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Introduction

To make audit reports more informative and useful, new formats of 
expanded audit reports have been implemented to provide 
investors with more information about the audits, the financial 
statements, and the auditors through Key Audit Matters (KAMs). 

The traditional format of audit reports limited auditors’ risk 
communication to investors and was perceived by investors to be 
less informative or even uninformative.

However, there has been doubt about whether expanded audit 
reports with KAMs are really informative to investors.



Contributions

This study provided the first analysis of Thai KAMs to investigate 
investors’ reactions to the different numbers, types, and tones of 
KAMs.

To investigate whether the investors are sentimental to tones of 
Thai words in KAMs, a bag of Thai words was developed for 
analyzing wordings in the KAM sections of 334 Thai-listed firms 
during 2016–2017.  



Literature review – The informative 
value of KAMS

KAMs 
- Areas of higher 
assessed risk of material 
misstatement
- Significant auditor 
judgments relating areas 
in financial statements
- Significant events or 
transactions



Literature review- Number of 
KAMs

Investors are expected to react to the greater number of disclosed 
KAMs, as it provides critical information that guides them to the 
areas with the most significant risk. 

The number of disclosed KAMs is likely to depend on the size, 
complexity, nature of the business environment, specific 
circumstances , and industry sector.

H1: Number of KAMs is positively associated with cumulative abnormal 
returns/trading volumes (that is the greater number of KAMs, the higher 
cumulative abnormal returns/trading volumes). 



Literature review- Type of KAMs

Different types of KAMs may have different effects on investor 
reactions because they have different levels of risk and reasons 
why auditors select to disclose them as KAM. 

KAMs disclose specific information about a company (Zhai, Lu, 
Shan, Liu, & Zhao, 2021) and may vary according to the industry in 
which the company operates (Kitiwong & Srijunpetch, 2019).

H2: Different types of KAMs are differently associated with cumulative 
abnormal returns/trading volumes. 



Literature review- Tones of 
KAMs

With “kreng jai,” which refers to Thais’ unique behaviors of refusing 
requests less, showing agreement more, challenging other people 
less, and avoiding confrontation more, communication in the Thai 
language tends to smooth long-term relationships and flexibly 
adjust to situations (Komin, 1990). 

Even though communications in the Thai language are prone to be 
neutral to avoid confrontation (Foley, 2005), owing to their 
confidence and risk aversion, we expect Thai investors to be 
sensitive to the tones of KAMs. 

H3: Different tones of KAMs are differently associated with cumulative 
abnormal returns/trading. 



Sample and data 
collection

Our final sample included 585 firm-
year observations (334 companies 
traded in the Stock Exchange of 
Thailand) for the period 2016–2017, 
two years after the implementation 
of KAMs in Thailand in 2016.



Sample selection



Research design :  Types of KAMs

We categorized disclosed KAMs into 12 types: 

1) property investment

2) fixed assets valuation and impairment

3) acquisition

4) valuation and impairment of goodwill 
and intangible assets

5) investment valuation and impairment

6) inventory valuation

7) accounts receivable

8) Provision

9) litigation and regulation

10) revenue recognition

11) taxation 

12) other unique matters, that is, related 
parties’ balances and transactions, 
specific accounting practices and issues, 
violations of debt agreements, 
rehabilitation plan, and management 
override of control. 



Research design :  Tones of KAMs

363 different words in KAMs sections are categorized into five-word 
categorizations: uncertainty, litigious, negative, positive, and neutral 
words. 

Next, we conducted a survey among 24 professionals via Google 
Forms, asking professionals to identify the tones of each word that 
may have overlap tones and used the 20% percentage of respondents 
‘agreement as cut-off point. 

Of the 363 Thai words, 96 words had overlapping tones; 147 had 
positive meanings, 122 were related to litigation, 95 had negative 
meanings, 55 were words referring to uncertainty, and 40 had a 
neutral tone. 



Research design :  Bag of Thai words



Research design :  Multivariate model

H1 H2 H3



Results :  Descriptive statistics



Results :  Descriptive statistics

New Zealand = 2.10
UK = 3.97
USA= 1.69



Results :  Descriptive statistics



Results :  Multivariate analyses 

H1, which stated that the number of KAMs was 
positively associated with cumulative abnormal 
returns, was supported.



Results :  Multivariate analyses 

H2, which different types of KAMs were associated differently with
cumulative abnormal returns/trading volumes, was partially and weakly 
supported.

In comparison to other types of KAMs, investors value KAMs concerning 
provision (𝑃𝑅𝑂𝑉), inventory valuation (𝐼𝑁𝑉𝐸𝑁), and other types of KAMs 
(𝑂𝑇𝐻𝐸𝑅) for their investment decisions by reducing abnormal trading 
volumes. 



Results :  Multivariate analyses 

Neutral words in the KAM sections increased negative abnormal returns. 

H3, which stated that different tones of KAMs are differently associated with 
cumulative abnormal returns/trading volumes was then partially and weakly 
supported. 



Discussion and Implication

The average number of KAMs in Thailand was close to those in 
New Zealand but was slightly greater and lower than those in the 
US and in the UK, respectively.

Matters disclosed as KAMs in Thailand were similar to those in 
China but varied from those in France and the US, which are 
developed countries.

KAMs in emerging countries, such as Thailand and China, concern 
revenues. However, those in France are about depreciation and 
impairment of assets, while those in the US are about long-live 
assets and fair value. 



Discussion and Implication
Our evidence shows that in emerging countries, revenue 
recognition remains traditionally based on the matching-revenue-
expense concept. However, in developed countries, revenue 
recognition has shifted to reflect changes in balance sheet 
valuation. 

According to ISA 240, ‘The auditor’s responsibilities relating to 
fraud in an audit of financial statements’ (IAASB, 2009), an auditor 
must presume that revenue recognition possesses, by nature, 
fraud risk. 



Discussion and Implication

KAM sections in Thailand contain more litigious words than English 
KAMs in Hong Kong, and more uncertainty words than English 
CAMs in the US. 

In an insider economy with a secrecy culture, such as Thailand, 
KAM disclosure may lead auditors to put more litigious and 
uncertainty words in KAM sections. Ample litigious and uncertainty 
words might lead auditor communication in KAM sections to be 
less verbally certain. 



Discussion and Implication

We found evidence that the number of KAMs has an impact on 
investor reactions by increasing negative cumulative abnormal 
returns. 

Our evidence broadens that of Suttipun (2020) and Sawangjan and 
Suttipun (2020), who showed a negative association between the 
number of KAMs and stock prices for Thai-listed companies. 

However, it is inconsistent with the UK evidence provided by 
Lennox, et al. (2018) and Gutierrez, et al. (2018), and New Zealand 
evidence provided by Almulla and Bradbury (2019). Their findings 
showed that investors do not react to the number of RMMs/KAMs. 
Our different evidence sheds light on the profound influence of 
institutional factors on investor reactions to the number of KAMs.



Discussion and Implication

We found that KAMs concerning provision, inventory valuation, 
and other types of KAMs (e.g., related parties’ balances and 
transactions, specific accounting practices, and violations of debt 
agreements, rehabilitation plans, and management override of 
control) are informative to investors. 

These three types of KAMs reduce abnormal trading volumes. 
Investors tend to react better to the market due to KAMs regarding 
these types of KAMs by reducing abnormal trading volumes for 
different purposes. KAMs concerning provision and other types of 
KAMs lead investors to reduce over-trading volumes. By contrast, 
KAMs concerning inventory valuation lead investors to decrease 
under-trading volumes. 



Discussion and Implication

Interestingly, investors react more to neutral words in KAM sections 
but do not react to litigious, uncertainty, negative, and positive words 
in KAM sections. 

Given Thais’ unique beliefs of social harmony, “kreng jai” (Sriussadaporn-
Charoenngam & Jablin, 1999), and Buddhist philosophy (Foley, 2005; 
Sriussadaporn-Charoenngam & Jablin, 1999)”, neutral words in KAM 
sections may be used by auditors to maintain long-term relationships 
with their clients and to avoid confrontations if matters disclosed as 
KAMs are sensitive to the clients. 



Discussion and Implication

Unlike neutral words, litigious, uncertainty, negative, and positive 
words in the KAM sections do not have an impact on investor reaction. 
According to Pinto and Morais (2019), the effect of KAMs is mitigated 
by supporting activities provided by regulatory and supervisory parties. 

However, in an insider economy with a secrecy culture like Thailand, 
where investors have less confidence and more risk aversion, these 
neutral words may raise investors’ skepticism about whether neutral 
communication conceals irregularity, which may result in their reacting 
more to neutral words in KAM sections. 



Discussion and Implication

Our findings should be of interest to standard setters, regulators, 
and auditors. They should be aware that investors react differently 
to the different numbers, types, and tones of KAMs.

Their reactions to KAM disclosures, especially the number of KAMs, may 
lead to abnormal stock market reactions, which in turn impact stock 
market stability.



Discussion and Implication

Regulators should also closely monitor whether KAMs 
appropriately reflect the information that auditors intend to 
provide. 

Auditors should be aware that KAMs can signal risks to investors; 
therefore, their writing of KAMs and their considerations regarding 
the number of KAMs should be done with care.

To prevent this scenario, standard setters and regulators should educate 
investors more about the purposes of KAM disclosures and the true 
meaning behind all KAM types and wordings in KAM sections.



Our limitations and suggestions 
for future studies 

First, we used data covering the period of two years after the 
implementation of KAMs, which may be too short and insufficient 
to observe investor reactions to KAMs. Future studies should 
repeat the observations over a longer period. 

Second, we estimated daily expected returns using the five-factor 
pricing model by Fama and French (2015) and applied Pevzner, et 
al. (2015) estimation of abnormal trading volumes in our study. 

Future studies should therefore use other models to estimate 
abnormal returns and trading volumes. 

Third, we leave the question of why investors react differently to 
the different numbers, types, and tones of KAMs to be addressed 
by other investigators in the future.



Thank you


