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Abstract:

Identifying key audit matters, as both an art and a science, requires a deep understanding of the various dimensions of the
business environment and human interactions. This study, with a comprehensive perspective on the essence of recognizing
key audit matters, seeks to demonstrate how continuous efforts toward personal and professional development can elevate
audit quality beyond expectations. In this pursuit, grounded in methodological reasoning, both qualitative and quantitative
approaches were employed in parallel to examine the phenomenon in a comprehensive manner. In the qualitative phase,
through thematic analysis and in-depth interviews with experts, the components of identifying key audit matters were
extracted. Subsequently, using a researcher-developed questionnaire, data related to this variable were collected. For audit
quality, a standardized questionnaire was utilized to more precisely measure the dimensions of this construct. Finally, to test
the study’s hypotheses, structural equation modeling with the partial least squares method was applied. By integrating
qualitative and quantitative approaches, this research not only achieved a deeper understanding of the identification of key
audit matters but also demonstrated how this practice can serve as a key factor in enhancing audit quality to a higher level.
The results revealed 4 overarching themes (regulatory frameworks and professional requirements, institutional and
environmental structures, client-specific characteristics, and individual and professional frameworks of auditors), 8 organizing
themes (ethical requirements and auditor accountability, the role of regulatory structures in shaping auditor behavior, the
influence of institutional structures on auditor behavior, the economic environment and its impact on the audit process, client
financial and operational characteristics, client governance and managerial attributes, individual auditor characteristics, and
professional and organizational auditor attributes), and 55 basic themes. Moreover, the findings from the quantitative phase
indicated that identifying key audit matters has a positive and significant effect on audit quality. The outcomes of this study
can provide valuable contributions and practical applications for regulators, auditing policymakers, and other oversight
bodies in the Iranian audit market. The findings can assist them in gaining a better understanding of the dimensions of key
audit matters and in adopting mechanisms and regulations aimed at improving professional judgment and audit quality.
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Extended Abstract

Introduction

Audit quality has been a central concern of regulators, investors, and scholars for decades, as it directly impacts the
credibility of financial reporting and the efficiency of capital markets. Within this context, the disclosure and identification of
Key Audit Matters (KAMs) has emerged as a critical mechanism to enhance transparency, improve the relevance of audit
reports, and strengthen stakeholder trust (Heidari & Mashayekh, 2025). The introduction of standards such as ISA 701 and
equivalent national frameworks has emphasized the auditor’s responsibility to highlight issues that required significant
judgment, posed elevated risks, or involved complex financial reporting matters (Backof et al., 2022). This evolution in audit
reporting is not merely a technical development but also a strategic response to global financial crises and the rising demand
for accountability in corporate governance (Branicki et al., 2023).

Research in developed markets demonstrates that KAMs influence both investors’ decision-making and analysts’ earnings
forecasts. For instance, investors exhibit differentiated reactions when KAMs are disclosed, which in turn shapes market
perceptions of risk and credibility (Cameran & Campa, 2023; Rapley et al., 2021). Similarly, financial analysts utilize disclosed
KAMs to refine their earnings per share forecasts, thereby improving the precision of their projections (Goh, 2024; Zhang &
Luo, 2024). However, the disclosure of KAMs is not without controversy. Some studies argue that increased complexity in
audit reports may overwhelm nonprofessional investors and potentially diminish the usefulness of audit opinions (Carver &
Trinkle, 2017; Kachelmeier et al., 2017).

At the same time, evidence suggests that KAMs enhance professional accountability and skepticism among auditors,
fostering a culture of ethical responsibility and independence (Amer, 2021; Chen et al., 2023). Disclosure practices also vary
depending on institutional environments, regulatory frameworks, and firm-specific factors, suggesting that KAMs are
embedded within broader social and organizational contexts (Ferreira & Morais, 2019; Ozcan, 2021). This heterogeneity
underscores the importance of analyzing both individual and structural determinants of KAM identification and their
consequences for audit quality (Bepari et al., 2022; Mah'd & Mardini, 2022).

Prior studies in emerging economies have pointed out additional complexities. For example, KAM disclosure in Middle
Eastern and Asian contexts is influenced by audit market structures, ownership concentration, and cultural attitudes toward
transparency (Shao, 2020; Suttipun, 2020; Wahyuni et al., 2021). Similarly, in jurisdictions with less stringent enforcement,
the frequency and quality of KAM reporting can vary significantly (Elshafie, 2023). In Iran, initial implementations of ISA 701
revealed a concentration of KAMs in areas such as revenue recognition and related-party transactions, which reflects not
only firm-level complexities but also systemic challenges in corporate governance and regulatory oversight (Ghaemi et al,,
2024).

Taken together, the literature indicates that KAM disclosure is both a driver and a reflection of audit quality. It operates
at the intersection of individual auditor traits, firm-specific characteristics, institutional frameworks, and market dynamics.
By integrating these dimensions, research can clarify how KAMs function as signals of financial reporting risk and auditor
judgment, ultimately shaping investor confidence and regulatory policy (Camacho-Mi“nano et al.,, 2023; Smith, 2023).
Building on this body of knowledge, the present study develops a systematic framework for identifying KAMs and empirically
examines their impact on audit quality in the context of a developing market.

Methods and Materials
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The study employed a mixed-method design, integrating both qualitative and quantitative approaches. In the qualitative
phase, thematic analysis was conducted through in-depth interviews with auditing experts, which allowed the extraction of
key themes associated with the identification of KAMs. These themes were validated through a Delphi process. Based on the
qualitative findings, a researcher-designed questionnaire was developed to capture the dimensions of KAM identification.

In the quantitative phase, a survey was administered to auditors from public and private audit institutions. A total of 400
questionnaires were distributed, and 395 valid responses were collected. Audit quality was measured using a standardized
instrument widely applied in the field. To test the hypotheses, structural equation modeling (SEM) using the partial least
squares (PLS) method was employed. Reliability and validity tests included Cronbach’s alpha, composite reliability, and
average variance extracted. Model fit indices were evaluated using measures such as R?, AVE, and goodness-of-fit statistics.

Findings

The qualitative analysis identified four overarching themes, eight organizing themes, and fifty-five basic themes in relation
to KAM identification. The four overarching themes comprised: (1) regulatory frameworks and professional requirements, (2)
institutional and environmental structures, (3) client-specific characteristics, and (4) auditor personal and professional
frameworks. Organizing themes included ethical requirements and accountability, the role of regulatory structures, the
impact of institutional frameworks, the economic environment, client financial and operational features, governance and
managerial traits, individual auditor attributes, and professional/organizational factors.

The Delphi validation confirmed the reliability of the identified themes, with all dimensions achieving consensus among
expert participants. The quantitative analysis demonstrated that the identification of KAMs has a positive and significant
effect on audit quality. Structural equation modeling results indicated that 66 percent of the variance in audit quality could
be explained by KAM identification. Reliability and validity measures were strong across all constructs, with Cronbach’s alpha
and composite reliability exceeding recommended thresholds. The goodness-of-fit index was also highly satisfactory,
confirming the robustness of the model.

Discussion and Conclusion

The findings underscore the critical role of KAM identification in enhancing audit quality. By requiring auditors to highlight
areas of significant judgment and risk, the KAM framework ensures that financial statements are scrutinized more rigorously
and transparently. This aligns with prior evidence suggesting that KAM disclosure improves investor judgment and
strengthens trust in financial reporting (Heidari & Mashayekh, 2025; Rapley et al., 2021). Moreover, the study’s results
reinforce the argument that KAMs serve as signals of auditor professionalism and accountability, providing valuable
information to both professional and nonprofessional users (Backof et al., 2022; Elshafie, 2023).

From a theoretical perspective, the results confirm that audit quality is shaped by a combination of individual,
organizational, and institutional factors. Auditor traits such as skepticism and ethical responsibility play a vital role in
identifying KAMs, consistent with prior research emphasizing the importance of professional judgment (Amer, 2021; Chen et
al., 2023). Institutional frameworks, including regulatory oversight and governance structures, also significantly influence
disclosure practices (Ferreira & Morais, 2019; Ozcan, 2021). The alighment of these findings with studies in both developed
and emerging economies suggests that the dynamics of KAM disclosure are global in scope, although their manifestations are

context-specific (Mah'd & Mardini, 2022; Suttipun, 2020).
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Practically, the study highlights both benefits and challenges of KAM disclosure. While it enhances transparency and audit
quality, it may also increase audit fees and reporting delays, as auditors expend more resources in documenting and
defending their judgments (Afkhami & Fazeli, 2024; Bepari et al., 2022). Furthermore, the concentration of KAMs in areas
such as revenue recognition and related-party transactions points to systemic weaknesses in financial reporting practices that
require broader regulatory attention (Ghaemi et al., 2024).

In conclusion, the research provides robust empirical evidence that the identification and disclosure of Key Audit Matters
significantly improve audit quality. By offering a comprehensive framework that integrates regulatory, institutional, client-
specific, and auditor-level factors, the study advances academic knowledge while providing practical insights for auditors,
regulators, and corporate managers. It suggests that fostering a culture of professional skepticism, ethical accountability, and
continuous learning among auditors, combined with supportive regulatory frameworks, is essential for strengthening audit
quality and restoring public trust in financial reporting (Camacho-Mi™nano et al., 2023; Smith, 2023).
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