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Abstract: 

This research aims to investigate the relationship between 

the internal corporate governance mechanisms (proxied by; audit 

committees and the board of directors) and key audit matters 

(KAMs). The research design is a quantitative approach. The 
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analysis relies on secondary data through a sample of 79 non-

financial Egyptian-listed firms from 2018 to 2023. The 

researcher employs logistics analysis. The results show that there 

is a positive and significant impact of both audit committees and 

the board of directors on KAMs. 

Key words: internal corporate governance mechanisms, audit 

committes, board of directors, and key audit matters. 

 الملخص: 

نى دراست انعلاقت بيه آنياث انحىكمت انذاخهيت نهشزكاث يهذف هذا انبحث إ

. يعتمذ انبحث عهى مىهج وأمىر انمزاجعت انجىهزيت( مزاجعت ومجهس الإدارة)نجان ان

شزكت مصزيت غيز  97كمي، ويعتمذ انتحهيم عهى بياواث ثاوىيت مه خلال عيىت مه 

. ويستخذو انباحث 8182إنى  8102مانيت مذرجت في انبىرصت خلال انفتزة مه 

ومجهس  انمزاجعتتحهيلاا نىجستياا. وتظُهز انىتائج وجىد تأثيز إيجابي نكم مه نجان 

 .ر انمزاجعت انجىهزيتأمىالإدارة عهى 

: آنياث انحىكمت انذاخهيت نهشزكاث، نجان انمزاجعت، وأمىر حيةمفتاالكلمات ال

 انمزاجعت انجىهزيت.

1. Introduction:  

The traditional audit report has been subject to criticism 

for its limited usefulness, as it primarily offers a binary judgment 

of pass or fail, with little supplementary information provided 

(Alshdaifat et al., 2025). To enhance the audit reports' 

effectiveness and their informative value, Minutti-Meza (2021) 

highlights the main three factors that need to be taken into 
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consideration. Firstly, audit reports must include new information 

or indirectly motivate firms to uncover new information. 

Secondly, the new information must be relevant to the 

investment decisions. Lastly, the new information must focus on 

possible threats. Therefore, the addition of key audit matters 

(KAMs) to the audit report was necessary to provide highlights 

and key matters from the auditors‟ point of view.  

Consequently, audit firms must record as KAMs the topics 

that received substantial attention throughout the audit process. 

Moreover, the KAMs enhance the working dynamic between the 

audit firm and their clients, which results in a more efficient audit 

process. KAMs have changed the way the audit is planned and 

how audit findings are gathered and discussed with governance 

bodies (Nguyen and Kend, 2021). 

The disclosure of KAMs requires a „two-way dialogue‟ 

between the audit firm and the governance bodies on the areas of 

risk, and the auditing procedures identified to control those risks. 

Consequently, the interaction between them as well as a more 

comprehensive dialogue throughout the audit process, from 

planning to completion, improved financial reporting 

transparency and enhanced audit quality.  

International Standards on Auditing (ISA) 701 requires 

auditors to communicate during the audit process about key 

matters for significant accounting policies and estimates and 
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which KAM to select in the audit report (Hosseinniakani et al, 

2024; Lee et al., 2024). Thence, they can clarify the accounting 

policies and estimates, and management disclosure choices.  

Additionally, audit committees can use the auditor 

concerns as a tool to monitor the management, and a signal for 

high quality of governance. (Hosseinniakani et al, 2024). 

However, KAM is a disciplinary mechanism for managers rather 

than auditors (Gold et al., 2020), leading to a shrinking of any 

opportunity for managers to extract personal benefits and ensure 

high reporting quality.  

In sum, this paper focuses on the impact of internal 

corporate governance proxied by the audit committees and board 

of directors‟ characteristics on KAMs‟ issuance in Egypt as an 

emerging market. This is because this market is characterized by 

relaxed regulations, ineffective enforcement, and lower litigation 

and reputational costs (Abdullatif and Al-Rahahleh, 2020).  

The rest of the paper is structured as follows: Section 2 

provides the literature review and hypotheses development. 

Section 3 explains the research method. Section 4 demonstrates 

the empirical results. Section 5 provides an overall conclusion. 

2. Literature Review and Hypothesis Development  

2.1 Literature Review 

The association between internal corporate governance and 

key audit matters. In this context, Rahaman and Karim (2023) 
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identify the impact of the board characteristics and auditor 

characteristics on KAMs in Bangladesh. The findings of this 

study show an insignificant impact of AC expertise in finance 

and accounting, family CEO, and board political connections on 

KAMs. Moreover, there is a negative association between a 

female board and KAMs because the female board is risk-averse 

and skeptical, therefore, they avoid disclosing negative 

information and provide less detailed KAMs. However, board 

gender diversity and AC size are positively related to KAM 

disclosure. Also, there is a positive influence of auditor tenure 

and auditor–client relationship on KAMs.  

However, the study of Boonlert-U-Thai and Suttipun 

(2023) investigates the effect of external auditor and audit 

committee characteristics on the KAMs of 200 listed companies 

in the Stock Exchange of Thailand. The findings show while 

audit fees, female auditors, audit committee size, and meeting 

frequency have a positive association with KAMs, financial 

expertise audit committees have a negative impact on the level of 

disclosed KAMs. Further, there is no impact of audit firm type, 

auditor‟s rotation, and independent audit committee on KAMs. 

There must be an interplay between audit standards and 

audit committees, this is proven by the study of Hosseinniakani 

et al. (2024). Hence, they investigate the association between 

KAMs and management disclosure and, additionally, examine 
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the moderating influence of audit committees on this association 

by depending on 515 Swedish firm-year observations from 2016 

to 2018. The study‟s findings show a positive association 

between KAMs and management disclosure, and this association 

is greater with the audit committee, especially when they are 

separate from the board. Further, there is evidence that the 

quality of management disclosure increases after the 

implementation of IAS 701. 

The research gap can be summarized as follows. Firstly, 

the findings of the consequences are mixed and are not needfully 

applicable to emerging markets (Zhang and Shailer, 2022). 

Secondly, the KAMs‟ requirements in emerging markets are 

associated with a higher amount of audit effort than in developed 

economies. This is because auditors in those markets are 

characterized by relaxed regulations, ineffective enforcement, 

and lower litigation and reputational costs (Abdullatif and Al-

Rahahleh, 2020).  

Third, the coronavirus leads to an increase in restrictions 

faced by auditors, in addition to the high requirements from audit 

clients for firm-specific information. Fourth, IAS 701 requires 

auditors to communicate the KAMs with those who have charge 

of governance.  
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2.2 Hypothesis Development  

Theoretically, the addition of KAMs does not affect the 

audit process but it modifies the way information is disclosed in 

the audit report. However, practically, KAMs have changed the 

way the audit is planned and how audit findings are gathered and 

discussed with governance bodies (Nguyen and Kend, 2021).  

To further illustrate, ISA 701 requires auditors to 

communicate with the governance bodies during the audit 

process about key matters for significant accounting policies and 

estimates and which KAM to select in the audit report 

(Hosseinniakani et al, 2024; Lee et al., 2024). In consequence, 

reducing the uncertainty that accompanies those disclosures. In 

firms that have high-quality corporate governance systems, fewer 

KAMs arise during the audit process and are disclosed in the 

audit report (Fera et al., 2022).  

Moreover, the expanded audit reports motivate 

management to provide extra disclosure for items that are 

subjected to KAMs. Therefore, management reacts to the 

addition of KAMs disclosure by disclosing more information and 

decreasing their willingness to perform aggressive financial 

reporting (Gold et al., 2020; Fuller et al., 2021).  

According to Rahaman and Karim (2023), the presence of 

a female board of directors decreases the chance of earnings 

manipulation to shrink litigation risks. Hence, the results show 
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that the board's gender diversity has a positive relationship with 

the number of disclosed KAMs. Also, audit committee sizes have 

a negative impact on KAMs. Consequently, the first research 

hypothesis can be formulated as follows: 

1
st
 Hypothesis: internal corporate governance significantly 

affects key audit matters. 

       H1a: The audit committee significantly affects key audit 

matters. 

       H1b: The board of directors significantly affects key audit 

matters. 

3. Research Method 

3.1 Sample and Data Collection 

Initially, the sample is based upon the 100 active Egyptian 

firms listed in the EGX, as measured by the EGX 100 index in 

the financial year ended in 2023, covering six years from 2018 to 

2023. The final sample consists of 79 non-financial firms from 

2018 to 2023; there are 474 total observations. 

3.2 Models and Variables Measurement. 

Table (1) shows a list of the variable measurements. Logistics 

analysis can estimate the relationships between variables.  
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Table (1): Summary of Research Variables 
Variables Measure Symbol 

Key Audit Matters 

Dummy variables, where (1) will be assigned, if 

there is a KAMs section in the audit report and (0) 

otherwise; the number of KAMs is represented in 

the number of KAMs in the KAMs section. 

KAMit 

Audit Committees’ 

Characteristics 

Audit committee meeting frequency is measured 

by the number of audit committee meetings; the 

audit committee size is measured by the number of 

members in the audit committee. 

IM_ACit 

Board of  Directors 

Characteristics 

The board of directors’ gender, is measured using 

dummy variables with a value of (1) if the board 

composition has at least one female director and 

(0) otherwise; board size is measured by the 

number of members on the board of directors; the 

number of non-executive board members. 

IM_BODit 

Big 4 
A dummy variable; (1) if the audit firm is big 4, (0) 

otherwise. 
Bigit 

Firm Size The natural logarithm of total assets. Firm_Sizeit 

Corona 
A dummy variable; (1) for the sample’s period in 

2019,2020, and 2021 and otherwise (0). 
Coronait 

Profitability ROA = net income/total assets. Profitabilityit 

Liquidity Current ratio = current assets/current liability. Liquidityit 

Leverage LEVG= total debits / total assets. LEVGit 

Audit Opinion 
A dummy variable; (1) if the auditor issues a 

qualified audit opinion in the current period, (0) 

otherwise. 

Audit_Opinionit 

Source: prepared by the researcher. 

3.3 Research model  

Multivariate regression models to examine the association 

between internal corporate governance and key audit matters. 
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KAMit = β0 + β1 IM_ACit + β2 Bigit+ β3 Firm_Sizeit + β4 

Coronait + β5 Profitabilityit + β6 Liquidityit + β7 LEVGit+ β8 

Audit_Opinionit + ε it   

 KAMit = β0 + β1 IM_BODit + β2 Bigit+ β3 Firm_Sizeit + β4 

Coronait + β5 Profitabilityit + β6 Liquidityit + β7 LEVGit+ β8 

Audit_Opinionit + ε it   

4. Empirical Results 

The first sub-hypothesis (H1a) stated that the audit 

committee significantly affects key audit matters. The first model 

is used to test this hypothesis. Table (2) presents a logistic 

regression analysis to test the first empirical model. 

Table (2): Logistics Regression Results of the First Model 
KAM Coef. St.Err. p-value Sig 

IM_AC 0.385 0.082 0 *** 

Big4 0.068 0.296 0.819  

Firm_Size 0.108 0.178 0.543  

Corona 0.7 0.38 0.066 * 

Profitability -4.339 1.628 0.008 *** 

Liquidity -0.189 0.13 0.147  

LEVG -0.047 0.803 0.953  

Audit_Opinion 0.752 0.286 0.009 *** 

Constant -2.606 1.849 0.159  

Industry Included 

year Included 

Pseudo r-squared 0.159 

Chi-square 98.480 

Prob > chi2 0.000 

*** p<.01, ** p<.05, * p<.1 

Table (2) suggests the probability of chi-square is lower 

than 0.05 (0.000). This reveals the overall significance of the 

model and indicates that there is an effect of the independent 
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variables on the dependent variable. The value of the Pseudo R-

square is 0.159 which indicates that the independent variable 

(IM_AC) and control variables (Big4, Firm_Size, Corona, 

Profitability, Liquidity, LEVG, and Audit_opinion) explain about 

15.9% of the changes in KAM. 

Table (2) shows that the logistic coefficient of the main 

independent variable (IM_AC) is positively associated with 

KAM (0.385) and statistically significant at level 1%. This 

implies that there is an impact of the audit committee as an 

internal mechanism of corporate governance (IM_AC) on key 

audit matters (KAM). Thus, the first sub-hypothesis (H1a) of the 

first hypothesis is accepted.  

Regarding the control variables, the results of the logistic 

regression analysis revealed that BIG4, Firm_Size, Cornoa, and 

Audit_Opinion are positively related to KAM. These relations 

are significant at 1% for Audit_Opinion and 10% for Corona. But 

it is insignificant for BIG4 and Firm_Size. It is also found that 

Profitability, Liquidity, and LEVG are related negatively to 

KAM. These relations are significant at 1% for Profitability, but 

insignificant for Liquidity and LEVG.   

The second research sub-hypothesis (H1b) states that the 

audit committee significantly affects key audit matters. The first 

research model is used to test this hypothesis. Table (3) presents 

a logistic regression analysis to test the second empirical model. 
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Table (3): Logistics Regression Results of the Second Model 
KAM Coef. St.Err. p-value Sig 

IM_BOD 0.316 0.068 0 *** 

Big4 -0.042 0.29 0.885  

Firm_Size 0.091 0.18 0.613  

Corona 0.68 0.378 0.072 * 

Profitability -3.536 1.638 0.031 ** 

Liquidity -0.185 0.127 0.145  

LEVG -0.832 0.805 0.301  

Audit_Opinion 0.697 0.285 0.014 ** 

Constant -2.183 1.881 0.246  

Industry Included 

Year Included 

Pseudo r-squared 0.156 

Chi-square 96.520 

Prob > chi2 0.000 

*** p<.01, ** p<.05, * p<.1 

Table (3) suggests the probability of chi-square is lower 

than 0.05 (0.000). This reveals the overall significance of the 

model and indicates that there is an effect of the independent 

variables on the dependent variable. The value of Pseudo R 

square is 0.156 which indicates that the independent variable 

(IM_BOD) and control variables (Big4, Firm_Size, Corona, 

Profitability, Liquidity, LEVG, and Audit_opinion) explain about 

15.6% of the changes in KAM. 

 Table (3) shows that the logistic coefficient of the main 

independent variable (IM_BOD) is positively associated with 

KAM (0.316) and statistically significant at level 1%. This 

implies that there is an impact of the board of directors as an 

internal mechanism of corporate governance (IM_BOD) on key 
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audit matters (KAM). Thus, the research hypothesis (H1) is 

accepted.  

 Regarding control variables, the results of the logistic 

regression analysis revealed that Firm_Size, Cornoa, and 

Audit_Opinion are positively related to KAM. These relations 

are significant at 5% for Audit_Opinion and 10% for Corona. But 

it is insignificant for Firm_Size. It is also found that BIG4, 

Profitability, Liquidity, and LEVG are related negatively to 

KAM. These relations are significant at 5% for Profitability, but 

insignificant for other variables.    

5. Conclusion  

The research investigates the relationship between internal 

corporate governance and Key audit matters through a sample of 

79 non-financial Egyptian-listed firms from 2018 to 2023. The 

results support a positive and significant association between the 

audit committees and KAMs. In addition, a positive and 

significant association between the board of directors and KAMs. 

Generally, ISA 701 contextually highlights the need for an 

interaction between the auditor and its client‟s corporate 

governance to address the KAMs issues adequately. For that 

reason, the presence of high-quality corporate governance assists 

the auditor in the performance of its functions and can help 

pursue the ISA 701 aim.  

In terms of the first sub-hypothesis, ISA 701 mandates 

auditors to communicate with audit committees about potential audit 
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matters regarding accounting estimates and select KAMs to include 

in the audit report based on their professional judgment. As audit 

committees receive information about auditors‟ matters during the 

process, they can use this information to clarify choices of 

accounting policies and estimates and management disclosures in the 

annual report, thereby reducing the uncertainty of disclosures. This 

result is consistent with Wuttichindanon and Issarawornrawanich 

(2020); Rahaman and Karim (2023); Boonlert-U-Thai and Suttipun 

(2023); Hosseinniakani et al. (2024). 

Regarding the second sub-hypothesis, the result moves in 

the direction that agency theory suggests that the presence of 

females on the board, more female board directors will be more 

motivated and more effective in providing more information to 

the stakeholders, which means more information disclosed and 

more risk topics that auditors are required to investigate. A 

higher percentage of non-executive board members will enhance 

the management risk reporting behavior by providing more 

information in the audit report to disclose more information and 

provide a relatively lengthy report. This result is in contrast to 

Rahaman and Karim (2023) but is consistent with 

Wuttichindanon and Issarawornrawanich (2020). 

The research recommends further research to consider 

other audit committees and board of directors‟ characteristics. 

Additionally, further research can examine the impact of the 
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readability of KAMs on stakeholders‟ reactions. Hence, the 

words selected for KAMs are the auditors‟ responsibility and 

should reflect the entity-specific information.  
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