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Abstract

Since 2022, in accordance with the new Iranian Auditing Standard
701, audit reports have been prepared and presented to include a Key
Audit Matters (KAM) paragraph, aimed at enhancing transparency. To
achieve this transparency, understandability and readability in audit
reports are of paramount importance. Therefore, this study examines
the impact of audit firm characteristics on the readability of the KAM
paragraph. Data from 230 companies listed on the Tehran Stock
Exchange were collected over the period from 2023 to 2024 (460
observations), and the research hypotheses were tested using panel data
analysis. Findings, based on the Flesch index to measure KAM
readability, indicate that audit firm size, audit firm tenure, auditor
change, and industry specialization have a positive and significant
impact on KAM readability. However, audit report lag, audit firm busy
season, and gender diversity among audit firm partners do not have a
significant effect on the readability of KAM. Robustness tests,
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employing alternative readability metrics (document length, number of
pages), confirmed these results. By focusing on the new ISA 701 and
examining the readability of KAM, this study partially fills the
theoretical gap regarding the impact of audit firm characteristics on
expanded audit reports. This is particularly significant in less-
developed markets like Iran, which have been understudied.
Theoretically, this research contributes by explaining and expanding
the literature on the influence of audit firm characteristics on KAM
readability, while providing guidance for companies, auditors, and
policymakers to improve the transparency and quality of financial
reporting. The use of multiple indices to measure readability
strengthens the robustness of the findings and enhances their practical
implications.
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