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Abstract   

Key Audit Matters (KAM) is an innovation of the auditor’s report, which is to appropriately 

enhance the communicative value and relevance of the auditor’s report. However, KAM may 

also affect the audit effort and enhance the audit fee. The objective of this study is to examine 

the effect of key audit matters (KAM) on audit fees. Data is collected from the Annual Report, 

the Financial Statement and Forms 56-1 for 2017. The sample is composed of 419 firms listed 

in the Stock Exchange of Thailand (SET). Multiple regression analysis is used to analyze 

hypotheses. The results show that KAM has an influence on audit fees, and found that most 

topics in KAM are revenue recognition, asset measurement, and assets impairment 

respectively. The findings of this research have benefits for properly determining audit fees 

that relate to KAM, and useful guidelines for regulators in encouraging accounting practices 

in accordance within regulations in each topic of KAM. 
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1. Introduction   

The auditor’s report concludes and reports to provide the audit opinion in the financial 

report by which auditors communicate issues that are relevant for decision-making of 

financial user. However, the auditor’s report form is constantly developing from the past to 

the present in order to be able offer information which has enhanced the quality with more 

completeness and accuracy.  

Nowadays, audit report was improved which has changed audit  report form  in 

accordance with the International Standard on Auditing ISA 701 by the International Auditing 

and Assurance Standards Board. The new ISA 701 deals with the auditor’s responsibility to 

communicate key audit matters (KAM) in the auditor’s report. This is because IAASB has 

improved international standard on auditing by determining and communicating KAM for 

providing additional information to intended users of the financial statements. This is 

accomplished by communicating key audit matters that provide additional information to the 

intended users of the financial statements. KAM also assists the intended users in 
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understanding the entity and areas of significant management judgment in the audited 

financial statements [11]. Therefore, KAM is an innovation of the auditor’s report, which is 

to appropriately enhance the communicative value and relevance of the auditor’s report. 

  However, KAM is a part of the new auditor’s report that may affect an audit plan for 

which the developing of an auditor's strategy is a detailed approach for the extent and timing 

of the audit [11]. The auditor demonstrates a higher auditing resources allocation and a higher 

audit effort to ensure the performance of the audit in an efficient and timely manner.  These 

situations affect an increase in audit costs, including future audit costs that may be incurred 

from the damage that an auditor criminal prosecution will cause if it fails to present important 

points of KAM in the audit reports. Therefore, the auditors have to charge higher fees for 

higher audit risks.  

Prior study, especially in Thailand, found that there is little investigation of the effect of 

KAM on audit fees. Therefore, to expand the research of issues in KAM is clearly needed, 

and fulfills this gap in the literature. This leads to the research question, which is, “How does 

KAM affect audit fees?” This researcher is interested in studying the influences of KAM on 

audit fees in order to use its result to obtain useful information for executives’ awareness to 

control and command an accountant in accounting practice. This is accordance with changing 

Thai Financial Reporting Standards (TFRS) in order to reduce KAM, and use the findings as 

a guideline to properly determine audit fees that relate to KAM. In addition, the findings of 

this research are useful guidelines for regulators to encourage accounting practices to conform 

with regulations. This is due to the continuous improvement in Thai Financial Reporting 

Standards (TFRS) nowadays in order to avoid KAM in auditor reports. Moreover, the findings 

of this research also are useful guidelines for the auditor to appropriately determine fees in 

accordance with audit cost and future cost from KAM.   

 

1.1 Research Questions 

 How does KAM affect audit fees? 

 

1.2 Research Objective 

(1) To explore the topics of KAM of listed firms in the Stock Exchange of Thailand. 

(2) To investigate the influences of KAM on audit fees of listed companies in the 

Stock Exchange of Thailand. 

 

2. Literature Reviews and Hypotheses Development 
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2.1 Key Audit Matters (KAM) 

The International Auditing and Assurance Standards Board (IAASB) determine that the 

International Standard on Auditing (ISA) 701 improves audit quality. ISA 701 is effective for 

audits of financial statements for periods ending on or after December 15, 2016. The new ISA 

701 deals with the auditor’s responsibility to communicate key audit matters (KAM) in the 

auditor’s report.  

KAM provides supplementary information to financial statements user in order to aid 

them in understanding the entity and areas of significant management judgment in the audited 

financial statements; as such matters are areas of focus in performing the audit. The auditor 

shall determine key audit matters and, having formed an opinion on the financial statements, 

communicate those matters by describing them in the auditor’s report [11]. 

For this reason, KAM is an important matter which has required significant auditor 

attention that relates to areas of complexity and significant management judgment in the 

financial statements, and therefore, often involves difficult or complex auditor judgments. As 

a result, the auditor has a higher assessed risk of material misstatement, significant auditor 

judgments relating to areas in the financial statements, and an effect on the audit of significant 

events or transactions. 

Mostly, it relates to the complexity of the data and is based on the executive’s judgment. 

In general, the greater the number of matters initially determined to be key audit matters, the 

more the auditor may need to reconsider whether each of these matters meets the definition 

of a key audit matter. The determination of key audit matters involves making a judgment 

about the relative importance of matters that required significant auditor attention. However, 

in certain limited circumstances, the auditor may determine that there are no key audit matters 

[11]. 

Moreover, determining the key audit matters for communicating them in the auditor’s 

report is a matter of the auditor’s professional judgment. The auditor’s decision-making 

process in determining key audit matters from the matters communicated with those charged 

with governance is based on the auditor’s judgment about which matters were of the most 

significance in the audit. 

Therefore, KAM may influence the auditor’s planned approach to the audit. In particular, 

when the audit approach required significant tailoring to the facts and circumstances of the 

entity, it may assist users in understanding unusual circumstances and significant auditor 

judgment required to address the risk of material misstatement. The auditor may develop a 

strategic plan at the planning stage about matters that are likely to be the key audit matters in 

the audit by properly setting the auditing scope; by allocate auditing resources, the extent of 

the audit effort, and increases in the number of audit hours. 
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The number of key audit matters to be included in the auditor’s report may be affected 

by the size and complexity of the entity, the nature of its business and environment, and the 

facts and circumstances of the audit engagement. For that reason, it may increase the auditor’s 

risk due to presenting erroneous opinions or ignoring KAM altogether.  Therefore, increasing 

audit effort help reduce audit risk. On the other hand it can enhance audit cost and higher 

audit fees. 

 

2. 2 Audit Fees 

Prior study has widely examined the determinants of audit fees, and most studies have 

applied the model of Simunic (1980). Simunic's audit fee model determines the factor of the 

audit fee, which consists of a resource cost component and an expected liability loss 

component [14]. [9, 10] modified the model of Simunic (1980) with present costs related to 

undetected material misstatements and the expected cost of business risk. As a result, it 

determines the three factors of the business risk which are: acceptable audit risk, residual 

litigation risk, and non-litigation risk. The reasons for these factors are in accordance with 

audit costs, such as the cost of audit practice and cost of legal proceedings damages which 

include the cost of compensation for damages and the cost of loss of reputation. 

In addition, audit effort affects audit cost because the main determinants of audit fees are 

the factors that may significantly influence the amount of audit effort. An increase in audit 

effort and risk premiums contributes to an increase in audit pricing [4].  

This research applies the concept of the Simunic's audit fees model that KAM affects the 

audit effort. This is due to the fact that the auditor must use the audit judgment to present 

significance topics that affect a financial user’s decision. Audit risk from errors in presenting 

audit reports affect higher audit effort, audit time and enhance the final audit cost. Therefore, 

there are factors that compensate for these costs. For example, the auditors will charge higher 

fees. Previous research, found that audit risk has a positive influence on audit fees [1, 8, 15, 

16]. Moreover, audit effort affects audit fees [2-3]. 

In general, auditors need to increase their workload, if they face greater risk [6]. It may 

be that KAM is the problem, in that it may require auditors to increase their quantity of audit 

work. Therefore, the companies with a higher level of KAM, the auditors are more likely to 

perceive more potential risk and thus may increase audit effort. In accordance with prior 

research, [5] found that higher levels of inherent risk result in higher levels of audit effort in 

order to reduce detection risk. As a result, the auditors have an incentive to spend more time 

and use more audit resources to protect auditors’ reputations, to prevent potential losses from 

lawsuits, and thus charge higher fees [3]. Therefore, the hypothesis is proposed as follows: 

Hypothesis: KAM will have a positive influence on audit fees. 
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Figure 1: Conceptual Model of the effect of KAM on Audit fees 

 

3. Research Methods 

 

3.1 Sample Selection and Data Collecting Procedure 

The population and sample in this research were the listed companies on the Stock 

Exchange of Thailand (SET) which are chosen from SET’s database, and based on the study 

period 2017. The initial samples of the listed companies are 519 firms. The research excluded 

some companies which are banks, finance and securities, insurance sectors and rehabilitation 

firms (Rehabco). This is because their accounting procedures differ from those of other 

sectors. In addition, the research excludes firms which have incomplete data. Therefore, the 

final sample in this study consisted of 419 firms. Data were collected from the annual 

financial reports of listed companies on SET for the years 2017. 

 

3.2 Statistical Testing 

Multiple Regression Analysis (MRA) is used to test the hypothesis. Moreover, the 

researcher set four control variables from previous studies that influence the dependent 

variables in the equation as follows: auditee size (SIZE), operation risk (LEV), profitability 

(ROA) and type of auditor (AUDITOR).  

 

 

 

LnFEE  = α01 + β01KAM +  β02SIZE +  β03LEV +  β04ROA + β05AUDITOR  + ε01 

Fees KAM 

 
Control variables: 

- Auditee characteristics 

- Type of auditor 
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Where: 

LnFEE  = natural logarithm of annual audit fee  

KAM = number of key audit matters in auditor’s report 

SIZE = firm size (total assets at year-end) 

LEV = firm leverage (debt- to- equity ratio) 

ROA = firm profitability (return on asset ratio) 

AUDITOR = auditor firm type (dummy variable equals 1 for Big 4 audit firms (PwC, 

Deloitte, KPMG, and EY); and 0 for other) 

 

4. Results 

 

4.1 Descriptive statistics 

With respect to the descriptive statistics, this study found samples that five firms that do 

not have KAM and 419 firms that have KAM. The maximum KAM is five topics within the 

firm.        In addition, types of KAM are shown in Table 1.   
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Table 1: Type of KAM 

 

Type of KAM Frequency Percent 
Note 

(Topics)  

KAM 1 233 30.03 revenue recognition 

KAM 2 91 11.73 asset measurement 

KAM 3 103 13.27 assets impairment 

KAM 4 56 7.22 allowance for devaluation of asset 

KAM 5 45 5.80 allowance for doubtful accounts 

KAM 6 12 1.55 provisions  

KAM 7 15 1.93 acquisition  

KAM 8 18 2.32 merger  

KAM 9 43 5.54 inventory  

KAM 10 24 3.09 deferred tax assets  

KAM 11 16 2.06 investment property 

KAM 12 17 2.19 goodwill  

KAM 13 5 0.64 valuation 

KAM 14 24 3.09 investment   

KAM 15 9 1.16 lawsuit  

KAM 16 8 1.03 cost recognition  

KAM 17 57 7.35 another topic 

TOTAL 776 100.00  

 

Table 1 presents frequencies of the type of KAM that can be classified into 17 topics. 

This research found that most topics in KAM are revenue recognition (KAM1 = 30.03%), 

assets impairment (KAM3 = 13.27 %), and asset measurement respectively (KAM2 = 11.73 

%). The possible reason for these results is that regulators continuously improve, relative to 
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Thai Financial Reporting Standards (TFRS) nowadays, in order to be in accordance with 

IFRS. Especially, IFRS 15 obtains revenue from contracts with customers. This change may 

affect many firms that have a problem in revenue recognition; and it may be the cause of 

auditor considerations in determining the relative significance of a matter, and when there are 

KAM topics to communicate in the auditor’s report. 

 

Table 2: Number of KAM Per Company 

 

Number of KAM 

(topics) 

Frequency 

 

Percent 

 

0 8 1.91 

1 154 36.75 

2 177 42.24 

3 65 15.51 

4 12 2.87 

5 3 0.72 

Total 419 100 

 

The results of the number of KAM topics per company (in Table 2) show that most 

samples have two topics of KAM (42.24 percent). There are only eight firms that have no 

topics in KAM and three firms that have the maximum number (five) of KAM topics.  These 

results indicate that it is the first year that shows KAM in the auditor’s report. Most auditors 

pay attention to determining and communicating KAM (98.09 percent). Significant auditor 

judgments relate to these areas in the financial statements. 

 

Table 3: Amount of Audit Fees 
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Variable

s 

N Minimum Maximum Mean Median Std. Deviation 

Fees 419 400,000.00 148,000,000.00 4,573,893.55 2,350,000 10,354,743.22 

LnFEE 419 12.90 18.81 14.82 14.67 0.84 

 

Moreover, the descriptive statistics of audit fees (in Table 3) with minimum are 400,000 

baht and a maximum of 148,000,000 baht. The mean statistics are 4,573,893.55 baht, the 

median are 2,350,000 baht, and the standard deviation are 10,354,743.22 baht. As a result, 

there are many data distributions of fee variables. From the prior research, the logarithmic 

audit fee model has become the accepted standard in the accounting literature. The natural 

logarithm of fees on a set of predictor variables has become the de facto standard functional 

form for estimating audit fees [13]. Therefore, transforming data is used for the dependent 

variable with the natural logarithm of audit fees. After transforming the dependent variable, 

it was found that LnFEE, with a mean value of 14.82, will be similar to the median value 

which is 14.67. 

 

4.2 Correlation analysis 

 

Table 4: Correlation Matrix 

 

 KAM SIZE LEV ROA AUDITO

R 

LnFEE 

KAM 

Pearson 

Correlation 
1 .048 .158** .037 .122* .241** 

Sig. (2-tailed)  .331 .001 .446 .012 .000 

SIZE 

Pearson 

Correlation 
 1 .086 .102* .120* .225** 

Sig. (2-tailed)   .079 .036 .014 .000 
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LEV 

Pearson 

Correlation 
  1 .026 .074 .329** 

Sig. (2-tailed)    .592 .133 .000 

ROA 

Pearson 

Correlation 
   1 -.035 .230** 

Sig. (2-tailed)     .472 .000 

AUDITOR 

Pearson 

Correlation 
    1 .262** 

Sig. (2-tailed)      .000 

LnFEE 

Pearson 

Correlation 
     1 

Sig. (2-tailed)       

  N 419 419 419 419 419 419 

**. Correlation is significant at the 0.01 level (2-tailed). 

*. Correlation is significant at the 0.05 level (2-tailed). 

 

With regard to any multicollinearity problem, the Pearson correlation for analysis of each 

variable pair is conducted in this research. The results of the correlation analysis explore the 

relationships among the variables and show any multicollinearity problems. The results show 

that the inter-correlations among the independent variablesare in the range of 0.035 – 0.329, 

of which all variables have a correlative value less than 0.90 [6].  

In addition, a variance inflation factor (VIF) is employed to test the correlation variables 

(in Table 5). The results indicate that the maximum value of VIF is below the cut-off value 

of 10 [12]. It is indicated that there are no multicollinearity problems confronted in this 

research. 

 

4.3 Multiple regression analysis 

 

Table 5: Results of Multiple Regression Analysis 
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Model Unstandardized 

Coefficients 

Standardize

d 

Coefficients 

t Sig. Collinearity 

Statistics 

B Std. 

Error 

Beta Toleranc

e 

VIF 

1 

(Constant) 13.894 .120  115.533 .000**   

AUDITOR .366 .074 .212 4.941 .000** .966 1.035 

ROA .043 .009 .209 4.915 .000** .985 1.015 

LEV .852 .135 .271 6.293 .000** .966 1.035 

SIZE 
1.148E-

012 
.000 .147 3.421 .001** .967 1.034 

KAM .152 .042 .157 3.639 .000** .959 1.042 

Significant at the ** 0.01 level, * 0.05 level 

R2 = 0.467, Adjusted R2 = 0.459, Durbin-Watson = 1.980 

  

Table 5 indicates that KAM has a significant, positive influence on audit fees (β01 = 0.152, 

p < 0.000). In this regard, KAM affects the enhancement of the audit effort; that is, the higher 

cost of an audit, leading to a higher audit fee in the finally. These are consistent with [2] who 

found that the increased audit fees are related to more audit effort, reduce the likelihood of 

restatements, and suggest the improvement of audit quality. Hence, the hypothesis is 

supported. 

In addition, the impacts of control variables, which are SIZE (β02 = 0.000000000001148, 

p < 0.001), LEV (β03 = .852, p < 0.000), ROA (β04 = .043, p < 0.000), and AUDITOR, have 

a significant, positive influence on LnFEE (β05 = 0.366, p < 0.000). These results imply that 

firm size, firm leverage, and firm profitability affect audit fees. Moreover, companies 

employed by the Big 4 audit firms tend to charge higher audit fees. 

 

5. Discussion 
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The results from this research indicate that KAM has a positive influence on audit fees. 

This finding implies that an auditor may be aware of the materiality of considerations in 

determining and communicating the process of KAM. As a result, it enhances audit effort and 

enables an auditor to charge a higher audit fee in order to compensate for the level of audit 

risk. This finding is consistent with the prior research evidence of [3] who found that the audit 

firm perceives this signal as an increase in potential risk; and thus, it may increase the scope 

of their audit as well as charge more audit fees to compensate for any increased audit effort 

and risk. Further, this result indicates that KAM plays a significant role in audit fees. 

 

6. Conclusion 

This research is attempts to describe the effect of the level of KAM on audit fees, based 

on providing new evidence in order to confirm the relationship between audit effort and audit 

fees from previous research. 

The results found an effect on audit fees in proportion to the level of KAM. These imply 

that the companies that have KAM tend to charge higher audit fees. Nowadays, Thai Financial 

Reporting Standards (TFRS) are continuously improved by the Federation of Accounting 

Professions under the royal patronage of His Majesty the King. This research provides 

benefits for regulators’ awareness to encourage accounting practices in accordance with the 

regulations within each topic of KAM. Moreover, the findings of this research have benefits 

for executives and auditors who use them as a guideline to properly determine audit fees that 

relate to KAM.  

 However, this research has some limitations. This research tests the hypothesis from 

only one year’s cross-sectional data. Therefore, these limitations lead to opportunities for 

future research which may study longitudinal data for a longer time in order to confirm these 

results. 
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