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Objective: The aim of this research is to examine the relationship between
corporate governance mechanisms and the disclosure of key audit matters,
considering the role of agency costs.

Method: This research is applied in terms of its objective and causal-
comparative in terms of its method. The statistical population of the research
includes companies listed on the Tehran Stock Exchange, and the sample
size under study is 101 companies. The research period spans 7 years, from
2016 to 2022. For statistical analysis, multiple linear regression was used
employing the least squares method and panel data approach.

Results: The research findings show that there is a significant and positive
relationship between internal and external corporate governance mechanisms
and the disclosure of key audit matters. Also, the results showed that agency
costs have a positive and significant effect on the relationship between internal
and external corporate governance mechanisms and the disclosure of key
matters.

Conclusion: By strengthening and improving both internal and external
corporate governance mechanisms, the extent and quality of disclosure of
key audit matters significantly increase. This shows the high importance of
corporate governance in the transparency and accuracy of audit reports. In
addition, with the increase of agency costs in the surveyed companies, the
positive relationship between internal and external corporate governance
mechanisms and the disclosure of key audit matters is intensified.
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Introduction

The Auditing Standards Board of the American Institute of Certified Public Accountants
emphasizes that including key audit matters in audit reports can drive management to enhance
the quality of their processes and controls. These matters not only increase the transparency
and reliability of financial statements but also reinforce good financial reporting practices by
management. As a mechanism of corporate governance, this inclusion helps improve internal
controls and reduce financial and operational risks. Moreover, it encourages a culture of
accountability and diligence among executives and staff. The emphasis on key audit matters
provides stakeholders with deeper insights into the significant issues encountered during the
audit process, fostering greater trust and confidence in the company's financial disclosures. The
aim of this research is to examine the relationship between corporate governance mechanisms
and the disclosure of key audit matters, considering the role of agency costs.

Method

This study is applied in nature and follows a causal-experimental research method. The
statistical population comprises companies listed on the Tehran Stock Exchange, and for the
purpose of this research, a representative sample size of 101 companies was selected. The
research covers a seven-year period from 2016 to 2022. For statistical analysis, multiple
multivariate regression was employed using the ordinary least squares method and a panel data
approach. The data were collected and organized using Microsoft Excel. Statistical analysis
was performed with the help of EVIEWS software for descriptive statistics, normality tests of
the research variables, and correlation coefficient tests. SPSS software was used for conducting
the F-Limer test, the Hausman test, collinearity diagnostics of the research hypotheses, and
hypothesis testing. The analysis included several essential statistical tests: the F-Limer) Chow(
tests (to decide between pooled or panel models), the Hausman test (to choose between fixed
and random effects models), and the Durbin-Watson test (to determine autocorrelation among
the independent variables). These rigorous methods ensure the robustness and reliability of the
results.

Results

In the first hypothesis of the study, the relationship between internal corporate governance
mechanisms and the disclosure of key audit matters of companies was examined. The results of
testing the first hypothesis showed that there is a significant and positive relationship between
internal corporate governance mechanisms and the disclosure of key audit matters. In the second
hypothesis of the study, the relationship between external corporate governance mechanisms and
the disclosure of key audit matters of companies was examined. The results of testing the second
hypothesis showed that there is also a significant and positive relationship between external
corporate governance mechanisms and the disclosure of key audit matters. In the third hypothesis
of the study, the impact of agency costs on the relationship between internal corporate governance
mechanisms and the disclosure of key audit matters was examined. The results of testing the third
hypothesis showed that agency costs have a significant and positive impact on the relationship
between internal corporate governance mechanisms and the disclosure of key audit matters. In the
fourth hypothesis of the study, the impact of agency costs on the relationship between external
corporate governance mechanisms and the disclosure of key audit matters was examined. The
results of testing the fourth hypothesis showed that agency costs also have a significant and positive
impact on the relationship between external corporate governance mechanisms and the disclosure
of key audit matters.

Conclusions
By strengthening and improving both internal corporate governance mechanisms and
external corporate governance mechanisms, the extent and quality of disclosure of key audit
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matters significantly increase. According to theoretical discussions, for companies with high
internal and external corporate governance ratings, it can be said that the accounting
information prepared by these companies is highly reliable and trustworthy. This is because
such companies benefit from a specialized and capable audit committee. Therefore, with the
improvement in the quality of accounting information, the likelihood of fraud, misstatement,
and other types of misconduct in the financial statements of these companies is minimized.
Consequently, the auditor appointed by the board of directors to review the company’s
financial statements will utilize all their skills and expertise to identify and highlight key audit
matters, as stipulated by auditing standard 701, in their report. Thus, internal corporate
governance mechanisms and external corporate governance mechanisms in the Iranian
securities market can play a significant role in explaining and describing the disclosure of key
audit matters. Additionally, the role of internal and external corporate governance mechanisms
on the company’s reporting environment is intensified under high agency costs, preventing an
increase in information risk. In this context, auditors, given the high agency costs, will
approach the identification and disclosure of key audit matters with greater sensitivity.
Therefore, the agency costs of companies in the Iranian securities market can play a significant
role in explaining and describing the relationship between internal corporate governance
mechanisms and external corporate governance mechanisms and the disclosure of key audit
matters. In other words, agency costs act as a reinforcing factor, making the impact of internal
corporate governance mechanisms and external corporate governance mechanisms on the
disclosure of key audit matters more pronounced and evident.
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