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ABSTRACT

The aim of this study is to examine the number of Key Audit Matters (KAMs) disclosed by companies listed on the BIST 100
Index and to analyze the auditor-specific and auditee-specific factors that influence this number. Data were collected from
the companies’ audit reports and consolidated financial statements for the 2024 fiscal year, and a linear regression model
was employed to analyze the data. The study hypothesizes that the type of audit firm, auditor gender, audit opinion, business
complexity, profitability, size, and leverage are the factors that may affect the number of KAMs. The results show that auditor
gender, auditee size, and profitability are significantly related to the number of KAMs disclosed, whereas no significant
relationships are found for audit firm type, audit opinion, business complexity, and leverage. Accordingly, the study
contributes to the auditing literature by providing empirical evidence on the determinants of KAM disclosures in an emerging
market context.
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(/4

Bu ¢alismamin amaci, BIST 100 Endeksi’nde yer alan sirketler tarafindan aciklanan Kilit Denetim Konular: (KDK) sayisini
incelemek ve bu sayy etkileyen denetciye zgii ve denetlenen isletmeye dzgii faktorleri analiz etmektir. Veriler, sirketlerin 2024
mali yil sonuna ait denetim raporlart ve konsolide finansal tablolarindan elde edilmis olup, verilerin analizinde dogrusal
regresyon modeli kullanilnustir. Calismada; denetim firmast tiirii, denetci cinsiyeti, denetim goriigii, isletmenin karmagiklig,
karlilig, biiyiikliigii ve kaldira¢ oraninin KDK sayisin etkileyebilecek faktorler oldugu varsayilmistir. Bulgular, denetgi cinsiyeti,
denetlenen isletmenin biiyiikliigii ve kdarligin aciklanan KDK sayist ile anlaml diizeyde iliskili oldugunu; buna karsiik denetim
firmasu tiivii, denetim goriisii, igletme karmagikhigi ve kaldirag¢ orani acisindan anlaml bir iliski bulunmadigini gostermektedir.
Bu dogrultuda c¢alisma, gelismekte olan bir piyasa baglaminda Tiirkiye igin kilit denetim konulart agiklamalarinin
belirleyicilerine iligkin ampirik kanit sunarak denetim literatiiriine katki sunmaktadr.
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1. INTRODUCTION

Audit reports provide essential information to stakeholders. Yet, the standardized, pass/fail format of the reports has
been criticized for inadequately addressing users’ informational needs (Turner et al., 2010; Church, Davis &
McCracken, 2008), particularly among private investors seeking relevant financial analysis information (Velte & Issa,
2019). These concerns, coupled with financial scandals in the early 21% century, prompted regulatory reassessment of
audit quality (Gold & Heilmann, 2019; Dogan, 2018).

The limitations in the audit report format contribute to broader concerns about stakeholder skepticism toward auditor
independence. Several interest groups perceive that auditors are influenced by their clients and therefore cannot act fully
independently. Information asymmetries and conflicts of interest among stakeholders contribute to the emergence of
the expectation gap (Velte & Issa, 2019), which refers to the gap between what users expect from an audit and what
auditors believe they provide. This gap becomes more apparent during financial crises, when auditors’ independence is
scrutinized. Two main types of gaps are discussed: the communication gap and the information gap, both of which are
related to how audit reports are understood and used (Mock et al., 2013).

Overall, the gap between desired information about financial statements and the audit, and what is available through a
firm’s audited financial statements and the auditor’s report (Gold & Heilmann, 2019), leads many regulators to introduce
new auditor reporting (Velte & Issa, 2019). Important legislative reforms have been adopted to reduce information
asymmetry, restore market confidence, enhance communicative capacity, and support reliability in audit services
(Sierra-Garcia et al., 2019).

The International Auditing and Assurance Standards Board (IAASB), the European Commission (EC), the Public
Company Accounting Oversight Board (PCAOB), and the UK Financial Reporting Council (FRC) jointly developed a
new and enhanced auditor’s report (EAR) (Gold & Heilmann, 2019). IAASB proposed various changes to audit report
standards. As a result of discussions, the new International Standard on Auditing (ISA) 700 series has been introduced
with the significant changes in audit report structure, content, communication style between users and the companies
(Sierra-Garcia et al., 2019). For listed entities, EAR involves a new section disclosing matters of most significance in
the audit: key audit matters (KAMSs) or critical audit matters (CAMS), which are an equivalent concept in the US
jurisdiction (Velte & Issa, 2019; Gold & Heilmann, 2019), and depend on auditors’ professional judgment (Moroney,
Phang & Xiao, 2021).

Based on the stakeholder agency theory, auditors act as agents, even represent a “gatekeeper” (Velte, 2018) for
stakeholders by enhancing confidence in financial statements (Velte & Issa, 2019). In this context, EAR format, together
with KAM disclosures is expected to ensure appropriate quality in line with stakeholders’ interest (Ittonen, Vdhdmaa &
Vihidmaa, 2013). Thus, IAASB issued ISA 701- Communication of Key Audit Matters in January of 2015. ISA 701 has
extended the auditors’ role and requires the disclosure of the most significant risks facing the firms, in the auditors’
opinion. The standard was effective for audits of financial statements for periods ending on or after December 15, 2016
(IAASB, 2015).

According to ISA 701, “the purpose of communicating key audit matters is to enhance the communicative value of the
auditor’s report by providing greater transparency about the audit that was performed.” (IAASB, 2015). In line with
paragraph 1 of ISA 701, which defines the auditor’s responsibility to communicate key audit matters in the auditor’s
report and clarifies the form and content of such communication, KAMs, which are based on auditor’s professional
judgement, were introduced to provide users with more informative and entity-specific insights into the audit process.
It is the auditor’s responsibility to communicate the KAM in the final audit report (Sierra-Garcia et al., 2019). It is seen
as opportunity for the auditors if they provide sufficient details about the most significant matters, as investors assign
greater credibility to an auditor’s report that includes KAMs compared to those that do not (Moroney, Phang & Xiao,
2021). Precise and transparent audit reports can decrease the expectation gap and increase stakeholders’ trust (Velte &
Issa, 2019). However, this decision-making process is seen as challenging, subjective, or complex because KAM
disclosures are dependent on variable factors, subprocesses, and tasks (PCAOB, 2016; Pinto & Morais, 2019).

In Tiirkiye, the Key Audit Matters reporting requirement was introduced through the Turkish Standards on Auditing
(TSAs) Communicating Key Audit Matters in the Independent Auditor’s Report, issued by the Public Oversight,
Accounting and Auditing Standards Authority of Tiirkiye, and published on March 9, 2017, in alignment with ISA 701.
The standard became applicable to audits of listed companies for financial periods beginning on or after January 1,
2017, and to other entities subject to statutory audit under the Turkish Commercial Code for periods beginning on or
after January 1, 2018. TSA 701 applies to all audits conducted in accordance with the Turkish Commercial Code and is
also required when the legislation explicitly mandates the disclosure of key audit matters. However, pursuant to TSA
705, when the auditor disclaims an opinion on the financial statements, the disclosure of key audit matters is prohibited
(Public Oversight, Accounting and Auditing Standards Authority of Tiirkiye, 2017).

According to Wuttichindanon and Issarawornrawanich (2020), financial statement users in emerging markets are more
sensitive to the quantitative aspects of KAM (i.e. the number of KAMS) than the qualitative aspects of KAM (the extent
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and the nature of KAM). Against this background, this study aims to identify the factors that influence the number of
KAMs in Borsa Istanbul 100 Index companies in Tiirkiye that disclosed KAMs for the 2024 fiscal year. Prior research
around the world has investigated the factors influencing the number of KAMSs disclosed in various countries. These
studies find that both audit characteristics and client firm characteristics (hereafter referred to as the auditee) are
correlated with the number of KAMs (Wuttichindanon & Issarawornrawanich, 2020; Pinto & Morais, 2019; Ferreira &
Morais, 2019; Sierra-Garcia et al., 2019; Velte, 2018). Therefore, this study focuses on the Borsa Istanbul 100 Index
and provides valuable insights from an emerging market context. The study establishes a foundation for comparing its
findings with those of previous research conducted in both other emerging and developed markets. Furthermore, as one
of the first studies conducted after the reintroduction of inflation accounting in Tiirkiye, it provides evidence on the
determinants of KAM disclosures in a high-inflation reporting environment. The findings may be useful to standard
setters, managers and regulators as they provide a better understanding of the factors affecting the auditors’ decision
process on the number of KAMs.

2. LITERATURE REVIEW

The first studies on the implementation of KAMs, which have been effectively applied in Tiirkiye since 2017, were
conducted in 2018 (Saglar & Kilig, 2022). The studies carried out in the initial years of implementation were
predominantly descriptive (Dogan, 2018) and exploratory in nature, rather than employing advanced empirical models,
and were based on audit reports for the year 2017. These early studies primarily focused on determining the content of
KAMs (Uzay & Koyli, 2018; Kavut & Giingdr, 2018; Oktay, Bozkurt, & Sahin, 2018), describing the reporting
practices of companies, and assessing compliance with TSA 701. The findings indicate that, in the first year of KAM
implementation in Tiirkiye, KAMs tended to concentrate on specific account balances across industries and were largely
reported in a manner consistent with the requirements of the auditing standard (Uzay & Koylii, 2018).

Studies published in 2019 and 2021 indicate a clear evolution of the KAM literature from a purely descriptive phase
toward a more analytical structure. During this period, research examined not only the changes in KAMSs across sectors
(Ertan & Kizik, 2019; Karapmar & Délen, 2020; Keskin et al., 2020; Ozcan & Giinliik, 2020; Arzova & Sahin, 2020;
Ozcan, 2021) and years (Isseveroglu, 2019), but also the differences in implementation practices and the level of
compliance with ISA 701.

Additionally, the studies addressed the perspectives of auditors, financial statement users, and other stakeholders
(Sarisoy & Kepge, 2019). Through interviews (Teraman & Celik, 2019; Can & Kogyigit, 2020) and survey-based
approaches, these studies explored perceptions, expectation gaps, and KAMs’ perceived usefulness (Sarisoy & Kepge,
2019). As a result, the literature began to address not only the content of KAM disclosures but also their implications
for audit quality, transparency, professional judgment, and trust in audit reports (Akdogan & Biilbiil, 2019).

Karapinar and Délen (2020) examined the determinants of the number of KAMs for the 2018 fiscal year, focusing on
the effects of industry, audit firm, and audit opinion. Similarly, Ozcan (2021) analyzed the factors affecting the number
of KAM s for the 2019 fiscal year, though specifically for manufacturing firms.

Recent studies in Tiirkiye have increasingly moved beyond the descriptive analyses and started to examine the
determinants and consequences of KAM disclosures. For example, Terzi and Sen (2023) reported a significant
relationship between KAM disclosures and audit quality. Focusing on determinants, Et¢i and Esmeray (2024) found no
significant relationship between revenue size and the number of KAMs in firms operating in BIST Metal Industry sector
during 2018-2022, indicating that individual financial indicators may not adequately explain KAM variation. In a sector-
based analysis, Onocak (2024) identified the most frequently disclosed KAM topics among BIST Information
Technology sector. Gegici (2025) conducted a panel data analysis to examine the effects of auditor gender and auditor
rotation on the number of KAMs over the 2017-2023 period.

Overall, prior studies conducted in Tiirkiye have mainly focused on the implementation process of the standard, the
number of reported KAMSs, and content analyses examining the distribution of KAMSs across sectors and account
categories. The main contribution of this study to the literature is to empirically identify the auditor and firm-related
factors that influence the number of KAMs reported in Tiirkiye, thereby extending the existing research from a
descriptive perspective to an explanatory analytical framework. In addition, this study provides a unique contribution
by analyzing the KAM disclosures in the post-inflation accounting period, examining how the reintroduction of inflation
accounting shapes auditors’ reporting behavior and the determinants of KAMs in a high-inflation environment.

The hypotheses are tested using linear regression models for the companies in the BIST 100 index, according to publicly
available financial information and audit reports for the period of the 2023 and 2024 fiscal years. The number of KAMs
disclosed in the independent auditors’ reports is identified through content analysis. Data on auditor-specific and
auditee-specific characteristics are systematically extracted from independent auditors’ reports, annual activity reports,
and companies’ financial statements.
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1.1. Number of disclosed KAMs in Auditor’s Report and the Perceived Quality of the Audit

The efforts to enhance the value of audit reporting, which began in May 2011, were completed on January 15, 2015,
with the IAASB announcing the new and revised ISAs final version including the KAMs disclosures (Gold & Heilmann,
2019).

KAMs are determined from the matters communicated with governance, those matters that required significant auditor
attention in performing the audit (ISA 701.9). Even though there are guidelines to identify whether a matter constitutes
a KAM, guidance about the number of KAMs that should be reported is limited (Pinto & Morais, 2019). According to
ISA 701, determining how many matters will be disclosed in the audit of the financial statements is a matter of
professional judgement. The number of KAMs to be included in the report may be affected by the size and the
complexity of the entity, the nature of its business and environment, and the facts and circumstances of the audit
engagement (IAASB, 2015). The standard highlights that the auditor should be selective in the process of determining
KAMs. Not every significant risk or area of attention automatically qualifies as a KAM. KAMs should represent the
matters that required the greatest attention, judgement, and effort during the audit. The standard expects auditors to
include only those matters that are “most significant” and “most meaningful to users”.

The effects of the number of KAMs on the financial information users have received considerable attention in the
literature. The selection is based on the auditor’s professional judgment, and the users see the disclosed KAMs as
roadmaps and they are influenced by the matters highlighted by the auditor. KAMs improve investors’ perception of
the audit’s value. Researchers have focused on the reactions of both investors and the auditee to the number of KAMs.
Sirois et al. (2018) indicate that investors pay more attention to the related financial statement disclosures, and that the
number of KAMs disclosed is associated with the information acquired. Christensen et al. (2014) argue that investors
who read a CAM paragraph are more likely to adjust their investment decisions and reduce their willingness to buy
shares, compared to those who receive a standard audit report. This suggests that investors perceive CAMs as clearer
and more credible and may rely on them as substitutes for other sources of information.

On the other hand, Lennox et al. (2017) state that investors do not believe that the new information disclosed as KAM
improves informativeness of the audit report. According to Moroney et al. (2021) the number of KAMSs is not significant,
with investors not seeing additional value or credibility in the provision of more KAMs. Communicating too many
matters in the auditor’s report may reduce the level of attention devoted to other parts of the financial statements, leading
to a substitution effect toward non-KAM-related disclosures. Inclusion of KAMs draw user’s attention to new messages
and may distract them from a focus on core messages, including the auditor’s opinion. An excessive number of KAMs
can make the audit report more complex and reduce the perceived importance of each matter (Sirois, Bédard & Bera,
2018) and has a negative effect on the readability of audit reports (Carver & Trinkle, 2017).

Another party that will be affected by KAM disclosures is the auditee. KAMs may influence the managerial decision-
making, as auditors are likely to apply increased scrutiny in KAM-related areas (Gold & Heilmann, 2019). Managers
may choose to communicate less openly with their auditors if they are required to disclose the details regarding firm’s
accounting estimates (Cade & Hodge, 2014). Greater transparency through KAM sections may lead to accountability
pressure, as managers may expect their judgements to be scrutinized more closely (Klueber, Gold & Pott, 2018). This,
in turn, affects managers’ willingness to share information with auditors and their risk-taking behavior, though not
always positively (Gold & Heilmann, 2019).

However, Gold et al. (2020), find that the disclosure of KAMs may positively influence managers’ financial reporting
behavior. Especially, managers who see the KAMs disclosures in the audit reports tend to adopt more conservative
reporting practices and exhibit a reduced inclination for aggressive financial reporting decisions. Therefore, it is
essential that auditors carefully select the number and issues they disclose as KAMs (Gold et al., 2020).

Overall, KAM disclosures have a significant impact on stakeholders’ decision making; therefore, it would be quite
useful to understand the determinants of the number of KAM disclosed in the audit report. This study contributes to the
existing literature by examining the factors influencing the number of KAMs disclosed in Tiirkiye. Both auditor-specific
and auditee-specific characteristics are analyzed, and the hypotheses are developed accordingly.

2. RESEARCH DESIGN

Auditing is a multifaceted process in which judgments play a key role (Hogarth, 1991). Judgement follows the
processing of information (Hogarth, 1980), in which information is acquired, considered, and transformed into an output
(Sierra-Garcia et al., 2019). It helps to reduce the uncertainty and conflict in decision-making (conflict in action) by
reasoning and assessing the evidence (Einhorn & Hogarth, 1981).

According to ISA 701, KAMs are “those matters that, in the auditor’s professional judgement, were of most significance
in the audit of the financial statements of the current period.” (IAASB, 2015). KAMs help to demonstrate the work done
by an auditor in forming their opinion, as they must provide an explanation of how they addressed those matters during
the audit (Moroney, Phang & Xiao, 2021). Thus, in turn, this reduces the uncertainty by reasoning and assessing the
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evidence. In doing so, KAMs help mitigate information asymmetry between investors and management (PCAOB,
2016).

According to Hogarth (1980), judgement involves three elements; the person, the task environment in which judgements
are made and the resulting actions. Decision to disclose a KAM (acting) is affected by both auditor and the environment
(Pinto & Morais, 2019). Similar to Pinto and Morais (2019), Sierra-Garcia et al. (2019), and Ferreira and Morais (2019),
this study is based on the theory of Hogarth (1980) about the assimilation of information in the judgement and decision-
making (conflict in judgement vs. conflict in action) to identify the factors that influence the number of KAMs in the
audit reports. Independent auditing is expected to mitigate the information asymmetry between company management,
those charged with governance, and other stakeholders by enhancing the transparency, communicative value, and
reliability of financial reporting (Kavut & Giingor, 2018). The theory can explain how auditors decide and make
judgements and act, disclose the matters according to both their characteristics and client firm’s characteristics (Sierra-
Garcia et al., 2019).

The conflict inherent in acting is distinct from conflict in judgement (Einhorn & Hogarth, 1981). Action requires greater
commitment and is unlike judgement, tied to notions of regret and responsibility. Conflict inherent in disclosing a KAM
in the audit report (the action to disclose or not to disclose a KAM) is distinct from a conflict in judgement (judgement
if an area or transaction is significant or not) (Pinto & Morais, 2019). Based on the Hogarth’s theory, the disclosure of
a KAM implies greater commitment (Einhorn & Hogarth, 1981) and may be tied to auditors’ feelings of regret and
responsibility (Pinto & Morais, 2019).

Like in judgements, when people face conflict in acting, they can deal with it by avoiding it or by confronting it (Einhorn
& Hogarth, 1981). Auditors may resort to avoidance and confrontation strategies in their KAM disclosures (Ferreira &
Morais, 2019). One important form of avoidance is simply not to make a choice (Einhorn & Hogarth, 1981), and auditors
may avoid the conflict in action either by not disclosing a KAM or by delaying its disclosure (Pinto & Morais, 2019).
As this choice entails considerable conflict, confrontation is considered a solution in the literature (Einhorn & Hogarth,
1981). The use of confrontation means that the auditors use compensatory strategies embodied in the expected utility
model, in which the auditor is risk averse (Pinto & Morais, 2019; Ferreira & Morais, 2019).

Using the Hogarth’s (1980) theory, the study focuses on the factors that influence the number of KAMs in Tiirkiye,
which contributes to more individualized audit reports (Ferreira & Morais, 2019).

Based on the findings in the prior research two main determinants of the number and the content of KAMs are related
to both the auditor and the auditee. As the number of KAMs depends on professional judgment, it is important to
determine the factors influence the auditor’s behavior (Pinto & Morais, 2019). Kdohler et al. (2016) recommend
investigating how auditor characteristics affect the identification and communication of KAMs should be investigated
as this identification and communication is based on auditor’s professional judgment.

On the other hand, several studies have examined how client firm’s financial condition and characteristics influence
auditor judgement (Sierra-Garcia et al., 2019; Velte, 2018; Ozcan, 2021). Accordingly, the total number of KAMs
disclosed may be determined by both auditor characteristics and auditee characteristics. Thus, the study addresses the
following research question:

RQ1: What is the relationship between the number of KAMs disclosed in the audit reports in Tiirkiye and auditor and
auditee characteristics?

2.1. Dependent Variable

The dependent variable of the study is the number of KAMs disclosed in the auditor’s report. In prior studies, the
dependent variable has been measured using different Key Audit Matters specifications, including both the number and
the type or category of disclosures. In line with prior literature, alternative specifications were initially considered, such
as classifying KAMs into entity-level and account-level risk disclosures, following Sierra-Garcia et al. (2019). However,
consistent with the dominant approach in empirical KAM research, this study uses the total number of KAMs disclosed
in the auditor’s report as the sole dependent variable.

2.2. Independent Variables

2.2.1. Auditor-Specific Characteristics

Based on the prior studies in the literature, it has been argued that auditor-related characteristics are one of the key
factors influencing the number of KAMs. Accordingly, these characteristics are investigated across three themes: type
of audit firm, auditor gender, and audit opinion.

2.2.1.1. Audit Firm

Stakeholders see Big Four firms as providing a higher-quality audit, which is more credible than non-Big Four firms
(Moroney, Phang & Xiao, 2021). This argument can be explained by the Big Four firms’ access to high-quality human
capital, substantial financial resources, and advanced information technologies, which collectively enhance the audit
quality (Ozcan, 2021; Velte, 2018). Even though their roles are not significant in Western samples (Wuttichindanon &
Issarawornrawanich, 2020), they do have a corporate governance role and mitigate the agency problems in emerging
markets (Fan & Wong, 2005). Thus, the influence of the Big Four on the number of KAM disclosures in Tiirkiye as an
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emerging market may be highly relevant. Accordingly, Big Four auditors may tend to disclose more KAMs. Based on
this discussion, the following hypothesis is proposed:

H1: There is a positive relationship between a firm being audited by a Big Four firm and the number of KAMs
disclosed.
2.2.1.2. Gender
Gender based differences may have significant implications on the audit process and auditor judgement (Ittonen,
Védhdmaa & Vidhdmaa, 2013). Prior judgement and decision-making research reveal that gender effects on audit
judgements arise from two primary sources (Gold, Hunton & Gomaa, 2009). The first one is about risk aversion; females
are more risk-averse than males (Gold, Hunton & Gomaa, 2009). Men are more likely to see a risky situation as a
challenge that calls for participation, whereas women are more likely to see it as a threat that encourages avoidance
(Croson & Gneezy, 2009). Second, women are detailed information processors, while men are selective information
processors. Women auditors exhibit greater efficiency in information processing on more complex tasks than on less
complex ones. As the complexity of the task increases, women outperform men and men outperform women when the
task complexity is low (Chung & Monroe, 1998; O’Donnel & Johnson, 2001).
Female auditors tend to exhibit greater skepticism during the audit process (Sen & Terzi, 2023), and they are less likely
than their male counterparts to engage in unethical behavior, manipulate financial reports for material gain (Coskun,
2021; Gavious, Segec & Yosef, 2012; Ittonen, Vahdmaa & Viahdmaa, 2013).
Given their relatively higher risk aversion (Velte, 2018), greater attention to detail, as reflected in the selectivity
hypothesis (Gold, Hunton & Gomaa, 2009), and higher levels of professional skepticism, female auditors are expected
to disclose more KAMSs in their audit reports. This expectation is consistent with Wuttichindanon and
Issarawornrawanich (2020), who assert that female auditors tend to issue more KAMs. This leads to the following
hypothesis:

H2: There is a positive relationship between gender (being female) and the number of KAMs
2.2.1.3. Audit Opinion
Two main goals of an auditor’s report are to make a firm’s financial statements more credible through third-party
assurance and to facilitate stakeholder decision making (Gray et al., 2011). However, users have expressed concern
about the feasibility of both goals in response to fraudulent activities that occurred alongside unqualified audit opinions
(e.g., Enron and WorldCom) (Cade & Hodge, 2014).
Against this background, the type of audit opinion significantly affects the number of KAMs (Ozcan, 2021). Audit
opinions and KAMSs cannot substitute for one another, they serve different purposes. Nevertheless, the potential negative
consequences of issuing a qualified opinion may lead auditors to emphasize significant risks through KAM disclosures
instead (Ferreira & Morais, 2019).
It can therefore be concluded that, rather than directly confronting the conflict by issuing a qualified opinion, which
may harm both the auditor-client relationship and the auditor’s reputation, the auditor may choose to avoid confrontation
by providing an unqualified opinion while increasing the number of KAM disclosures (Ozcan, 2021; Velte, 2018; Pinto
& Morais, 2019). Hence, it is hypothesized that:

H3: There is a positive relationship between the audit opinion and the number of KAMs.
2.2.2. Auditee-Specific Characteristics
According to ISA 701 (ISA 701.A30), the size and complexity of the entity, the nature of its business environment
affects the number of key audit matters to be included in the auditor’s report. Accordingly, the study investigates firm
complexity, profitability, firm size and leverage as the auditee-specific independent variables.
2.2.2.1. Firm complexity
Researchers typically expect that the more complex a client, the harder and riskier it is to audit (Hay, Knechel & Wong,
2006; Pinto & Morais, 2019). Auditors working for complex firms may feel greater pressure to disclose KAMs to
maintain their independence and reduce audit risk (Ozcan, 2021). Ferreira and Morais (2019) and Pinto and Morais
(2019) assert that the auditor tends to disclose more KAMs in complex firms to reduce their liability and maintain their
reputation. Sierra-Garcia et al. (2019) state that complex firms require more audit effort, and so their audit reports will
include a greater number of KAMs.
Based on the empirical findings of Hay et al. (2006), research analyzing the firm complexity in the literature indicates
that the number of subsidiaries is the most common indicator of firm complexity. Consistently, this study uses the
number of subsidiaries as a proxy for firm complexity, and it is expected that the auditors tend to disclose more KAMs
in firms with a higher number of subsidiaries.

H4: There is a positive relationship between firm complexity and the number of KAMs.
2.2.2.2. Profitability
Profitability of the client firm is often considered a measure of risk (Simunic, 1980) and associated with future viability
(Pinto & Morais, 2019). Therefore, the most profitable companies tend to have a lower probability of non-compliance
and receive an unqualified auditor’s opinion (Ferreira & Morais, 2019). To put it differently, firms with lower
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profitability tend to misstate the financial statements, increasing the likelihood of qualified opinion and the disclosure
of KAMs (Pinto & Morais, 2019).
Auditors of less profitable companies with high operational risk feel greater pressure to disclose KAMSs to maintain
their independence (Ferreira & Morais, 2019). Also, the worse the firms’ performance, the greater the risk to the auditor
and the higher the expected audit fee (Hay, Knechel & Wong, 2006).
Wouttichindanon and Issarawornrawanich (2020) found that highly profitable companies disclose fewer KAMs. Sierra-
Garcia et al. (2019) assume that the client firm’s performance will be positively related to KAM disclosure, by linking
the likelihood of losses to a higher level of risk. In this study, profitability ratio (net income divided by total equity) is
used to measure the profitability (Hay, Knechel & Wong, 2006), and the hypothesis is developed accordingly,

H5: There is a negative relationship between the profitability and the number of KAMs.
2.2.2.3. Size
According to Simunic (1980), the size of the client firm is measured by the firm’s total year-end assets. Hay et al. (2006)
state that assets and sales are the two variables used to measure size. These two studies highlight that inventory, and
receivables are two areas that are more difficult to audit, thus have a higher probability of error. These parts of the audit
process increase the risk related to process. However, large firms have greater power to negotiate audit fees with auditors
and can exert greater pressure on auditors to disclose fewer KAMs (Pinto & Morais, 2019). Based on these arguments,
client size is included in the study and measured as the natural logarithm of the total assets to avoid scale-related
problems (Sierra-Garcia et al., 2019). It is expected that larger clients disclose a greater number of KAMs.

H6: There is a positive relationship between the firm size and the number of KAMs.
2.2.2.4. Leverage
Companies with high debt level present a greater risk and require the auditor’s attention (Ferreira & Morais, 2019). Two
of the most common proxies for leverage are the leverage ratio (debt to total assets) and the equity-debt ratio (Hay,
Knechel & Wong, 2006). Highly leveraged companies require greater attention and audit effort; the expected
relationship between audit fees and the leverage ratio is positive (Hay, Knechel & Wong, 2006). As the potential
financial problems increase, leveraged companies will need to disclose more KAM (Sierra-Garcia et al., 2019; Ferreira
& Morais, 2019). The leverage variable reflects the effect of potential financial problems and is measured as total debts
divided by total assets (Wu et al., 2016; Sierra-Garcia et al., 2019). Thus, the following hypothesis is proposed:

H7: There is a positive relationship between the level of leverage and the number of KAMs.

3. RESEARCH MODEL

Based on the prior literature and considering the characteristics of the auditor and the audited company, seven
independent variables have been defined.
Table 1: Variable Definitions

Variable Type Measurement/ Coding Description
KAMs Number of KAMs disclosed in
(Dependent Count the audit report for each firm- | Total number of Key Audit Matters disclosed.
Variable) year.
AuditFirm Dummy (1= Big Four; 0= Non-Big Indicates.whether the client is audited by a Big
Four). Four audit firm.
Gender Dummy (1= Female auditor, 0= Male | 5o o he engagement partner.
auditor)
Opinion Dummy (1=Unqualified opinion; 0= | Indicates whether the audit opinion is
Qualified opinion) unqualified or qualified.
Complexity Continuous | Total number of subsidiaries Proxy for structural complexity
Profitability Continuous | ROE= Net Income/ Total Equity | Measures firm profitability and equity efficiency
Size Continuous Natural logarithm of the total | Proxy fqr the client §ize (Hay, Knechel & Wong,
assets 2006; Pinto & Morais, 2019)
Proxy for solvency representing the effect of
Leverage Continuous | Total Liabilities / Total Assets potential financial problems (Pinto & Morais,
2019; Sierra-Garcia et al., 2019)
€ Error term.

The research model is established as follows: incorporating the dependent and independent variables:
KAM=B0+p1AuditFirm;+p2Genderi+p30pinioni+B4Complexityi+p5Leveragei+p6Sizei+p7ROE+e;
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3.1. Sample and Data

The sample is defined based on the firms listed on the BIST 100 Index as of the fourth quarter of 2024. Due to the
reimplementation of inflation accounting in Tiirkiye as of 2023, the comparability of financial statements has changed
materially. For this reason, this study relies on 2024 inflation adjusted financial statements, which constitute a consistent
and methodologically reliable reporting period for the analysis. Firm-level characteristics such as size, profitability,
number of subsidiaries, and leverage are obtained from financial statements and audit reports from the Public Disclosure
Platform for the years 2023 and 2024. The sample firms are subject to independent audit and publicly disclose their
financial statements transparently through the Public Disclosure Platform.

Following Ferreira and Morais (2019) and Pinto and Morais (2019), financial industry entities have been excluded
because they are subject to additional auditing and governance regulations, and present different specificities. Moreover,
in Tiirkiye, banks and certain financial institutions have been exempted from inflation accounting. These regulatory
differences would introduce methodological incomparability. Therefore, the study just focuses on the non-financial
BIST 100 firms. While 28 companies in the BIST 100 Index operate in the financial industry, data for the remaining 72
companies were collected from their independent audit reports and consolidated financial statements for both 2023 and
2024. Due to the unavailability of comparable data for 1 of the 72 non-financial companies, the entity was removed
from the analytical dataset to ensure consistency and reliability of the sample.

Table 2: Selection of the Sample

BIST 100 Index Companies Observations
Listed throughout study period (2023-2024) 200
Companies with missing/unavailable data (1 company) 2
Financial sector companies (28 companies) 56
Total sample with KAM disclosures (71 companies) 142

3.2. Descriptive Statistics

Since 2023 is the first year of inflation accounting implementation, it is reasonable to expect that auditors may be overly
anxious and disclose a larger number of KAMs. Consequently, using two consecutive years of data renders the research
results more robust and allows examination of changes in the number of KAM disclosures.

Researchers commonly assert that some industries are more difficult to audit than others (Simunic, 1980; Hay, Knechel
& Wong, 2006). The business sector in which a client operates is an important contextual variable in materiality
judgements and may have a great impact on risk assessments (Sierra-Garcia et al., 2019). For example, even though
financial institutions and utilities have greater assets, they are generally easier to audit than companies with extensive
inventories, receivables or knowledge-based assets (Hay, Knechel & Wong, 2006; Sierra-Garcia et al., 2019). This is
explained by the fact that banks are more regulated and supervised, leading auditors to identify fewer areas of risk,
perform less extensive audits, and tend to disclose fewer KAMs (Pinto & Morais, 2019).

The most representative sector in this study’s sample is manufacturing, with 30 firms. Table 3 shows that the
manufacturing sector reports the highest number of KAMs due to its sample size. This finding is not specific to the
2023-2024 period but appears to persist over time, as similar results were reported for earlier periods by Kavut and
Giing6r (2018) and Karapinar and Délen (2020). In the Turkish context, the extensive use of inventory and asset and
cost accounting systems may lead auditors to identify and disclose more KAMs than in other sectors.

Table 3: Sum of # of KAMSs Across the Years and Industries

# of 2023 203 0 2% Toml

Company N Avg N Avg KAM
Construction and Public Works 5 12 2.40 11 220 23
Egru\zitejon Health Sports & Entertainment 4 7 175 8 200 15
Electricity Gas and Water 8 24 3.00 22 275 46
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Hotels and Restaurants 1 4 4.00 3 300 7

Information and Communication 2 7 3.50 6 3.00 13
Manufacturing 30 73 2.43 66 2.20 139
Mining and Quarrying 3 6 2.00 6 2.00 12
Zgl;\e/?tsiz)snal Scientific and Technical 2 5 250 5 250 10
Technology 5 12 2.40 12 240 24
Transportation and Storage 5 9 1.80 9 1.80 18
Wholesale and Retail Trade 6 14 2.33 11 183 25
Total 71 173 244 159 2.24 332

Table 4 summarizes the type of audit firms, auditor gender, and opinion. The audit firms included in the study are
categorized into the Big Four audit firms and other audit firms. While Kavut and Giingor (2018) reported that 80% of
the BIST 100 firms were audited by Big Four firms, this distribution has become nearly balanced as financial firms have
been excluded. However, in both years, male auditors dominate the audit profession.

Table 4: Categorical Variable Information

Factor Category 2023 N | 2023% | 2024 N | 2024%

Non-Big Four 30 42.3 30 42.3

Audit Firms Big Four 41 57.7 41 57.7
Total 71 100.0 71 100.0

Male 62 87.3 65 91.5

Auditor Gender Female 9 12.7 6 8.5
Total 71 100.0 71 100.0

Quialified 6 8.5 8 11.3

Audit Opinion Unqualified 65 91.5 63 88.7
Total 71 100.0 71 100.0

As for firm characteristics (Table 5), the number of subsidiaries (complexity) ranges from 1 to 82 in 2023 and 1 to 124
in 2024, with an average value of 9.31 and 10.75, respectively. Firm size is measured as the natural logarithm of the
total assets, with a mean of approximately 9.1 in both years. An average leverage ratio of around 48-50% indicates that
firms have a moderate level of debt, rather than a high one. Return on Equity varies notably between years; the mean
ROE was 22.2% in 2023 but decreased to 7.3% in 2024. Finally, the average number of KAMs reported was 2.44 in
2023 and 2.24 in 2024.

Table 5: Continuous Variable Information

2023 2024
N | Min Max | Mean S.t d'. N | Min | Max | Mean S.t d'.
Deviation Deviation
Dependent Total
Variable Number of | 71 1 5 2.44 .93 71 1 5 2.24 1.04
KAMs

Complexity | 71 1 82 9.31 13.00 71 1 124 | 10.75 17.15

Covariate Leverage | 71 | .05 1.13 49 21 71| .09 | 1.09 47 .20
Size 71 | 6.02 11.31 9.06 1.27 71 | 6.15 | 11.45 | 9.10 1.29

ROE 71 | -1.66 5.30 22 .69 71 | -.38 .63 .07 17
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3.3. Analysis Results
The model was first estimated using a Poisson regression within a generalized linear model (GLM) with a log link
function, which is suitable for the count nature of the dependent variable. The One-Sample Kolmogorov—Smirnov test
yielded a p-value of 0.396, which is greater than 0.05. Therefore, the null hypothesis cannot be rejected, indicating that
the dependent variable is consistent with a Poisson distribution. However, the value/df from the Goodness of Fit table
is 0.390, which is well below 1, indicating that the under-dispersion model is violated. Therefore, the hypotheses are
tested using a linear regression model, following Sierra-Garcia et al. (2019), Pinto and Morais (2019), Ferreira and
Morais (2019), and Wuttichindanon and Issarawornrawanich (2020).
According to the ANOVA results, the overall regression model is statistically significant (F=3.551, p= 0.003) (table is
not included here), indicating that the independent variables jointly explain a significant portion of the variation in the
total number of KAMs.

Table 6: Coefficients?

Model Urcli;[:?gjir::j:d Standardized Coefficients ¢ Sig. Collinearity Statistics
B Std. Error Beta Tolerance VIF

(Constant) .066 .989 066 | .947
Audit Firm | -.213 265 -.101 -.803 | .425 .720 1.388
Gender 1.302 406 .348 3.207 | .002 .966 1.035
1 Opinion 434 363 132 1.195 | .236 934 1.070
Complexity .008 .007 130 1.147 | .256 .886 1.128
Leverage .073 .563 .014 129 | .898 915 1.093
Size .198 .098 .245 2.029 | .047 778 1.285
ROE -1.678 .662 =277 -2.535 | .014 953 1.050

a. Dependent Variable: Total Number of KAMs

Table 6 presents the results of the linear regression analysis for hypothesis testing. H1, which proposes that Big Four
audit firms may have a significant influence on the number of disclosed KAMs in emerging markets such as Tiirkiye,
is not supported by the findings.

When prior studies conducted in the Turkish context are considered, contrasting findings emerge. Karapinar and Ddlen
(2020), based on the 2018 fiscal year data, found that audit firm type has a significant effect on the number of reported
KAMs. Similarly, Ozcan (2021), examining the manufacturing firms for the 2019 fiscal year, concluded that non-Big
Four audit firms disclosed more KAMSs than Big Four firms. In the present study, however, no statistically significant
difference is observed in the total number of KAMs disclosed by Big Four and non-Big Four auditors. This finding is
consistent with prior evidence from Western settings, where no significant association between audit firm type and
KAM disclosures has been documented, such as in studies by Sierra-Garcia et al. (2019) and Velte (2020). However, it
contrasts with evidence from emerging markets such as Thailand and Brazil, where Big Four auditors have been found
to disclose significantly more KAMs (Ferreira & Morais, 2019; Wauttichindanon & Issarawornrawanich, 2020). The
divergence from earlier Turkish studies (Karapinar & Délen, 2020; Ozcan, 2021) may reflect temporal changes in audit
standardization. Given that the present study analyzes 2024 fiscal year data compared to 2018-2019 data in prior
research, the narrowing of differences between Big Four and non-Big Four auditors likely reflect the broader adoption
of ISA 701 and Turkish Auditing Standards as well as improved compliance and technical capacity across all audit firm
categories in recent years.

Based on arguments that female auditors tend to perceive risky situations as threats and therefore show stronger risk-
avoidance tendencies, that they are more detail-oriented information processors, more skeptical, and more likely to
avoid unethical behaviors that could manipulate financial reports, H2 is developed based on the expectation that female
auditors would report more KAMs. The results show that auditor gender has a positive and statistically significant effect
on the number of reported KAMs. The beta coefficient (f = 0.348) indicates that this variable is one of the strongest
predictors in the model. Accordingly, in Tiirkiye, female auditors report more KAMs than male auditors. This result is
consistent with the hypothesis and aligns with Hogarth’s view that individual characteristics shape decision outcomes.
However, the limited number of female auditors in the sample should be considered when interpreting this result, as it
may affect the generalizability of the finding. The finding that female auditors report more KAMs is consistent with
recent evidence from Tiirkiye (Gegici, 2025). The study, covering 194 non-financial firms listed on BIST for the 2017-
2023 period also found that auditor gender has a positive and statistically significant effect on both number of KAMs
disclosed and the length of disclosure.

Although H3 was developed based on the argument that auditors may avoid confrontation by issuing an unqualified
opinion while increasing the number of KAM disclosures, the empirical results do not support this expectation. No
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statistically significant relationship is found between the audit opinion and the number of reported KAMs. This finding
suggests that, in the Turkish context, auditors do not appear to use KAM disclosures as a strategic substitute for
modifying their audit opinions. In other words, issuing an unqualified opinion is not accompanied by systematically
higher KAM reporting. Moreover, this result is consistent with the findings of Ozcan (2021), who studied the number
of KAMs in manufacturing firms in the Turkish context, and with those of Karapinar and Délen (2020), who analyzed
BIST companies in the first year of KAM implementation.

Firm complexity is measured by the number of subsidiaries. Although H4 hypothesized a significant relationship
between firm complexity and the number of KAMs, the analysis results show that no statistically significant relationship
between complexity and the number of reported KAMs. Prior research generally suggests a positive association between
firm complexity and KAM disclosures, although the strength of this relationship may vary across different institutional
and sectoral context.

In the Turkish context, Ozcan (2021) finds that, for manufacturing firms, the number of KAMs increases with firm
complexity. Similar results are also reported for Brazil and Thailand (Ferreira & Morais, 2019; Wuttichindanon &
Issarawornrawanich, 2020), and in the study examining the UK, the Netherlands, and France (Pinto & Morais, 2019).
The present study includes a broader sample of BIST 100 firms across manufacturing, retail, and service sectors, which
may reduce the explanatory power of complexity measured solely by the number of subsidiaries.

The negative and significant effect of return on equity on the number of KAMs can be explained by the fact that more
profitable firms are perceived by auditors as less risky and less problematic. In firms with strong financial performance,
the number of areas that qualify as key audit matters decreases, resulting in fewer KAM disclosures in audit reports.
This finding is consistent with theoretical expectations that financial success reduces audit risk.

The ROE (H5) variable has a negative and statistically significant coefficient (B = -1.678, t = -2.535, p = 0.014),
indicating an inverse relationship between profitability and the number of reported KAMs. However, this coefficient
should be interpreted with caution because the dependent variable ranges from 1 to 5, and a one-unit increase in ROE
represents a relatively large economic change in practice. The standardized beta (B = —0.277) shows that ROE is an
important explanatory variable in the model. The tolerance (0.953) and VIF (1.050) values indicate that there is no
multicollinearity problem for this variable. This finding is consistent with the prior literature. Pinto and Morais (2019)
indicate that firms with lower profitability are at greater risk of failure; therefore, auditors may need to extend the scope
of their work and disclose more KAMs. The results reported by Wuttichindanon & Issarawornrawanich (2020), and
Sierra-Garcia et al. (2019) also suggest that highly profitable companies disclose fewer KAMs. Ozcan (2021) reports
that ROE is negatively but insignificantly related to KAMs for Tiirkiye case. The statistically significant result obtained
in the present study may reflect differences in the selected sample.

The Size (H6) variable has a positive and statistically significant coefficient (B = 0.198, t = 2.029, p = 0.047). When the
natural logarithm of total assets increases by one unit, the number of KAMs increases by about 0.20 units, holding other
variables constant. The standardized beta (B = 0.245) shows that firm size is an important explanatory variable in the
model. The tolerance (0.778) and VIF (1.285) values indicate that there is no multicollinearity problem for this variable.
This finding is consistent with the findings of Sierra-Garcia et al. (2019). Accordingly, it can be concluded that larger
firms tend to involve more complex operations and reporting structures, which may lead auditors to disclose more
KAMSs. In other words, as firm size increases, the number of reported KAMSs also increases.

The last hypothesis was developed on the expectation that highly leveraged companies disclose more KAMs. However,
the analysis results indicate that the hypothesis (H7) is not supported and there is no significant relationship between
leverage and number of KAMs for Turkish companies. Similarly, Ozcan (2021) reports that leverage is positively but
insignificantly related to KAM disclosures. This consistency suggests that leverage may not be a sufficiently strong
determinant of KAM reporting in the Turkish context. Under the inflation-accounting conditions, leverage may not
clearly differentiate firms clearly in terms of audit risk. Consequently, auditors may devote more attention on firm-
specific risk areas than to capital structure when determining KAM disclosures.

Pairwise correlation coefficients indicate that the total number of KAMs is positively associated with gender and firm
size and negatively associated with ROE for the 2024 fiscal year. No significant correlation is observed between the
number of KAMs and audit firm type, auditor opinion, complexity, or leverage. Moreover, none of the independent
variables exhibit excessively high correlations with one another, suggesting no serious multicollinearity concerns,
consistent with the VIF results reported in the regression analysis. As an additional robustness check, the regression
model was also estimated using 2023 observations. The results did not produce a statistically significant overall model.
Compared with 2023, the 2024 fiscal year findings provide clearer and statistically stronger evidence regarding the
determinants of number of KAMs. One possible explanation is that 2023 represents the first reporting period following
the implementation of inflation-accounting in Tiirkiye, which may affect auditors’ judgments and reduce explanatory
power of conventional firm-level variables.
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4. CONCLUSION

This study tested seven hypotheses regarding the number of KAM disclosures in Turkish companies, using 2024 fiscal
year data. The findings reveal mixed support for the proposed hypotheses. The regression results reveal that three
variables significantly influence the number of KAMs disclosed. Auditor gender ( = 0.348, p<0.01) emerged as the
strongest predictor, with female auditors reporting more KAMs than male auditors. This finding is consistent with
behavioral literature on risk awareness and skepticism. Female auditors may strengthen the communicative value and
informativeness of audit reports, supporting the interpretation that they tend to adopt a more comprehensive reporting
approach. Therefore, the present study reinforces the growing body of evidence indicating that female auditors
contribute to more extensive KAM disclosures (Gegici, 2025) within the Turkish audit context. Gender differences may
extend beyond the number of KAM disclosures to the reporting style itself. Specifically, Keskin et al. (2020) found that
KAMs prepared by female auditors are less readable than those prepared by male auditors. This finding indicates that
auditor gender may influence not only the extent of disclosure but also the linguistic complexity of audit reporting,
suggesting a broader effect of gender on communication practices in auditing.

H5, which is about the firm’s profitability (ROE), exhibited a significant negative relationship (f = —0.277, p<0.05),
indicating that more profitable firms tend to disclose fewer KAMs. H6; auditee size (f = 0.245, p<0.05) showed a
positive relationship, suggesting that larger firms receive more KAM disclosures due to their operational complexity.
Conversely, hypotheses regarding audit firm type (H1), audit opinion (H3), firm complexity (H4), and financial leverage
(H7) were not statistically supported, indicating that conventional determinants may play a secondary role under
transitional reporting conditions.

A key limitation of the study is the implementation of inflation accounting in Tiirkiye during the examined period. As
inflation-adjusted financial reporting was newly adopted, auditors may have disclosed additional KAMs due to
increased estimation uncertainty and reinforced the professional judgement. Consequently, the number of disclosed
KAMs may be affected by transitional inflation-related effects, which limits the comparability and generalizability of
the findings. This subject may be investigated in future research.

Another limitation of the study is the sample size and composition. The exclusion of financial institutions reduced the
sample to 71 firms, which is sufficient for the regression model employed, but this limits the generalizability of findings
to the broader population of non-financial BIST-listed firms. Moreover, including BIST 100 firms across diverse sectors
may hide industry-specific relationships that emerge in more homogeneous samples. For example, the non-significant
relationship between firm complexity and KAM disclosures in this study contrasts with industry-specific findings
reported in prior Turkish research (Ozcan, 2021) and international evidence from Brazil, Thailand, and Western Europe,
suggesting that sectoral heterogeneity may mask underlying audit-reporting patterns. Additionally, this study employs
a cross-sectional design that analyzes a single fiscal year (2024), which precludes examination of temporal trends in
KAM disclosure practices. Future research should address these limitations by employing industry-specific analyses to
examine whether relationships between firm characteristics and KAM disclosures vary across sectors. Comparative
studies with larger sample sizes spanning multiple years could better illuminate temporal trends in KAM disclosure
practices. Qualitative research investigating the content of KAM disclosures -rather than only their quantity- may
provide deeper insights into audit communication effectiveness. Finally, international comparative studies between
Turkish and other emerging markets would enhance our understanding of how institutional and regulatory context shape
audit practices.

The study is expected to be useful for managers, auditors, firms, policy makers, and financial information users. The
significant effect of auditor gender on the number of KAMs disclosures should be monitored by the Public Oversight
Board to determine whether the gender diversity correlates with audit quality outcomes. For audit firms, this finding
suggests evaluating whether the training programs adequately standardize risk skepticism across all auditors.
Policymakers should strengthen training requirements and quality assurance mechanisms to ensure consistent practices
across firms and auditors.
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