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ABSTRACT

This study examined the influence of auditor characteristics on Key Audit Matters
(KAM) disclosure. The independent variables are audit firm reputation, audit fees,
auditor industry specialization, auditor rotation, and audit tenure. The population
consists of manufacturing firms listed on the Indonesia Stock Exchange (IDX)
between 2022 and 2023. The samples were selected using a purposive sampling
technique, resulting in 245 firm-year observations. Using multiple linear
regression analysis, this study found that audit fees positively affect KAM
disclosure, while audit firm reputation, auditor industry specialization, auditor
rotation, and audit tenure did not have a significant impact. The findings imply
that financial incentives, such as higher audit fees, may encourage auditors to
provide more detailed and transparent KAM disclosures.
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Peran Karakteristik Auditor dalam Pengungkapan Key Audit Matters: Bukti
Empiris dari Perusahaan Manufaktur Terdaftar di Indonesia

ABSTRAK

Penelitian ini bertujuan untuk menganalisis pengaruh karakteristik auditor
terhadap pengungkapan Hal Audit Utama (HAU). Variabel independen dalam
penelitian ini meliputi reputasi kantor akuntan publik, biaya audit, spesialisasi
industri auditor, rotasi auditor, dan masa jabatan audit. Populasi dalam penelitian
ini terdiri dari perusahaan manufaktur yang terdaftar di Bursa Efek Indonesia
(BEI) pada tahun 2022 hingga 2023. Sampel dipilih menggunakan teknik purposive
sampling, yang menghasilkan 245 observasi firm-year. Dengan menggunakan
analisis regresi linear berganda, penelitian ini menemukan bahwa biaya audit
berpengaruh positif terhadap pengungkapan HAU, sementara reputasi kantor
akuntan publik, spesialisasi auditor dalam industri, rotasi auditor, dan masa
jabatan auditor tidak memiliki pengaruh yang signifikan. Temuan ini
mengindikasikan bahwa insentif finansial, seperti biaya audit yang lebih tinggi,
dapat mendorong auditor untuk memberikan pengungkapan HAU yang lebih rinci
dan transparan.
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1. Introduction

Before the implementation of Indonesia Audit Standard 700 (revised) and 701, the format of
the independent auditor’s report followed a standard structure. The auditor’s report presented
initial details regarding the scope of the audit, management’s responsibility for the financial
statements, the auditor’s responsibilities, and the auditor’s opinion. In general, audit report in each
financial report showed similarities, with differences in the opinion paragraph, particularly
regarding whether the opinion presented was unqualified, qualified, adverse, or a disclaimer of
opinion. Furthermore, differences could also arise from the inclusion of an emphasis of matter
paragraph and a separate paragraph on another subject or the absence of such paragraphs. Users of
financial statements have expressed criticism, stating that the existing independent auditor’s report
was not sufficiently informative and failed to provide the necessary information.

The International Auditing and Assurance Standards Board (IAASB) responded to the need
to improve communication quality and the informative value of audit reports by issuing a new
auditing standard. This standard was International Standard on Auditing (ISA) 701:
communicating key audit matters in the independent auditor’s report, introduced in 2015 and
implemented at the end of 2016 (Dogan & Arefaine, 2017). This standard requires the inclusion of
key audit matters (KAM) in a company’s annual report. KAM are those matters that, in the
auditor’s professional judgment, are of the most significant relevance in the audit of the current
period’s financial statements. KAM are selected from issues that have been communicated to those
charged with governance (IAASB, 2015).

In mid-2021, the Indonesian Indonesia Institute of Certified Public Accountants (/nstitut
Akuntan Publik Indonesia/IAPI) adopted ISA 701 as SA 701: communicating key audit matters in
the independent auditor’s report. This standard is used in audits of general-purpose financial
statements for listed entities and in situations where the auditor chooses to disclose significant
audit matters in the audit report. This rule applies to financial statement audits for the year 2022
(IAPI, 2021). The adoption of this auditing standard aligns with global trends in enhancing the
informational value of audit reports.

The primary focus areas for auditors are often related to complexity and significant
management judgments in financial statements, requiring difficult or complex evaluations by the
auditor. This condition demands auditors to adjust their audit strategies comprehensively, including
allocating more intensive resources and giving special attention to these areas. Auditors may need
to involve senior personnel with higher expertise or rely on specialized audit professionals and
individuals with specific expertise in accounting or auditing, appointed or assigned by the Public
Accounting Firm to ensure these areas are handled optimally (IAPI, 2021).

Due audit care theory is based on the assumption that professional auditors possess the
necessary knowledge, skills, prudence, and responsiveness appropriate to the situations they face
(Mautz & Sharaf, 1961). Under due audit care, auditors are obligated to perform their work with a
high level of professional caution in accordance with applicable. Due audit care not only involves
the meticulous execution of audit procedures but also requires auditors to exercise sound judgment
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in disclosing critical information to enhance financial statement transparency and accountability.
Auditors and their characteristics can influence the level of KAM disclosure in audit reports,
directly reflecting audit quality (Reid et al. (2019); IAPI (2024)). KAM cannot be separated from
the characteristics of auditors, as audit quality and outcomes are significantly influenced by
auditors’ professionalism, expertise, and experience.

Although auditing standards mandate auditors to disclose KAM in accordance with SA 701,
some independent auditor’s reports have yet to fully implement these provisions. According to
IAPI (2024), 13 audit reports did not include a KAM paragraph, indicating that while the majority
of auditors comply with the regulations, approximately 1.6% of total entities did not present KAM.
Of the 13 audit reports that did not present the KAM paragraph, 4 audit reports received an opinion
of'disclaimer of opinion'. These 4 audit reports complied with SA 705 (Revised 2021) and SA 701.
Therefore, it can be concluded that there are 9 audit reports that have not implemented SA 701,
representing 1% of the total sample. The remaining 99% have complied with at least one provision
of SA 701, which states that “Auditors must describe each key audit matter, using an appropriate
subheading, in a separate paragraph from the audit report, with the title ‘Key Audit Matters’”
(IAPI, 2021). Imperfections in SA 701 implementation may be due to various factors, such as
auditors' lack of understanding, differences in interpretation regarding KAM presentation, or
technical challenges in applying the new standard. Because, the effectiveness of KAM
communication relies on the auditor’s ability to determine the most critical issues encountered
during the audit process (IAPI, 2024).

The introduction of KAM in audit reports places greater emphasis on auditor-related factors
in determining how these matters are communicated. This heightened level of disclosure increases
the auditor’s exposure to risks, regulatory scrutiny, and professional accountability. As a result,
elements such as the size of the audit firm and the audit fee become key considerations in the
effective delivery of KAM (Sania & Ali, 2024). In addition, auditor characteristics such as industry
specialization, rotation, and tenure may also influence KAM disclosures. Specialized auditors are
better equipped to highlight sector-specific issues, while rotation brings fresh perspectives that
support objectivity. Longer tenure may deepen client insight but could raise concerns about auditor
independence.

Several previous studies have examined how auditor characteristics influence KAM
disclosure. Shao (2020) investigated independent variables related to audit firm characteristics,
including audit firm size, industry expertise, and audit tenure, as well as auditor characteristics
measured by gender, experience, and expertise. The study concluded that audit firm size, audit
tenure, and industry expertise significantly influence KAM disclosure, while gender, experience,
and expertise also have a significant effect on KAM disclosure.

In a study by Ferreira & Morais (2020), auditor size (Big 4 or non-Big 4) and audit fees were
used to analyze the impact of auditor characteristics on KAM disclosure. The study found that Big
4 firms significantly and positively influence KAM disclosure, while audit fees have a significant
but negative relationship with KAM disclosure.
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Suttipun (2022) used auditor type, audit fees, and auditor rotation to examine the impact of
auditor characteristics on KAM disclosure. The study found that auditor type (Big 4 or non-Big 4)
and audit fees have a significantly positive effect on KAM disclosure. However, there was no
evidence supporting the influence of auditor rotation on KAM disclosure. Rahaman et al. (2023)
also used Big 4 firms and audit fees to examine the impact of auditor characteristics on KAM
disclosure, but their research found no significant impact of Big 4 affiliation or audit fees on KAM
disclosure.

In another study, Hussin et al. (2022) examined auditor characteristics based on audit firm
size, audit fees, audit firm peak season, female audit partners, and audit tenure. Subsequently,
Hussin et al. (2023) analyzed audit firm reputation, audit fees, audit firm’s busy season, audit
tenure, and audit partner gender as factors affecting KAM readability. Furthermore, Mahd & Idris
(2024) examined auditor size, audit rotation, and audit opinion as auditor characteristics.

Based on previous studies, there has been limited studies that comprehensively examined
the impact of auditor characteristics on KAM disclosure. This study integrates various auditor
characteristics that may influence KAM, including audit firm reputation, audit fees, auditor
industry specialization, auditor rotation, and audit tenure, to comprehensively analyze their effect
on KAM disclosure. This study focuses on manufacturing companies listed on the Indonesia Stock
Exchange (IDX) during the 2022-2023 period. The manufacturing industry was chosen due to its
diverse risk profile, attractiveness to investors, and higher prevalence compared to other sectors.
This period was selected because SA 701 was first implemented in Indonesia on January 1, 2022.

2. Theoretical framework and hypotheses development

This research focuses on the concept of due audit care as a key element in the practice of
auditing professionals that must be applied to ensure high-quality work. Mautz & Sharaf (1961)
explain that due audit care includes understanding financial risks, attention to additional risks in
audits, and the application of procedures appropriate to the level of risk faced. Auditors must also
recognize unusual situations, take appropriate preventive measures, and ensure that all material
information has been thoroughly reviewed. Furthermore, auditors are required to update their
competencies through continuous study and supervise the work of their assistants to maintain audit
quality.

The implementation of due audit care aligns with the fundamental ethical principles of public
accountants, including integrity, objectivity, professional competence and due care, confidentiality,
and professional behavior (IAPI, 2020). Auditors must uphold honesty and transparency, remain
independent in decision-making, possess sufficient knowledge and skills, maintain client
information confidentiality, and comply with applicable regulations to preserve trust in the
profession.

However, in practice, auditors face various pressures that can affect the application of due
audit care, such as self-interest threat, self-review threat, advocacy threat, familiarity threat, and
intimidation threat (IAPI, 2020). These factors can reduce the auditor's objectivity when
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considering significant areas during the audit process, making it essential for auditors to adhere to
ethical principles and professionalism to maintain the quality and credibility of the audit
performed.

Audit firm reputation and KAM disclosure
Auditors are divided into two types, Big 4 and non-Big 4. Big 4 auditors refer to the 4 largest

audit firms in the world, namely KPMG, EY, Deloitte, and PwC. Auditors from Big 4 firms comply
more with due audit care. The distinction between these auditors can be explained using due audit
care theory, which emphasizes that auditors must carry out their duties with a high level of skill,
prudence, and professional skepticism. Big 4 firms are better positioned to fulfill these
responsibilities because Big 4 public accounting firms apply well-organized audit processes,
enforce more rigorous quality oversight, and benefit from advanced technological tools and
abundant resources (Che et al., 2019). These capabilities not only support more rigorous audit
processes but also enhance the identification and communication of critical audit issues. The use
of standardized procedures and computerized tools further strengthens audit consistency and
reliability.

Research by Suttipun (2022) found that Big 4 auditors provide more KAM disclosures
compared to non-Big 4 auditors, as Big 4 auditors do not only offer audit services in a limited
number of countries but also operate in various countries worldwide. Therefore, they must
maintain their reputation for delivering high quality services to remain competitive with local audit
firms. This aligns with studies by Shao (2020), Wuttichindanon & Issarawornrawanich (2020), and
Rahaman et al. (2023), which demonstrate that Big 4 firms have a positive relationship with the
amount of KAM disclosed. The reputation of audit firms in Velte (2018) is positively associated
with KAM disclosure, as firms affiliated with Big 4 firms have a better understanding of specific
industries and broader access to resources than small and medium-sized audit firms. Internal
factors such as staff training, periodic evaluations, and the standardization of audit techniques,
including the use of computerized procedures, support the achievement of high audit quality (Choi
et al., 2010). Referring to the above explanation, the formulated hypothesis is as follows:

Hi: Highly reputable audit firms tend to disclose more detailed KAM.

Audit fees and KAM disclosure

The disclosure of KAM requires auditors to be more focused when auditing company’s
financial statement and more meticulous in presenting audit report, which may result in higher
audit fees. High audit fees reflect the complexity of the audit and the client's high expectations
regarding audit quality. This aligns with the due audit care theory, which emphasizes that auditors
must perform their duties with a high level of diligence and accuracy in accordance with
professional standards. High audit fees represent the significant resources, time, and effort
allocated to the audit process. With such support, auditors can implement more in-depth
procedures, enabling them to identify risks more accurately and provide higher-quality evaluations
of significant areas in financial statement.
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The study by Li et al. (2019) found a significant positive influence between audit fees and
KAM disclosure. This is due to the expanded responsibilities of auditors, which impact audit fees
through increased costs. For example, auditors have additional work in considering, documenting,
preparing, and reviewing KAM disclosures (Reid et al., 2019). On the other hand, research by
Ferreira & Morais (2020) found evidence that audit fees have a negative effect on KAM disclosure.
Meanwhile, Bédard et al. (2018) found no relationship between audit fees and KAM disclosure.
Hb»: Audit fees have a positive effect on KAM disclosure.

Auditor industry specialization and KAM disclosure

Auditor industry specialization refers to the level of experience and expertise auditors have
when handled audits in a particular sector or industry. This means that the same auditor or audit
firm typically conducts audits for clients operating in the same industry. When auditors handle a
large number of entities within the same industry, their expertise and experience grow, which in
turn enhances audit quality. Auditor industry specialization has a strong understanding of the risks
and unique characteristics of a specific industry. This supports the application of better professional
due care in identifying and disclosing significant areas, aligning with the due audit care theory,
which emphasizes the importance of auditor competence in performing their duties according to
professional standards.

Research conducted by Wicaksono & Purwanto (2021) and Hutapea & Ghozali (2022)
documents that auditor industry specialization has a significant positive influence on audit quality,
consistent with the findings of Shao (2020), which provides evidence that auditor industry
specialization has a significant impact on KAM disclosure. These findings are also documented
by He (2021) in his study, which states that there is a significant positive relationship. Referring
to the explanation above, the formulated hypothesis is as follows:

Hs: Auditor industry specialization discloses more detailed KAM.

Auditor rotation and KAM disclosure

Auditor rotation is the process of changing public accountant by a company to carry out audit
duties on financial statements. Auditor rotation helps maintain auditor objectivity by introducing
a new auditor with a fresh perspective and a higher level of professional skepticism. Auditor
rotation encourages better application of due audit care as it can reduce excessive familiarity
between auditors and clients, which may compromise objectivity and independence. With rotation,
new auditors must critically evaluate financial statements without being influenced by long-term
relationships with clients. This allows for an analysis of changes in perspective from different
auditors (Lin & Yen, 2022).

Velte (2018) found a negative relationship between audit rotation and KAM disclosure. In
line with this, the study by Lin & Yen (2022) indicates that different KAM disclosures occur when
auditor rotation takes place. Other studies by Suttipun (2020) and Suttipun (2022) document no
significant influence of auditor rotation on KAM disclosure, supporting and aligning with research
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by Hategan et al. (2022) and Rahaman et al. (2023) which provide evidence that auditor rotation
does not significantly impact KAM disclosure. However, Mahd & Idris (2024) found significant
positive correlations between auditor rotation and KAM disclosure. Based on the explanation
above, the formulated hypothesis is as follows:

Ha: Newly appointed auditors in the auditor rotation process tend to disclose more detailed KAM.

Audit tenure and KAM disclosure

A long audit tenure provides auditors with a deeper understanding of a client's business and
risks, enabling them to identify and disclose more issues in KAM in greater detail. On the other
hand, an extended audit tenure can reduce auditor independence due to the close relationship
between the auditor and company management or clients, thereby decreasing objectivity KAM
disclosure. This long-term relationship may hinder the application of due audit care due to the
familiarity threat, where auditors tend to be less skeptical and more tolerant toward clients.

The study by Lee & Sukartha (2017) found that audit tenure has a positive effect on audit
quality. Similarly, research by Shao (2020) and Rahaman & Karim (2023) found that audit tenure
has a positive correlation with KAM disclosure, measured by the amount of KAM or the number
of words in KAM. Meanwhile, Hussin et al. (2022) found significant negative effects of long audit
tenure on KAM disclosure. A lengthy audit tenure can affect auditor independence and objectivity
due to the close relationship formed between auditors and company management. Based on the
explanation above, the formulated hypothesis is as follows:

Hs: Audit tenure negatively affects KAM disclosure.

Xi(H)

Audit firm reputation

| Audit fees

— 1 X3(%)
| Auditor industry specialization |

KAM disclosure

Xy(+)

| Auditor rotation

| Audit tenure

Figure 1. Conceptual framework

3. Research method

In this study, the population consists of manufacturing companies listed on the IDX from
2022 to 2023. The sample is selected using a purposive sampling technique. This study uses
secondary data obtained from annual reports and financial statements of companies sourced from
the IDX website and the official websites of manufacturing companies registered on the IDX for
the 20222023 period.
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Table 1. Sample selection

Sampe criteria 2022 2023  Total
Manufacturing companies listed on the IDX during the 2022-2023 period 221 221 442
Companies that do not publish annual reports and financial statements (10) (14) (24)

Manufacturing companies that do not explicitly disclose audit fees in their annual
(63) (53) (116)

reports

No KAM disclosure in the Independent Auditor's Report. “4) (D) %)
Audited financial statements are not presented in Indonesian Rupiah (Rp) (26) (26) (52)
Total research sample 118 127 245

The research population includes all manufacturing companies listed on the IDX during the
2022-2023 period, totalling 442 companies. Of these, 24 companies did not publish annual reports
and financial statements, 116 did not explicitly disclose audit fees, 5 lacked a KAM paragraph in
the independent auditor’s report, and 52 presented their audited financial statements in a currency
other than Indonesian Rupiah (Rp). Thus, the final research sample consists of 245 companies,
with 118 from 2022 and 127 from 2023. The sample selection process follows the criteria outlined
in Table 1.

Table 2. Variable measurement

Variables Variable measurements
Dependent variable

Word count
KAM = LN (—)
KAM items
Key audit matters KAM Word count is the total number of words in the KAM paragraph, starting
from the first disclosed issue, while KAM items refer to the number of
issues disclosed in the KAM paragraph (He & Rivai, 2024).

Independent variables
Audit firm reputation ADFREP 1 for al'ldl'[ firms affiliated with the Big 4, 0 for those not affiliated with Big
4 (Suttipun, 2022).

Audit fees ADFEE The value of audit fees disclosed in the annual report (Ln) (Rahaman et al.,

2023).
SPEC = Audit Firm’s Clients o Avg.Client Assets
Auditor industry SPEC " Total Industry Firms = Avg.Industry Assets
specialization 1 for audit firms with >15% market share (specialist), 0 for <15% (non-
specialist) (Hartono & Laksito, 2022).
Auditor rotation ROTATE 1 if auditor rotation occurs, 0 if no auditor rotation occurs (Suttipun, 2022).
Audit tenure is measured by the number of engagement years, starting at 1
Audit tenure TENURE in the first year and increasing by 1 each year as long as the same audit firm

audits the same client (Hussin et al., 2022).

Data analysis technique
The influence of the variables examined in this study includes independent variables such as
audit firm reputation, audit fees, auditor industry specialization, auditor rotation, and audit tenure
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on KAM disclosure. The analysis is conducted using multiple linear regression, with the research
model as follows:

KAM = B, + B1ADFREP + B,ADFEE + B3SPEC + B,ROTATE + BsTENURE + ¢

where,
- KAM = Key audit matters
- REPUTASI = Audit firm reputation
- FEE = Audit fees
- SPEC = Auditor industry specialization
- ROTASI = Auditor rotation
- TENURE = Audit tenure
- B = Regression coefficient
- € = Error term

4. Results and discussion

Table 3 show the lowest audit fee is Rp75,000,000, while the highest fee is
Rp120,000,000,000. The average audit fee in the manufacturing sector is Rp2,246,400,260, with
a high standard deviation, indicating significant variation across companies. Audit tenure ranges
from a minimum of 1 year, meaning a company was audited by a new auditor, to a maximum of 4
years, indicating a continued engagement with the same auditor. The average tenure is 1.898 years,
with a standard deviation of 0.8927. KAM disclosure varies significantly, with the lowest word
count per issue being 75 words and the highest at 711 words. On average, KAM contains 239.05
words per issue, with a standard deviation of 82.99.

Table 3. Descriptive statistical test

N Minimum value Maximum value Mean Standard deviation
ADFEE 245 Rp75,000,000 Rp120,000,000,000 Rp2,246,400,260 Rp10,546,936,504
TENURE 245 1.00 4.00 1.8980 0.89270
KAM 245 75 711 239.05 82.99

Table 4 shows that most companies (69.8%) were audited by non-Big 4 firms, while only
30.2% used Big 4 auditors. Big 4 only audited a small portion of the sample. Similarly, 76.7% of
audits were conducted by non-specialist auditors, with only 23.3% involving industry specialists.
Based on this, only a few companies were audited by specialists in a specific industry. Auditor
rotation occurred in 40.4% of cases, while 59.6% retained the same auditor in 2022-2023.

Table 4. Frequency distribution of dummy variables

Variable Frequency Percentage
Big 4 74 30.2%
ADFREP Non-Big 4 171 69.8%
Total 245 100%
Specialist 57 23.3%
SPEC Non-Specialist 188 76.6%
Total 245 100%
ROTATE Auditor rotation 99 40.4%
JDAB 141 Vol. 12 No. 1

https./jurnal.usk.ac.id/JDAB



Jurnal Dinamika Akuntansi dan Bisnis

Vol. 12 (1), 2025, pp 133 — 152 Amin & Handayani
Variable Frequency Percentage
No auditor rotation 146 59.6%
Total 246 100%

During the 2022-2023 period, the number of issues related to KAM disclosure increased
from 168 issues in 2022 with 119 companies to 175 issues in 2023 with 126 companies. The most
dominant issue over these two years was Expected Credit Loss (ECL) with a total of 88 issues,
followed by Revenue Recognition with 78 issues and Inventory Valuation with 67 issues. ECL
remained the primary issue, rising from 39 issues in 2022 to 49 issues in 2023, while Revenue
Recognition increased from 37 to 41 issues, and Inventory Valuation slightly declined from 34 to
33 issues. Despite variations in the number and types of disclosed issues, the overall trend indicates
an increase in issues year over year.

Table 5. Issues disclosed in KAM

No. Issue 2022 2023 Total
1 Expected Credit Loss (ECL) 39 49 88
2 Revenue Recognition 37 41 78
3 Inventory Valuation 34 33 67
4 | Fixed Assets, Including Depreciation 25 19 44
5 Goodwill Impairment 9 4 13
6 | Biological Assets 3 4 7
7 Taxation, Including Deferred Tax 2 3 5
8 Related Party Transactions 2 2 4
9 | Acquisition 0 3 3
10 | Leases 2 1 3
11 | Investment Valuation 2 1 3
12 | Financial Assets 1 1 2
13 | Business Combination Accounting 0 1 1
14 | Going Concern 0 1 1
15 | Others 12 12 24

Total 168 175 343

Number of Companies 119 126 245

Classic assumption test

The classical assumption tests were conducted on the regression model to determine whether
it meets the Best Linear Unbiased Estimator (BLUE) assumptions. The regression model equation
is as follows:

KAM = 3.608 — 0.021ADFREP + 0.087ADFEE + 0.064SPEC — 0.012ROTATE
+ 0.033TENURE + ¢

Multicollinearity testing evaluates the relationships among independent variables in the
regression model. The analysis considers the Tolerance and VIF, where Tolerance > 0.10 and VIF
< 10 indicate no multicollinearity. Based on Table 5, all variables meet these criteria, confirming
that the regression model does not suffer from multicollinearity.
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Table 6. Classical assumption test results before transformation

Multicollinearity Test Heteroscedasticity Test t-Statistic Test
Tolerance VIF B t Sig. B t Sig.
Const. 0.513 1.862 0.064 3.608 8.020 0.000
ADFREP 0.235 4.250 -0.065 -1.175 0.241 -0.021 -0.232 0.816
ADFEE 0.463 2.158 -0.016 -1.149 0.252 0.087 3.855 0.000
SPEC 0.297 3.369 0.053 1.000 0.319 0.064 0.734 0.464
ROTATE 0.310 3.222 0.071 1.572 0.117 -0.012 -0.162 0.872
TENURE 0.310 3.226 0.014 0.576 0.565 0.033 0.804 0.422
n dL dU 4-dL 4-dU
DW 1.517 245 1.752 1.834 2.248 2.166
Kolmogorov-Smirnov 0.200
F 8.611
Sig. F 0.000
Adjusted R? 0.135

Autocorrelation testing uses the Durbin-Watson test to assess residual correlation within the
regression model. According to Table 4.6, the DW value of 1,517 is lower than the upper bound
(dU) of 1,834 and higher than 0, indicating positive autocorrelation. Therefore, the model is still
affected by autocorrelation.

Heteroscedasticity testing applies the Glejser method to identify patterns in residual
variance. If the significance value of the independent variables is greater than 0,05, the model is
considered free from heteroscedasticity. Table 6 shows that all variables have significance values
above 0,05, confirming the absence of heteroscedasticity.

The Kolmogorov-Smirnov test is used to assess residual normality. If the significance value
is greater than 0,05, the residuals are normally distributed. Table 6 reports a significance value of
0,200, indicating that the model meets the normality assumption.

Overall, the classical assumption tests reveal that the regression model does not fully satisfy
the Best Linear Unbiased Estimator (BLUE) due to the presence of autocorrelation, suggesting a
relationship between residuals across periods. To address autocorrelation, the Cochrane-Orcutt
transformation was applied. After transformation, the regression model is as follows:

KAM = 2.700 — 0.033ADFREP + 0.090ADFEE + 0.105SPEC — 0.013ROTATE
+ 0.030TENURE + ¢

Referring to the classical assumption test results after transformation using the Cochrane-
Orcutt method, the regression model satisfies the characteristics of a Best Linear Unbiased
Estimator (BLUE). The Tolerance and VIF remain within acceptable limits, indicating no
multicollinearity. After transformation, the model also no longer exhibits autocorrelation, with the
DW value falling within the required range. All independent variables have significance values
greater than 0,05 in the Glejser test, confirming the absence of heteroscedasticity. Additionally, the
Kolmogorov-Smirnov test reports a significance value of 0.200, exceeding 0.05.
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Table 7. Classical assumption test results after transformation

Multicollinearity Test Heteroscedasticity Test t-Statistic Test
Tolerance VIF B t Sig. B t Sig.
Const. 0.634 2.811 0.005 2.700 7.412 0.000
LAG ADFREP 0.241 4.144 -0.016 -0.271 0.787 -0.033 -0.346 0.730
LAG ADFEE 0.453 2.209 -0.028 -1.841 0.067 0.090 3.690 0.000
LAG SPEC 0.318 3.145 0.055 0.483 0.630 0.105 1.186 0.237
LAG ROTATE 0.331 3.019 0.041 1.264 0.207 -0.013 -0.192 0.848
LAG TENURE 0.331 3.024 0.003 0.130 0.896 0.030 0.781 0.435
n dL du 4-dL 4-dU
DW 1.868 244 1.752 1.834 2.248 2.166
Kolmogorov-Smirnov 0.200
F 9.071
Sig. F 0.000
Adjusted R? 0.142

Goodness of fit model test
The Goodness of Fit Model Test in regression assesses the accuracy of the regression

function in estimating actual values statistically. This test is evaluated through the significance of
the F Test and Adjusted R2. The regression results show an F value of 9.071 with an F significance
level of 0.000, indicating that KAM can be predicted using the regression model and that one or
more independent variables significantly impact KAM disclosure. The adjusted R? value is 14.2%,
meaning that the independent variables, explain 14.2% of the variation in KAM disclosure, while
the remaining 85.8% is influenced by other factors outside the scope of this study.

Discussion
Audit firm reputation and KAM disclosure
Based on the test results, the reputation of the public accounting firm has a coefficient of -

0.033 with a significance level of 0.730, which is higher than 0.05. This indicates that KAM
disclosure does not differ between firms affiliated with Big 4 auditors and those that are not. This
finding supports the studies of Hussin et al. (2022), Hegazy et al. (2022), Hussin et al. (2023),
Boonlert-U-Thai & Suttipun (2023), Dusadeedumkoeng et al. (2023), Rahaman et al. (2023), and
Mahd & Idris (2024), which did not find significant evidence of the influence of audit firm
reputation on KAM disclosure.

One reason for the absence of differences in KAM disclosure between Big 4 and non-Big 4
firms is that companies audited by non-Big 4 auditors tend to report more KAM than those audited
by Big 4 firms. Non-Big 4 auditors tend to include more KAM in their reports as an effort to
enhance credibility, improve reputation, and minimize litigation risk (Ozcan, 2021). The
standardization of KAM reporting reduces differences in KAM communication between the two
auditor groups. Additionally, audit regulations requiring external auditors to perform audits and
disclosures in accordance with audit standards contribute to the uniformity of auditor work quality
and quantity. Consequently, the differences in the quality and amount of KAM information in audit
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reports between these two auditor groups become minimal or even insignificant (Boonlert-U-Thai
& Suttipun, 2023).

Both groups of auditors, whether from Big 4 or non-Big 4 firms, apply due audit care
effectively in fulfilling their professional responsibilities. Fundamental ethical principles, such as
competence and professional scepticism, are maintained by both to ensure that KAM disclosures
are conducted accurately and in accordance with applicable audit standards. The consistent
application of due audit care demonstrates that auditors from both groups strive to provide reliable
and high-quality reports. This study contrasts with the findings of Wauttichindanon &
Issarawornrawanich (2020), Shao (2020), and Ferreira & Morais (2020), which suggest a
significant influence of audit firm reputation on KAM disclosure.

Audit fees and KAM disclosure

The test results reveal that audit fees have a significant impact on KAM disclosure, with a
coefficient of 0.090 and a significance level of 0.000, which is lower than 0,05. This indicates that
audit fees significantly influence KAM disclosure, leading to the acceptance of H». This finding
contradicts the study by Ferreira & Morais (2020), which stated a negative relationship between
audit fees and KAM disclosure. Their argument suggests that an auditor’s decision to disclose a
KAM may be a trade-off between maintaining reputation and securing a certain level of audit fee
returns.

This study supports the findings of Pinto & Morais (2019), Suttipun (2022), Boonlert-U-
Thai & Suttipun (2023), and Sania & Ali (2024). The positive relationship between audit fees and
the extent of KAM disclosure suggests that higher audit fees align with the additional efforts made
during the audit process. The effort to provide more detailed KAM disclosures to enhance
transparency in the auditor’s report requires additional time and resources. This is crucial as it
often involves in-depth discussions between auditors and company management.

Furthermore, according to Almulla & Bradbury (2018), KAM disclosure increases audit risk
and audit effort. Boonlert-U-Thai & Suttipun (2023) also noted that audit fees rise as compensation
for the additional effort involved in KAM reporting. This process demands more time for auditors
to observe, analyze, discuss, and report KAM information in the audit report.

Thus, the positive relationship between audit fees and KAM disclosure reflects that auditor
have applied due audit care effectively. Auditors are committed to conducting audits with a high
level of professional skepticism and adherence to ethical principles. The additional time and
resources allocated to KAM disclosure demonstrate that auditors not only comply with auditing
standards but also strive to improve transparency and reporting quality.

Auditor industry specialization and KAM disclosure

The test results show that auditor industry specialization have a coefficient of 0.105 with a
significance level of 0.237, which exceeds the 0.05 threshold. This indicates that there is no
difference in KAM disclosure between companies audited by auditor industry specialization and
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those audited by non-specialist auditors. This finding contradicts studies by Shao (2020) and He
(2021), which found a significant relationship.

This study supports the findings of Sierra-Garcia et al. (2019) and Baatwah (2023), who also
found no significant relationship between auditor industry specialization and KAM disclosure. The
lack of a significant difference in KAM disclosure between specialist and non-specialist auditors
may result from audit firms' extensive experience across various industries, which they gain
through mandatory audit rotation regulations. These regulations allow audit firms to work with
organizations across multiple industries (Resti, 2015).

Auditor industry specialization, who generally have a larger market share, tend to handle
clients with higher total assets compared to non-specialist auditors. Despite having fewer clients,
industry specialists manage clients with substantial total assets. However, due to their relatively
small and less diverse client base, specialist auditors may adopt a uniform audit approach (Marsetio
& Yuliati, 2022). This could lead to reduced sensitivity to risks or significant matters in their
clients' financial reports.

Both industry specialist and non-specialist auditors apply due audit care optimally in their
audit processes. Their competencies remain well-maintained, with specialist auditors possessing
in-depth expertise in specific industries, while non-specialist auditors benefit from broad exposure
across various sectors. With strong competencies, both specialist and non-specialist auditors can
produce high-quality audits that meet transparency and accountability expectations for
stakeholders.

Auditor rotation and KAM disclosure

The test results show that auditor rotation has a coefficient of -0.013 with a significance level
of 0.848, exceeding 0.05. This indicates that there is no difference in KAM disclosure between
issuers that undergo auditor rotation and those that do not. This conclusion is based on the
significance value of the auditor rotation variable exceeding 0.05. These findings align with studies
by Suttipun (2020), Suttipun (2022), Hategan et al. (2022), Rahaman et al. (2023) and Boonlert-
U-Thai & Suttipun (2023). Meanwhile, Mahd & Idris (2024) contradict the findings of this study,
arguing that auditor rotation positively impacts KAM disclosure due to the fresh perspective
brought by new auditors, which enhances professional judgment and skepticism, ultimately
improving KAM disclosure.

This result may be influenced by the fact that out of the 245 companies in the research
sample, 146 companies (59.59%) did not change their external auditors during the study period.
In the audit process, auditors typically compare the audited financial statements from the previous
year to determine whether KAM reporting should be included in the audit report (Suttipun, 2022).
As aresult, the similarity in company conditions and financial statement content from year to year
leads auditors to maintain consistent KAM reporting coverage, regardless of whether auditor
rotation occurs.
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When rotation happens, new auditors require time to understand the company’s conditions
and risks. Consequently, auditors newly assigned due to rotation tend to be more cautious in KAM
disclosure. Therefore, auditor rotation does not directly contribute to improved KAM disclosure.

Auditors, whether rotated or not, continue to demonstrate high levels of competence and
objectivity in applying due audit care. Even without rotation, auditors maintain professional
skepticism and uphold high-quality standards in KAM disclosure. Auditors who do not experience
rotation have a deeper understanding of their clients, ensuring consistency in reporting without
compromising independence. Meanwhile, newly assigned auditors due to rotation tend to be more
cautious in KAM disclosure as they are still in the process of understanding the company’s
conditions.

Audit tenure and KAM disclosure

Audit tenure has a coefficient of 0.030 with a significance level of 0.435, exceeding 0.05.
This result concludes that KAM disclosure is not influenced by audit tenure, meaning Hs cannot
be accepted. This conclusion does not support the findings of Hussin et al. (2022), which stated a
negative relationship between audit tenure and KAM disclosure due to the close relationship
between auditors and company management, potentially compromising objectivity. Meanwhile,
this study reinforces the findings of Pinto & Morais (2019) and Hussin et al. (2023), which also
did not find a significant relationship.

Consistent with Martani et al. (2021), no significant influence was found between audit
tenure and audit quality. The relationship between audit tenure and audit quality does not always
increase or decrease linearly but instead follows a quadratic pattern with an optimal point. In the
early years of an audit, quality tends to improve as auditors gain more experience. However, after
a certain point, audit quality may decline due to reduced auditor independence over time. This
study also aligns with Putri et al. (2025), which found that audit quality is not affected by the length
of an auditor’s tenure. The explanation lies in the lack of innovation in the audit process, caused
by an increasingly close relationship between the auditor and the client. As a result, audits may
become more of a formality, making auditor tenure insignificant to audit quality.

Prolonged audit tenure does not necessarily impair auditor independence and, therefore, does
not impact KAM disclosure. Conversely, short tenure does not always guarantee more reliable
KAM disclosure, as auditors may not yet have sufficient knowledge and experience about their
clients.

Although long audit tenure may strengthen the relationship between auditors and clients,
auditors do not experience a closeness threat that compromises their independence and objectivity
in KAM disclosure. Auditors continue to apply due audit care, ensuring that audits are conducted
independently and objectively in accordance with applicable standards. Similarly, auditors with
shorter tenure adhere to principles of diligence and competence in evaluating financial statements.
Thus, the length of the audit engagement does not negatively impact KAM disclosure quality, as
auditors maintain their independence and professionalism in carrying out their duties.
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5. Conclusions, limitations, and recommendations

This study aims to evaluate the influence of auditor characteristics on KAM disclosure. It
focuses on manufacturing sector issuers listed on the IDX during the 20222023 period. The
sample consists of 245 companies selected using purposive sampling based on predetermined
criteria.

Based on data collection, processing, testing, and interpretation, several key findings were
obtained. First, audit firm reputation does not significantly affect KAM disclosure, indicating that
the use of Big 4 or non-Big 4 firms does not contribute significantly to KAM disclosure. Second,
audit fees have a significant positive effect on KAM disclosure, suggesting that higher audit fees
lead to better KAM disclosure quality in financial statements. Third, industry specialization of
auditors does not influence KAM disclosure, meaning that the use of specialist or non-specialist
auditors does not significantly impact disclosure quality. Fourth, auditor rotation does not affect
KAM disclosure, implying that changes in auditors do not influence disclosure levels. Fifth, audit
tenure, or the duration of the auditor-client relationship, also does not affect KAM disclosure,
indicating that the length of engagement does not determine the extent of KAM disclosure.

This study provides meaningful insights into the influence of auditor characteristics on the
quality of KAM disclosures, offering empirical support for the due audit care theory. Contrary to
common assumptions, factors such as auditor reputation, specialization, and tenure do not
significantly impact disclosure transparency. Only audit fees show a significant positive effect,
highlighting the importance of resource commitment in achieving professional care. This
contributes to a sharper understanding of audit quality drivers and invites future research to re-
evaluate which auditor traits truly matter in ensuring effective disclosure.

The study provides companies with guidance to prioritize audit fee considerations when
seeking higher quality disclosures, as higher fees may reflect greater audit effort and scrutiny.
Regulators can also benefit by reassessing existing assumptions about the role of auditor identity
or rotation mandates in enhancing disclosure quality. Instead, regulatory focus could shift toward
ensuring that audit engagements are sufficiently resourced to support meaningful KAM reporting.
By clarifying which auditor attributes matter most, this study supports a more targeted approach
to improving audit quality, transparency, and stakeholder trust in financial reporting.

This study has several limitations, one of which is related to the implementation of SA 701
on Key Audit Matters communication, which only took effect for financial statements from
January 1, 2022. In 2022, KAM issues were relatively uniform across audit firms due to the limited
time between the issuance of the standard and the audit period. Auditors tended to disclose more
general issues due to varying readiness in understanding and applying the new standard.
Additionally, this study focuses only on auditor-related factors without considering company
characteristics such as risk level and business complexity, which may also influence KAM
disclosure.

For future research, it is recommended to consider company characteristics, particularly risk
levels. Each sector and subsector have different risk levels that may affect audit complexity and
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KAM disclosure. Including company risk factors as additional variables in future research could
provide a more comprehensive understanding of the factors influencing KAM disclosure.
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