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ABSTRACT

The aim of the research is to examine the effect of implementing the new ISA 701
regulation, namely communicating the most significant risks in the audit process of an
entity's financial statements or known as key audit matters, especially for entities listed on
the Indonesian capital market, on changes in audit fee acceptance behavior. This study
provides evidence that the greater the audit effort undertaken has an impact on audit fee
receipts, as well as its effect on the size of the public accounting firm. This study uses a
cross section of 720 data sourced from the publication of the audit results of the 2022
financial statements of companies going public. The test method uses multiple regression
to analyze the results by disaggregating the number of KAM paragraphs of less than 2 and
more than 2 paragraphs, using disaggregation of audit tenure of less than two years and
more than 2 years and disaggregation of company age of less than 19 years and more than
19 years. The study results show that key audit matters and audit firm size have a positive
effect on all tests.
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A. INTRODUCTION

Key audit matters (KAM) require additional audit effort from the engagement team for
the determination, preparation, documentation, and review of the KAM portion of the audit
report (PCAOB, 2013). This additional effort results in higher audit fees (DeFond & Zhang,
2014), even though the standard does not require additional audit procedures, auditors feel
more accountable for the matters to be reported (e.g., collecting more and better evidence for
audit items).

Debate regarding the policy consequences of increasing the transparency of audit reports,
(Klevak et al., 2020); (Chiang et al., 2021). The audit report aims to convince shareholders,
investors, creditors and analytics (Suttipun, 2020). New audit report regulations are a trend in
research governing KAM disclosures.

Agency problems, auditors become information multipliers through audits to reduce
information asymmetry, auditors communicate information to owners and stakeholders,
described as a guarantee to reduce information asymmetry between owners, management and
stakeholders. According to (Wallace, 1980), the value of an audit is also an increase in the
financial information that a company chooses to convey to its owners and the outside world.

Signaling theory is useful for describing behavior when two parties (individuals or
organizations) have access to different information. Typically, one party, the sender of the
information, must choose whether and how to communicate (or signal) the information, and
how to interpret those signals (Connelly et al., 2011).

The hypothesis proposed in this study is as follows:

H1: KAM has an effect on audit fees

H2: The gender of public accountants has an effect on audit fees
H3: Audit firm size influences audit fees

H4: Audit tenure has an effect on audit fees

B. METHOD

The aim of this study is to see whether key audit matters increase the amount of audit
fees received by public accountants for significant information conveyed in audit opinions. The
amount of data used is 720, with cross section observation data in 2022. Audit fees in this study
are defined as the amount of fees received for assurance services provided by the auditor. Audit
fees are proxied by the nominal amount received for the assurance services provided to the
auditor. Key Audit Matters are matters that according to the auditor's professional judgment
are the most significant in the audit of the current period's financial statements, which form the

basis for considering opinions on the financial statements.
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Key audit matters are selected from those communicated to those responsible for
governance. KAM is proxied by the number of KAM paragraphs in the audit opinion. Gender
is the gender of the public accountant signing the report, proxied by a dummy variable of 1 if
the auditor is male and O if the auditor is female. Audit firm size is the size of a public
accounting firm which is indicated by whether the public accounting firm is affiliated with a
foreign company, whether with BIG 4, BIG 20, outside BIG 20, or a local KAP. Proxyed with
order 1 affiliated with Big 4, 2 with Big 20, 3 outside Big 20, 4 Local. Audit tenure is defined
by the time period of the audit engagement between the public accountant and the client,
proxied by the number of years of audit engagement between the public accountant and the
client. The analysis model used in this study is as follows:

FA =0y + o KAM, + ayGender, + a;4FZ, + AT, + ¢ 1)
Where: FA: Audit Fee, KAM: Key Audit Matters,

Gender: gender of the public accountant sign report, AFZ: Audit firm size of the public

accounting firm, AT: Audit Tenure.

C. RESULT AND DISCUSSIONS

The test results show that key audit matter's have a positive effect on audit fees for all
test models. A KAM with a greater number of paragraphs indicates more effort made by the
auditor in audit procedures and collecting audit evidence to support the audit opinion provided.
The greater the number of paragraphs, the more complex the audit procedure is and the more
time is required so that significant information relating to the condition and risks of the
company is presented completely and informatively for the user in making a decision. This will
also increase public trust in the company. These findings strengthen signaling theory, which
provides useful information for investors in making decisions. These results also strengthen
agency theory when the significant information presented will reduce information asymmetry
between the principal and the agent. These results support the findings of (Gutierrez et al.,
2018); (Reid et al., 2019); (Q. Chen et al., 2019); (J. Z. Chen et al., 2020); (Elmarzouky et al.,
2023).
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Table 1.

Audit Fee Regression Test Results

Dependent Variable Fee Audit
Independent Variable 1 2 3 4 5
Key Audit matter's -5.904 1.708 |8.831*** | 8.303 | 1.873***
(6.744) | (2.998) | (8.666) | (9.775) | (1.805)
Gender 3.249 3.266 7.447 5.793 7.858
(5.413) | (5.047) | (6.815) | (7.139) | (1.852)
Audit Firm Size 2.527 | 5.124*** | 9 579*** | 9 775*** |  6.083
(2.114) | (1.572) | (2.660) | (2.649) | (7.234)
Audit Tenure 7.868 1.035 4.329 omitted | omitted
(2.512) | (1.802) | (9.444)
Leverage -9.502 9.626 9.444 2.377 -4.035
(2.172) | (6.068) | (2.695) | (3.686) | (7.713)
Return on Asset 9.310 1.592 9.422 | -205.833 | 9.464
(1.997) | (4.152) | (6.068) | (2.718) | (7.465)
Loss -1.246 | -1.861 | -1.131** | -3.701 -6.311
(4.367) | (3.122) | (5.672) | (5.683) | (1.795)
Age registered company | 1.272 1.249 3.870* 4.071* 9.251*
pasar modal (1.710) | (1.300) | (2.102) | (2.303) | (5.261)
Constanta -5.892 | -8.470 | 6.624*** | -7.462* -8.267
(8.134) | (6.753) | (1.068) | (8.987) | (2.381)
Goodness of Fit Model
Observations 720 118 450 327 126
Prob > F 0.8941 | 0.0273 0.0000 0.0002 0.0000
R-squared 0.005 0.143 0.253 0.084 0.520
Root MSE 5.0000 | 1.4000 4.9000 4.2000 6.8000

Public accountant gender indicates the gender of the public accountant who signs the
audit report. The test results show that gender has no effect on audit fees. Gender differences
show how auditors behave. Male auditors are braver in taking risks compared to women.
Existing data shows that the majority of male public accountants are more numerous than
female public accountants in Indonesia. These results support the study from (Garcia-Blandon
etal., 2023).

The test results show that audit firm size has a positive effect on the amount of audit fees
received by public accountants for all tests. These results strengthen the signaling theory where
when a company uses KAP from BIG 4, and KAP BIG 20, it has an impact on better trust from
investors. Foreign-affiliated KAPs have a better reputation compared to non-affiliated KAPS,
shown by the number of clients they have more and they also have better resources in the field
of technology. These findings support studies from (Kikhia, 2015);(André et al., 2016);
(Garcia-Blandon, Argilés-Bosch, et al., 2019); (Barua et al., 2019); (Miglani & Ahmed, 2019);

(Hou et al., 2020); (Yin & Zhang, 2020); (Wang et al., 2020);(Mitra et al., 2020);(J. Z. Chen et
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al., 2020); (Yu, 2020); (Kim, 2021); (Zhou et al., 2022); (Cho et al., 2022); (Mehnaz et al.,
2022); (Elmarzouky et al., 2023).

The test results show that audit tenure has no effect on the amount of audit fees, existing
data shows that all public accountants providing engagement services comply with OJK
regulations No. 13 of 2017, public accountants who provide services to companies that go
public are limited to providing services for a maximum of three years of engagement, and may
provide services again after a two year hiatus. When a public accountant undertakes an
engagement for more than three years, it is feared that the auditor's independence will be
reduced, so to maintain this independence it is stipulated that the engagement period must not
exceed three years. These findings support research from (Mohamed et al., 2012); (Kikhia,
2015); (Liu, 2017); (Nekhili et al., 2018); (Gu, 2021); (Hsieh et al., 2019).

D. CONCLUSION

Results of testing the characteristics of companies and public accounting firms regarding
audit fees. The presentation of information about the influence of company characteristics and
public accounting firms can be concluded as follows: Key Audit Matters all tests show an
influence on audit fees, this shows that the greater the number of paragraphs from the KAM
shows significant information in the financial statements, the procedures and amount of audit
evidence will be required. which is increasing. Gender, all tests show that there is no influence
on audit fees, this shows that the majority of auditors who carry out audits are men, compared
to female auditors. Audit Firm Size: All tests show that there is an influence on audit fees. This
shows that when a public accounting firm is affiliated with BIG 4, BIG 20, and outside BIG
20, it increases the amount of fees it receives because of the reputation it has and the trust of
investors. Audit Tenure all tests show that there is no influence on audit fees, this shows that
all public accountants who carry out sign reports have complied with the 2017 OJK regulations
which regulate that public accountants may not carry out engagements for more than three

years.
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