhuneibat et al. (2008) and Khadash et
al. (2011) who discussed the role of the amendments in
reducing the expectation gap from the Jordanian perspective.

The International Auditing and Assurance Standards
Board (IAASB) issued in 2015 the revised auditor report
(IAS 701) "Communicating Key Audit Matters (KAMS) in
the Independent Auditor’s Report", with an effective date of
December 2016 (IAASB, 2015). The principal goal of this
change was to enhance the audit function, transparency and
quality of audit reports, that directly increases
communicative value by producing useful information to the
users of financial reports (Kohler et al., 2020; Pratoomsuwan
& Yolrabil, 2020; Zeng et al., 2021). To achieve this goal, a
new section called Key Audit Matters (hereafter KAMSs) was
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added to the auditor’s report (Boolaky, 2016; ACCA,
2018). According to the IAASB (2015, paragraph 11),
KAM is defined as the "matter that, in the auditor’s
professional judgment, is considered as the most
significant in the audit of the financial statements".
Hence, it expands the auditor's role by requiring the
disclosure of the most significant risks facing the client
in the auditor's opinion (IAASB, 2015).

As KAM disclosure is based on agency theory, it
can be suggested that KAMs function as
communication devices between auditors and
stakeholders. They may decrease information
asymmetries and conflict of interests, reduce
information gaps between management and
shareholders, enhance the financial reports'
understanding of the auditor's task and responsibility
and increase the quality of financial statements (Velte,
2019; Gold et al., 2020; Intagool et al., 2020;
Kachelmeier et al., 2020). Furthermore, Ozcan (2021),
Gold et al. (2020) and Reid et al. (2019) argued that the
disclosure of KAMs decreases the chance of
aggressive accounting behavior. Therefore, KAM
disclosure can be a valuable means that efficiently
alleviates agency conflicts led by information
asymmetry in large companies which may face agency
problems (Ozcan, 2021).

KAMs are chosen from matters related to the
current period communicated with those in charge of
governance (IAASB, 2015, Para. 8); thus, the new
structure for audit reports required under ISA 700
represents the most significant changes in recent times
(Alduneibat, 2019; Sierra et al., 2019). Indeed, KAM
is not an Emphasis of Matter (EOM) paragraph and is
not a substitute of a modified opinion of preparer’s
view on the financial reports (KPMG, 2019). It is not a
replacement of required disclosures in the financial
statements or uncertainty about going concern issues
(Saeed, 2020).

Although the Law of Accountancy number 73 of
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the year 2003 and its modifications made KAM reporting
compulsory for all companies listed in ASE, only a few
studies in Jordan, as a developing country that adopts and
adapts the international auditing standards (IASs) as released
by the IASSB, have been conducted. A thorough review of
the related literature demonstrated insufficient information
on KAM disclosure; for example, the study of Fayad et al.
(2019) in Jordan discussed the investor's reaction to the
disclosure of KAMs, yet factors affecting KAM disclosure
were not addressed. Also, Abdullatif & Al Rahahleh (2020)
explored the application of ISA 701 on KAMs in Jordan, but
they did not examine the factors affecting KAM level.
Algam et al. (2021) analyzed whether audit quality decreases
management earnings in shareholding corporations through
improving key audit matters in Jordan. Nevertheless, their
study did not explore factors contributing to the level of
KAM disclosure. Thus, it could be stated that KAM-
disclosure factors and levels are relatively not investigated
in Jordan. Whilst abundant studies have examined factors
affecting KAM-disclosure levels in developed countries and
economies, few studies have attempted to investigate this
subject from an emerging-market-perspective.

The current study emphasizes employing the agency
theory in structuring and formulating the hypotheses
regarding KAM disclosure. The motivation for this study
stems from the importance of KAM disclosure in general,
together with the need to know the level of KAM disclosure
in Jordan, to analyze the factors that appear at this level. The
levels of KAM disclosure can differ according to both
corporate and audit firm characteristics. Thus, recognizing
the type and number of KAMs disclosed by Jordanian
companies and examining the most important factors which
might be associated with their disclosure during the period
2017-2019 are considered a gap in the literature.

Many researchers (Ferreira & Morais, 2020; Suttipun,
2021; Velte, 2019; Pinto, 2018; Lennox et al., 2022)
indicated that the size of the company positively impacts
KAM-disclosure level; that is, large-sized companies have
more audit work and, therefore, tend to disclose more KAMs
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than smaller companies. Likewise, (Gutierrez et al.,
2018; Liao et al., 2019; Lennox et al., 2019; Reid et al.,
2019) argued that companies with a high leverage ratio
may face more financial risk, therefore disclosing more
KAMs. With regard to indebtedness variables,
previous studies, such as Ireland (2003), Ye et al.,
(2011) and Andreicovici et al. (2020), demonstrated
that companies with a high level of debt or losses have
indications of greater financial risk. This matter
required more attention and effort from auditors to
reduce their responsibility and, therefore, they
disclosed more KAMs. Ferreira & Morais (2020) and
Choi et al. (2019) showed a positive relationship
between the number of KAMs disclosed and the
auditor being a member of the big four. The result of
Abdullatif & Al Rahahleh’s (2020) study revealed that
the big four audit firms tend to disclose more KAMs
compared to non-big-four audit firms. Such results are
expected, as the big- four audit firms are expected to
have highly qualified staff who are better trained and
have higher financial resources, greater access to
information technology and follow the regulations
concerning the disclosure of KAMs (Velte, 2018).
Furthermore, Ozcan (2021) argued that the
appointment of a big-four audit firm is positively
related to the number of KAM disclosures in Turkey.
Sierra (2019) and Choi et al. (2019) indicated that
companies paying higher audit fees tend to show more
KAMs. However, Bedard et al. (2014), Almulla &
Bradbury (2018) in New Zealand and Gutierrez et al.
(2018) in the UK found that audit fees did not increase
much as a result of reporting more KAMs, Ozcan
(2021) argued that the auditor’s opinion, being
modified, shows a negative relationship with the
number of KAMs. Thus, when the auditor’s opinion is
modified, fewer KAMs are disclosed in the audit report
(Ferreira & Morais, 2020). On the other hand, Velte
(2018) and Pinto & Morais (2019) revealed that when
auditors issue an unqualified opinion, they may present
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a larger number of reported KAMs. This means that
receiving modified opinions significantly increases the
probability of disclosing more KAMs.

This study is expected to contribute to the research pool
on KAM disclosure, where to the best of the researcher’s
knowledge, no study has provided an analysis of the
determinants of KAM disclosure in Jordan from 2017 to
2019. Therefore, this study aims to add to the minuscule
knowledge of ISA 701, in particular KAM-disclosure levels
in the annual financial reports listed in the Amman Stock
Exchange (ASE) by determining the factors affecting the
level of this disclosure. The factors representing corporate
characteristics that may affect the KAM-disclosure level are:
size, leverage ratio, profitability, auditor’s fees,
indebtedness, big-four auditors and auditor’s opinion. The
study’s main questions are: (1) What is the level of KAM
reporting of companies listed in the ASE? and (2) What
factors may affect KAM disclosure in Jordanian companies
during the period 2017-2019?

The remainder of the study is organized as follows: the
second section introduces a summary of the literature review
and study hypotheses. In section three, the study focuses on
the research methods and sample selection. The fourth
section includes the results and a discussion based on the
correlation and regression analyses used. Finally, the study
conclusions, limitations, further research developments and
recommendations are presented.

2. Literature Review and Study Hypotheses
2.1 Literature Review

After applying (1AS 701), it has been noted that empirical
studies on KAM disclosure are growing radically (Bédard et
al., 2016). Some of these studies focused on the
consequences of KAM disclosure (e.g. accounting quality),
with mixed results (Lennox et al., 2017; Gutierrez et al.,
2018), while other studies focused on the impact of KAMs
on audit fees, auditors’ judgment and audit quality (Bedard
et al., 2015; Reid, Carcello, Li & Neal, 2019), as well as the
impact of KAMs on auditor’s liability (Backof et al., 2018)
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in the USA and the impact of KAMs on management-
reporting practices. Other recent studies analyzed a
number of selected variables, including size, leverage,
profitability and gender diversity, as determinants of
KAM-disclosure levels (Boonyanet et al., 2018 in
Thailand; Sierra et al., 2019 in the United Kingdom;
Suttipun, 2020 in Thailand). On the other hand, some
studies included alternative variables tackling the
financial reporting quality, audit quality and
readability measures (Lary & Taylor, 2012; Velte,
2019 in the United Kingdom; Shamsuddin, 2020 in
Malaysia). Furthermore, Gold & Heilmann (2019) in
Germany examined whether the execution of KAMs in
auditors' reports affects managers' reporting behavior.
Lennox et al. (2018) in the UK investigated three
potential explanations for why investors do not find the
additional auditor risk disclosures to be informative.
Backof et al. (2018) explored the impact of KAMSs on
auditor liability and the impact of KAMs on
management reporting practices. Srijunpetch (2017) in
Thailand confirmed that the issue of KAMs has no
relationship with stock return; however, it showed that
the issues of KAMs, size and leverage have a
significant impact on the volume of stock traded.
Kitiwong & Srijunpetch (2019) further explored a
country’s cultural characteristics on determining the
disclosure of KAMs and have found that strong
uncertainty-avoidance is more likely to enhance
disclosure of industry-common KAMs. Andreicovici
et al. (2020) in the United Kingdom examined the
impact of the new audit report on firms’ financial
disclosure decisions, focusing on goodwill impairment
as a key audit matter (KAM).

Having the efficiency of capital markets, regulators
and legal environment, as well as the complexity of
investors, conformity with International Standards on
Auditing (ISA) in developing countries is questionable
(Hopper et al., 2017). Similarly, Abdullatif (2016) and
Abdullatif et al. (2019) analyzed factors affecting the
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quality of auditing in developing countries, such as poor
corporate governance, weakness of minority shareholders,
ownership concentration and the dominance of family
businesses that require lower-quality audits and pay lower
audit fees. In such cases, it seems that applying a new audit
standard, such as 1AS 7, will be relatively difficult.

The main purpose of KAMs is not limited to improving
the quality of information for financial-statement users;
however, according to ACCA (Association of Charted
Certified Accountants, 2018), there are three additional
‘hidden’ benefits of KAMs to the financial-reporting
process. Firstly, KAMs encourage better conversations
between the auditor and those responsible for governance,
which contributes to better governance. Secondly, KAMs
help the auditor focus on the areas of the audit requiring the
most careful judgment, which contributes to higher audit
quality. Thirdly, KAMs give preparers incentives for
revisiting financial reporting and disclosures in areas related
to those KAMSs, which, in turn, leads to better financial
reporting.

According to the IAASB (2012), an audit is an
independent examination and expression of an opinion on a
firm’s financial statements by an appointed auditor
following terms of appointment and complying with the
relevant statutory and performance requirements. An audit
report is the final report of audit assignment that auditors
issue to their clients containing a true and fair view regarding
the firm’s financial statements (Suttipun, 2020). It should be
noted that the pass/fail (unqualified/qualified) audit report no
longer exists, since there have been several modifications
that have taken place in the audit reports to provide a more
commutative value to enhance the report's purpose and
informational value (Church et al., 2008; Carrington, 2014;
Pinto et al., 2019; Gold et al., 2020).

Regarding KAMs, in addition to being useful for
investors, ACCA (2018) identified three benefits of KAM
disclosure, including stimulating better governance,
supporting better audit quality and encouraging better
corporate reporting. In contrast, Lennox et al. (2017) argued
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that investors do not believe that KAM information
increases informative content. One of the most
significant changes to the audit report is the addition of
the KAM section that produces useful information for
investors (IAASB, 2011: para. 23). The auditor is
responsible for deciding which matters are the most
relevant to include in the KAM paragraph (Dogan &
Arefaine, 2017). KAMs give investors a feeling of
where an auditor puts most of his/her effort (ACCA,
2018). Three factors should be taken into account when
a KAM is selected: (a) areas of higher assessed risk of
material misstatement, (b) significant auditor
judgments relating to areas in the financial statements
that involved significant management judgments,
including accounting estimates that have been
identified as having a high estimation uncertainty, (c)
the effect on the audit of significant events or
transactions that occurred during the period (IFAC,
2016).

Although ISA 701 defines what must be included
in KAMs generally, it does not stipulate how KAMs
themselves are to be disclosed. The disclosure of
KAMs puts auditors in a difficult position, as they must
disclose additional information about the company, but
they should not disclose such information which may
harm the company or affect the relationship with the
client (IFAC, 2015; Iwanowicz, 2019). Pinto et al.
(2019) discussed the distinction between the conflict
inherent in KAM disclosure (i.e., to disclose or not to
disclose KAMs) from a conflict in judgment (i.e., to
consider the transaction significant or not). In solving
this conflict, the auditor may choose to disclose all
KAMs, choose some, not disclose at all or delay the
disclosure of KAMs (the use of confrontation if he/she
is risk-taking — seeking or avoiding if he/she is risk-
averse). Consequently, the auditor will trade-off
between factors that influence his/her decision in cases
where he/she feels that there could be an adverse
consequence of disclosing a KAM. This could be
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because he/she feels that a KAM disclosure would lead to
more accountability, commitment, responsibility and loss of
reputation (Segal, 2017; Bédard et al., 2019).

According to Sierra et al. (2019), the majority of previous
studies confirmed that the information disclosed in the KAM
section does not exercise an influence on investors’ decision-
making. Also, Choi et al. (2019) found that KAMs have no
effect on the audit expectation gap. Abdullatif & Al
Rahahleh (2020) claimed that auditors in Jordan disclosed
KAMs as a matter of official compliance only. Auditors use
industry-specific KAMs to avoid problems with their clients.
Industry-specific KAMs reflect having the same KAMs for
all companies in the industry rather than each one alone
(entity-specific). This matter indeed reduces the value and
importance of KAM disclosure. On the other hand, Boolaky
(2016), who shed light on German companies and Segal
(2019) who discussed KAMs in South Africa, were not able
to demonstrate a substantial effect of including KAMs in the
audit report on bank directors' perceptions of the quality of
the financial statements as well as on their credit-approval
decisions.

Sirois et al. (2017) and Suttipun (2020) showed that even
though KAMs enhance the communication value of audit
reports, by providing greater quality and transparency about
the activities performed by the auditors, more KAMSs
increase the complexity and, thus, can dilute their
importance. Moreover, Orquin & Loose (2013) suggested
that KAMs attract the users’ attention and make the related
disclosures in the financial statement more salient. However,
Christensen et al. (2014) argued that increasing the number
of KAMs can also reduce the effectiveness of their signaling.
Furthermore, because KAMSs are more concise and credible
than other disclosures, users may rely on these disclosures as
substitutes to the main disclosure in the notes to the financial
statements (Li etal., 2017). Abdullatif & Al Rahahleh (2020)
argued that, even though KAM reporting is mandatory in
ASE since 2016, there are different levels of reporting
among listed companies, which is similar to the case
discussed by Pratoomsuwan & Yolrabil (2018) in Thailand.
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This matter may be considered as normal, since
companies are not yet costumed to the new audit
report.

As mentioned above, KAM disclosures are based
on the agency theory that decreases information
asymmetries and conflicts of interest between
management and shareholders. Sierra et al.’s (2019)
results showed two facts: firstly, the number (volume)
and nature of KAMs depend on factors that affect the
level of disclosure. Secondly, the type and number of
KAMs disclosed are influenced by both the auditor and
the client characteristics. KAMs cover a variety of
topics; they represent the items of financial-position
statement and income statement (e.g. provision,
revenue recognition, inventory, accounts’ receivables,
... etc.) (see Table 2).

2.2 Study Hypotheses
Boonyanet et al. (2018) found no relationship

between the size of the company and the level of KAM

disclosure in Thailand. In contrary, (Suttipun, 2021;

Velte, 2019; Pinto, 2018; Lennox et al., 2022)

indicated that the size of the company positively

impacts KAM-reporting level, as they argued that
large-sized companies have more audit work and,
therefore, tend to disclose more KAMSs than smaller
companies. Reynolds et al. (2000) stated that larger
clients influence auditors' decisions; they assumed that
financial factors motivate auditors to agree with
clients' decisions in order to keep valuable clients.

According to the agency theory, larger companies are

more concerned with meeting social expectations than

smaller companies are. Therefore, to test the
relationship between company size and KAM
disclosure, this study hypothesizes that:

H1: A positive relationship exists between the size of
the company and the level of KAM disclosure.
Leverage as an independent variable measured by

the relation between long-term debt and total assets is



Jordan Journal of Business Administration, Volume 20, No. 2, 2024

assumed to have a positive impact on KAM disclosure
(Gutierrez et al., 2018; Liao et al., 2019; Lennox et al., 2019;
Reid et al., 2019). Companies with a high leverage ratio have
inherent financial risk. According to Ozcan (2021), KAM
disclosure may represent signals of this risk and provide
more information to the users of financial statements. Based
on this argument and in line with the agency theory, the level
of KAM disclosure tends to be high and the following
hypothesis can be assumed:

H2: A positive relationship exists between leverage and the

level of KAM disclosure.

Concerning profitability, Pinto (2018) and Velte (2019)
found a negative impact of profitability measured by ROA
(return on assets) on KAM-disclosure level. Similar to the
analysis of Ousubcharoenchai (2005), we can justify the
result if companies provide higher profit or greater
performance, which in turn increases ROA. In this case,
auditors tend to provide less disclosure of their opinions on
auditing reports to retain profitable clients. On the other
hand, if a company experiences loss or profit reduction,
caused by the higher risk that affects audit reporting, society
and the community, it will be more concerned and will
demand more disclosure of KAMs (Velte, 2019). Auditors
of less profitable companies with greater operational risk are
pressured to disclose more KAMs to ensure their
independence (Ferreira & Morais, 2020). Other studies, such
as Ishak (2021) in the case of Malaysia and Suttipun (2020)
in Thailand, could not find any influence of ROA on audit
reporting. Therefore, this study hypothesizes that:

H3: A positive relationship exists between profitability

(ROA) and the level of KAM disclosure.

Additionally, regarding the indebt variable, previous
studies, such as lIreland (2003), Ye et al. (2011) and
Andreicovici et al. (2020), demonstrated that companies
with a high level of debt or losses have indications of greater
financial risk. This matter requires more attention and effort
from auditors to reduce their responsibility and, therefore,
disclose more KAMSs. The study will suggest the following
hypothesis:
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H4: A positive relationship exists between the
company’s indebtedness and the level of KAM
disclosure.

Little research with mixed results has been carried
out to examine the possible association between KAMs
and audit fees. Pinto & Morais (2019) in Europe found
that higher client risks and higher audit fees resulted in
greater numbers of KAM received by the firms. Sierra
(2019) and Choi et al. (2019) indicated that companies
paying higher audit service fees tend to show more
KAMs, which means a positive relationship between
KAM level and fees, imputed to the need of more effort
from auditors and more potential liabilities. On the
other hand, Bedard et al. (2014), Almulla & Bradbury
(2018) in New Zealand; Gutierrez et al. (2018) and
Reid et al. (2019) in the UK found that audit fees did
not increase much as a result of reporting more KAMs.
They justified the results that additional efforts
required to disclose more KAMs are insignificant and
audit firms bear no extra fees. For these mixed results,
this study hypothesizes that:

H5: A positive relationship exists between audit fees
and the level of KAM disclosure.

Based on the agency theory, shareholders ask firms
to be audited by one of the big-four audit firms. Such
demands are expected as the big-four audit firms are
more qualified in terms of human capital, more trained,
higher in financial resources, have greater access to
information technology, have more independence and
follow the regulations concerning the exposure of
KAMs (Velte, 2018). The results of Ferreira & Morais
(2020) and Choi et al. (2019) showed a positive
relationship between the number of KAMs disclosed
and the auditor being one of the big four. Abdullatif &
Al Rahahleh (2020) argued that the big-four audit
firms tend to disclose more KAMs compared to non-
big-four audit firms. Furthermore, Ozcan (2021)
suggested that the appointment of a big-four audit firm
is positively related to the number of KAM disclosures
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in Turkey. Alzoubi (2016) argued that big-four firms provide

high-quality external audits. Based on this argument, the

following hypothesis is established:

H6: A positive relationship exists between a company being
audited by a big-four firm and the level of KAM
disclosure.

If the auditors are not able to acquire appropriate and
sufficient audit evidence or if there are material
misstatements in the financial statements, auditors should
issue a modified opinion. The type of audit opinion might
directly affect the disclosure of KAMSs. Ozcan (2021) argued
that the auditor’s opinion, being modified, shows a negative
relationship with the number of KAMSs. Thus, when the
auditor’s opinion is modified, fewer KAMs are disclosed in
the audit report (Ferreira & Morais, 2020). On the other
hand, Velte (2018) and Pinto & Morais (2019) revealed that
when auditors issue an unqualified opinion, they may present
a larger number of reported KAMs. This means that
receiving modified opinions significantly increases the
probability of disclosing more KAMs. Audit firms do so to
keep their reputation and reduce litigation risk (Ozcan,
2021). According to these mixed results, this study
hypothesizes the following:

H7: A positive relationship exists between the auditor’s
modified opinion and the level of KAM disclosure.

3. Research Methods
3.1 Data and Sample Selection

To examine the level of KAM disclosure in Jordanian
companies and the variables that affect this level, data was

Independent Variables
Size

Leverage

Profitability (ROA)
Indebt

collected mainly from KAM paragraphs in the
auditors’ reports of Jordanian companies listed in the
Amman Stock Exchange (ASE) during the period
2017-2019. 324 companies were recruited. Companies
that operate in the financial sector (Banks, Insurance,
Financial Services) were excluded due to the nature of
their data, standards applied therein, distinctive
operating and regulatory nature. Evidence from Europe
in the study of Pinto (2018) revealed that the financial
sector is a very regulated sector, which in turn reduces
the need to disclose KAMs. Consequently, adding
financial companies to the sample of the current study
may decrease the average of KAM disclosure.

3.2 Study Framework, Model and Variables
3.2.1 Study Framework

Based on the previous studies of (Ireland (2003),
Ye et al. (2011), Boonyanet et al. (2018), Gutierrez et
al. (2018), Choi et al. (2019), Lennox et al. (2019),
Liao et al. (2019), Reid et al. (2019), Sierra et al.
(2019), Andreicovici et al. (2020), Suttipun (2020) and
Ozcan (2021)), the following independent variables
have been used in this study: size, profitability, indebt,
leverage, which represent company characteristics;
and fees, auditors’ opinions, a big-four company,
which represent auditors’ characteristics. The
justification for selecting these variables is based on
the importance of such variables in KAM disclosure,
as reported in prior studies. Figure 1 demonstrates the
study’s framework.

Dependent
Variable

KAM-disclosure
level & types

Fees
Big four
Modif.

Figure (1)
Study’s hypothetical framework
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3.2.2 Study Model

Based on the previous studies, the current study uses the
following regression model to examine the relationship
between the independent variables and the dependent
variable (number of KAMs in auditors' reports). The
equation is as follows:

KAMs = 0 + B1 Sizeit+p2 Leverage it+33 ROAit+
4 indebt it+B5 Fees it+B6 big four 1t +B7 Modif it

3.2.3 Study Variables
Dependent Variable
KAMs: Key Audit Matters disclosed in the audit report.

Independent Variables

Size: natural logarithm of total assets.

Leverage: total debt divided by total equity.

Profitability: company’s ability to generate profit from
assets employed. It is equal to net earnings divided by total
assets (Rahman et al., 2019), (ROA) (in JD).

Indebt: measured as the ratio between total liabilities and
total assets.

Table 1

Fees: natural logarithm of audit fees (in JD).

Audit firm: a dummy variable, when the audit
company is one of the big four (Deloitte, EY, KPMG,
Price Waterhouse Coopers), its value is one, otherwise
itis 0.

Modif.: when the company has a qualified opinion,
an adverse opinion or a disclaimer of opinion on its
audit report (Omer et al., 2020), this variable takes the
value of one, otherwise it is 0.

3.3 Methodology

To measure the level of KAM disclosure in
Jordanian companies listed in ASE during the period
2017-2019 and to examine variables that may impact
the level of KAM disclosure, a sample of 324 annual
audit reports was examined. Companies with no annual
reports during 2017-2019 are excluded. Using ordinary
least squares (OLS) regression, the model of the study
is tested. It should be noted that data was recruited via
the electronic ASE site. Table 1 shows the number of
companies in each sector. Table 2 portrays a summary
of KAMs by sector.

Numbers of companies’ financial reports analyzed by sector*

Industry

Manufacturing

Real Estate Service Total

Number of companies 52

25 31 108

* The main classification currently used by the ASE.

Results in Table 2 reveal that accounts’ receivables
represent the highest ratio with a total of 15.82% of KAMs
reported in the annual audit reports of the sampled
companies, followed by provisions with a percentage of
14%, then revenues with 14 % and inventories with 12%. No
company in any sector disclosed loan issues. Nearly 50% of
total KAMs disclosed were from the manufacturing sector,
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followed by the service sector with 30% and the real-
estate sector with 20%. In total, there were 512 KAMs
reported across 324 audit reports. These results
regarding the types of KAMSs appear to be similar to
those of Ozcan (2021), Fayad et al. (2019), Gold et al.
(2020) and Suttipun (2020).
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Table 2
Summary of KAMs by sector

KAM type / sectors Manufacturers Services Real Estate Total KAM
(2017-2019) 52 companies | 25 companies | 31 companies Percentage
Provisions 35 31 6 72 14.00%
Revenue Recognition 28 32 10 70 14.00%
Inventories 51 7 2 60 12.00%
Accounts’ Receivables 52 21 8 81 15.82%
Investment Evaluation 21 9 15 45 8.80%
PPE 25 17 10 52 10.20%
Good Will 11 5 1 17 3.40%
Fair Value Measurement 8 2 3 13 2.55%
Income Taxes 2 2 0 4 0%
Leases 2 8 2 12 2%
Loans 0 0 0 0 0%
Projects under Construction 2 7 9 18 4%
Biological Assets 5 0 0 5 1%
Investment Property 2 6 30 38 7.50%
Contingent Liabilities and Assets 3 2 4 9 1.80%
Sales 1 0 1 2 0%
IT System 0 0 1 1 0%
Financial Instruments 3 0 0 3 1%
Non-current Assets Held for Sale 4 2 2 8 2%
Others 2 0 0 2 0%
Total 257 151 104 512 100%
KAM% per Industry 50% 30% 20% 100%
4. Results and Discussion revenue recognition, inventories and accounts’
4.1 Descriptive Statistics receivables were the most common issues disclosed.
To explore the level of KAM disclosure in the annual Comparing the mean of disclosure in Jordan with those
audit reports of a sample of 108 companies listed in ASE, the of other countries, Brazil 2.4, the United Kingdom 4.1
mean, median, maximum and minimum values, together and France 2 (Ferreira & Morais, 2020), we can see
with the standard deviation, are presented for the dependent that the level of KAM disclosure in Jordanian
variable, KAM, in Table 3. The total number of reported companies is practically low. Such results are
dependent variables reveals 512 KAMs. The average consistent with the result of Fayad et al. (2019) and
reporting was 1.58 KAMs for each company, with a Abdullatif & Al Rahahleh (2020) who suggested that
maximum value of 6 KAMSs, a minimum value of 0 KAMs the level of KAM disclosure in Jordan is small. This
and a standard deviation of 1.847. Among those, provisions, low average of disclosure is ascribed to low
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compliance with ISA in Jordan, as well as lower demand for
high-quality audits and a weak legal system that does not
penalize auditors for substandard compliance.

Table 3
Descriptive statistics for the dependent variable

(key audit matters (KAMs))

KAM
Mean 1.58
Median 1
Maximum 6.00
Minimum 0.00
Std. Dev. 1.847
Skewness 0.957
Kurtosis 4.4368
Jarque-Bera 103.1659
Probability 0.000
Sum 512
Sum Sq. Dev. 506
Observations 324

Table 4 summarizes the descriptive statistics of

independent variables. The mean, median, maximum
and minimum values and standard deviation are
presented for all independent variables. The average
size of companies reached JD 100 million and varied
from JD 31 million to 144 million with a standard
deviation of JD 2.31 million. The financial leverage
variable, which measured the ability to use debt, has an
acceptable level of leverage with a mean of 1.21.
Concerning the companies’ performance gauge, the
return on assets (ROA) has a minimum value of -61.34,
a maximum value of 40.70 and a mean value of -0.027,
which indicates that the ROA is not positive. That is,
the companies considered do not have the power to
produce profit related to their assets. Moreover, the
indebtedness variable has a mean value of 36.34,
which indicates that companies might not fund their
assets by their liabilities. The fees ranged from JD 800
to DJ 81,200 with a mean of JD 8,700 (see Table 4).
The mean of the big-four variable was 47.22, which
implies that a big-four firm has audited less than a half
of the companies in the ASE. Finally, a total of 15.5%
of Jordanian companies have disclosed their modified
opinion.

Table 4
Descriptive statistics for the independent variables

Size Leverage ROA |Fees Indebt Big-four | Modif.
Mean 1.00 1.2106 -0.027 |12824. |0.3624 0.4722 0.1550
Median 0.314 0.4100 0.93 8700.0 |0.3000 0.0000 0.0000
Maximum 1.44 26.110 40.70 |81200. |0.9700 1.0000 1.0000
Minimum 0.410 0.0000 -61.34 |800.00 |0.0000 0.0000 0.0000
Std. Dev. 2.31 2.8089 9.76 12143. 10.2439 0.4998 0.3624
Skewness 3.84 5.9559 -1.125 |3.4560 |0.6645 0.1112 1.9056
Kurtosis 17.76 44.096 11.198 |17.388 |2.5203 1.0123 4.6313
Jarque-Bera 49.85 32954 1301.0 |4575.9 |35.939 72.002 309.35
Probability 0.0000 0.0000 0.0000 |0.0000 |0.0000 0.0000 0.0000
Sum 4.33 523.010 -12.00 |55275 156.59 204.00 67.000
Sum Sq. Dev. |2.27 3400.6 41059 |6.34 25.655 107.6 56.608
Observations 324 324 324 324 324 324 324
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4.2. Correlation Results

Table 5 presents the Pearson correlation matrix for the
dependent and independent variables. Most of the variables
correlated positively with KAM, except for two variables
including ROA and modified opinion. The VIF (variance
inflation factor) that has a value of 3.062 indicates that multi-

collinearity does not exist in the study, since the VIF
value is less than 10. Although the values of
correlations are significant, the values are not strong
enough to cause multi-collinearity problems in this
study (see Table 5).

Table 5
Pearson correlation analysis

Variable KAM FEES INDEBT | BIG-4 LEV MODIF. | ROA | SIZE
KAM 1.000*
FEES 0.443* 1.000
INDEBT 0.346* 0.243* 1.000
BIG-FOUR 0.320* 0.280* | 0.273* 1.000
LEVERAGE | 0.263* 0.373* | 0.571* 0.395* 1.000
MODIF. -0.211* -0.226* | 0.290* 0.323* 0.281* | 1.000
ROA -0.250* 0.136* | -0.231 0.169* -0.151* | - 0.358 1.000
SIZE 0.392* 0.632* | 0.325* 0.328* 0.243* | 0.281* 0.412* | 1.000

* Correlation is significant at the 0.05 level (two-tailed), Variance inflation factors (VIF) =3.062.

4.3 Regression Results

Table 6 shows the results of the ordinary least squares
regression analysis; the coefficient, the std. error, the (t)
statistic of each of the variables, with adjusted R? and F-
statistic. Adjusted R? for the model is 0.640, which indicates
that the independent variables explain a high portion of the
level of disclosure of KAMs. The probability of F-value
points to the study model’s goodness of fit.

Results show a positive impact of corporate size on KAM
disclosure (B1= 0.358). Audit reports of large companies
tend to disclose more KAMS than smaller companies. These
results may be attributed to the notion that large companies
often face agency problems; the disclosure of more KAMs
serves as a valuable mechanism that mitigates agency
conflicts. Furthermore, large companies normally have
advanced complex works which need more effort from
auditors, resulting in more KAMs. The results of the study
coincide with the results of Pinto (2018), Velte (2019),
Suttipun (2020), Lennox et al. (2022) and Ozcan (2021).

Regarding the leverage and indebtedness variables,
positive and significant coefficients (B2 = 0.437, B4 =
0.460, respectively) were attested, which means that
companies with high ratios of debt and leverage have
more KAMSs. This results in unfavorable financial
ratios, more financial problems and risks. In this case,
shareholders and investors demand, according to the
agency theory, more information or KAMs in the audit
reports. Such results are consistent with those of
Ferreira & Morais (2020).

As the research hypothesized, the study supposed
that companies with greater fees present more KAMs.
Fees show a positive and significant coefficient
(B5=0.443), which means that an audit company with
high fees can reveal more KAMs to keep their
reputation. Auditors increase their audit fees, because
disclosing more KAMs may cause a higher litigation
risk against
subsequently revealed (Kitiwong & Sarapaivanich,

auditors when misstatements are
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2020). This result is consistent with the results of Pinto
(2018) and Sierra et al. (2019).

The big-four audit companies may disclose more KAMs
in their audit reports, because they are qualified, more
experienced and specialized. Table 6 shows that the
coefficient of the variable (big-four) is positive ($6=0.425)
and statistically significant, which suggests that these audit
firms recognize more KAMs. This result can be explained
by that big-four firms disclose more KAMs in their reports
to show their experience, professional ability and
compliance with IAS 701. Another explanation for this
finding may be that big-four auditors tend to perform less
conservatively in their auditing procedures. Such results are
in conformity with the spirit of the agency theory.
Furthermore, the results are consistent with the studies of
Pinto (2018), Velte (2018), Sierra et al. (2019), Ferreira &
Morais (2020), Choi et al. (2019) and Abdullatif & Al
Rahahleh (2020), who found that firms audited by big-four
companies report more KAMs than those audited by non-
big-four firms. However, the results are inconsistent with the
findings of Bédard et al. (2014), Gutierrez et al. (2016) and
Ozcan (2021), who found that big-four audit companies
disclosed less KAMs, because they need to enhance their
reputation, gain credibility, avoid possible litigation costs
and carry out more conservative auditing procedures. Based
on the above results, H1, H2, H4, H5 and H6 are all accepted.

Moreover, since the independent variable ROA has a
negative coefficient (33=-0.321), it is implied that ROA has
a negative effect on KAMs. Companies with high
profitability measured by ROA are not at risk and, therefore,
needless work from auditors. Thus, fewer KAMs are

required when compared to companies with less or low
ROA. The results of the current study are consistent
with the studies of Pinto (2018), Velte (2019) and
Ferreira & Morais (2020), who found a negative
impact of ROA on KAMs, but are inconsistent with our
expectations and the result of Suttipun (2020) who
found a positive relationship between ROA and
KAMs. According to the agency theory, when the
company declares profit, shareholders will be satisfied
and will not demand more information, such as KAMs,
to be disclosed. The same result, obtained by Backof et
al. (2018), revealed that investors may not consider the
additional auditor-risk disclosures to be informative.

Lastly, the results in Table 6 showed a negative
coefficient (B7=-0.641) for the Modif. variable. To
have a modified auditor opinion implies that something
is wrong at that moment; auditors have a small margin
for negotiating regarding the fulfillment of the
international accounting standards (Cipriano, 2017).
According to the essence of the agency theory, when
the company has a modified auditor’s opinion, it
should disclose fewer KAMs in the audit report. This
means that the modified opinion may obviate the KAM
disclosure. This result is consistent with Velte (2019),
Ferreira & Morais (2020) and Suttipun (2020), but
inconsistent with our expectations and Ozcan (2021)
who argued that having modified opinions is not
necessary to increase the possibility of more KAMs.
Based on the last two results, hypotheses Hz and Hz are
rejected.

Table 6
Regression results for the dependent variable (KAM)
Variable Coefficient Std. Error t-statistic Prob.
SIZE 0.358 3.14 13.279 0.0011
LEVERAGE 0.437 0.023 11.594 00016
ROA -0.321 0.005 -3.305 0.0028
INDEBT 0.460 0.28 15.173 0.0000
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FEES 0.340 6.06 15.492 0.0000
Big-four 0.425 0.11 12.023 0.0000
MODIF. -0.641 0.152 9.271 0.0002

C 0.764 0.115 16.629 0.0000
R-squared 0.654 Mean dependent var. 1.58
Adjusted R-squared 0.640 S.D. dependent var. 1.18
S.E. of regression 0.567 Akaike info criterion 3.04
Sum squared residue 509.59 Schwarz criterion 3.11
Log likelihood -647.66 Hannan-Quinn criteria 3.07
F-statistic 11.07 Durbin-Watson stat. 1.88
Prob. (F-statistic) 0.000

5. Conclusion

This study aims to identify the volume of KAM
disclosure for Jordanian companies and examine the factors
that influence this disclosure. An average of 1.58 KAM
disclosure was obtained by each company yearly, which is
considered a low KAM number. The study uses data from
the ASE’s website to stratify the regression model and
generate descriptive statistics. Data related to the year 2020
was excluded from the study because of the Covid-19
pandemic and its expected effect on the financial statements.
The results, on the first hand, as expected, divulge a positive
relationship between KAM disclosure and size, leverage,
indebtedness, fees and the big-four audit firms. On the other
hand, a negative relationship between profitability and
modified opinion has been attested. This study tries to
enhance knowledge about Key Audit Matters in the existing
audit reports by examining the association with determinant
characteristics for the disclosure of KAMs. It is vital to
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