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Abstract 

After the financial crisis and with the greater complexity in financial reporting, the firms’ stakeholders 

ask for more informative auditor’s report. In this context, the International Auditing and Assurance 

Standard Board (IAASB) approved a new international standard on audit reports. One of the major 

changes is the obligation for listed companies to describe in the audit report the key audit matters 

(KAM), in particular, those related to the significant financial reporting risks. This paper empirically 

analyses the content of the new audit report after the accounting reform recently issued in Spain. 

Using a sample of 131 Spanish listed companies, our results show that these firms mostly report two 

to four KAMs and the majority include revenue recognition, impairment of goodwill and tax deferred 

recovery in the 2017 audit reports. Moreover, size, sector and audit firms condition the number and 

type of KAM. However, audit opinion, the going concern issue, and emphasis of matter paragraphs are 

non-consistent in our sample. This evidence contributes to the literature by emphasizing the 

importance of risks over financial reporting in the new audit report.    

Keywords: audit report; listed companies; key audit matters; going concern; emphasis of matter 

paragraph; qualification. 

1. Introduction 

After the financial crisis and with a growing complexity in financial reporting, investors and other 

financial statement users have asked for a more informative auditor’s report, in particular, for auditors 

to provide more relevant information to users (IAASB, 2016). The auditing profession has had to 

respond to investors around the world who expressed their dissatisfaction over the auditor’s report – a 

simple ‘true and fair’ opinion was no longer enough and they ask for more informative reports. In this 

context, the International Auditing and Assurance Standards Board (IAASB), aware of the need for a 

change in the focus on the audit reports, approved a new international standard that incorporates major 

changes in the information contained in the audit reports (IFAC, 2013). One of the major changes is 
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the obligation for listed companies to describe in the audit report the key audit matters (KAMs) and 

the audit work performed in relation to those issues (KPMG, 2016). 

This paper analyses empirically the content of the new audit reports after the accounting 

reform recently issued in Spain. The aim of this analysis is twofold: to design a classification of the 

audit report in different categories and to get evidence of the differences between audit reports 

depending on several firms’ features. Regarding the first objective, we have classified the audit reports 

into three categories based on (i) the audit paragraph qualification, going concern and emphasis of 

matter; (ii) KAM associated with accounting captions of financial statements and (iii) general KAM. 

For the second objective, some characteristics of companies have been considered such as size, type of 

auditor and sector.  

Starting from a database of 253 listed companies in Spain provided by Orbis database, we 

have manually created a final sample of 131 listed firms by compiling financial and audit information 

from two data sources: CNMV website for providing the audit reports and ICJCE1 database for the 

classification of KAMs. 

The main contribution of this paper is to be the first, to the best of our knowledge, to 

categorize the KAMs of the listed firms’ audit reports in Spain after the audit reform. Other 

contributions lie at the interconnection between the risk on financial reporting and auditing. Previous 

research on the effects of expanded audit reports was mainly conducted in Anglo-Saxon countries. 

There is a lack of research on continental European countries. Therefore, our study stands to extend 

the literature examining the value of audit reports and to inform ongoing regulatory actions. For 

instance, auditors in the US will start issuing expanded reports in 2019, including a discussion of 

critical audit matters2 (CAMs). We hope that our study motivates the discussion of additional 

mechanisms for improving the content of the report in Spain and in other jurisdictions. Additionally, 

regulators, analysts, auditors, managers, and investors could benefit from the results of this study, 

which presents a deep analysis about the risks on financial reporting through the audit report after the 

IAASB’s reforms and therefore, key information to take better business decisions and enhance the 

relevance of auditing. 

To sum up, our findings confirm a room for future research in the light of new regulation in 

the accounting and auditing standards.  

The remainder of this paper is organized as follows. Section 2 examines the key changes in 

the audit report after the audit reform. Section 3 presents the academic research related to the extended 

audit report through a review of the literature. Section 4 describes the sample and the method used to 

analyze the extended audit reports. Section 5 presents the results and discussions of this analysis. 

Finally, conclusions are presented in Section 6.  

2. The new audit regulatory framework 

The auditor’s report is the key deliverable communicating the results of the audit process to different 

stakeholders. Table 1 summarizes the responsibilities, needs, and value of the audit report of the main 

stakeholders. 



3 

 

Table 1. Relationship between stakeholders and the audit report  

 

Stakeholders 

 

Responsibility Needs Value of the audit report 

a) Company’s 

governance 

bodies 

 

Oversee firm’s performance. 

Provide information to 

stakeholders about the risk on 

financial reporting  

Look for the firm specific 

information and transparency 

Reliability of information related 

to the achievement of business 

objectives 

b) Senior 

Management 

 

Provide insight into the 

significant discussions with 

management regarding risk 

and KAMs 

Look for more clear regulation 

regarding KAMs  

Reliability of information that 

relate to the achievement of 

reporting objectives 

c) Auditors 

 

Audit the firm. Assess and 

communicate whether the 

financial statements represent 

its fair view. 

Demand more specific 

regulation and guidelines 

related to its work 

Increase of its reputation and 

credibility in the market 

d) Standard 

setters and 

regulators 

 

Set the financial reporting 

framework and the 

supervision of auditors. 

.  

Better monitor the interests of 

stakeholders to increase the 

trust in financial reporting and 

the audit thereof 

More transparency and clarity in 

the application of the accounting 

and auditing standards 

e) Shareholders 

and other 

stakeholders  

Business partners of the Firm Demand more relevant 

information from firms and 

their auditors.  

Secure information on the risks 

of investments and loans 

Source: own elaboration 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Some surveys about the importance of audit report for the stakeholders have been performed 

in the past. One of the shortcomings of the existing audit report is that it does not provide information 

that users find relevant. As a result, numerous recent studies have suggested a range of disclosures in 

the audit report to fill the information gap (Coram et al., 2011; Gray et al., 2011; ICAEW, 2007). 

These studies indicate that investors and other users do need more relevant information to facilitate 

their investment decisions.  

 

The current audit reforms aims to meet the needs of the users by providing more relevant 

information on the audit (IAASB 2015a). The new audit report would provide more information than 

the existing one. In this line, the AICPA Auditing Standards Board (ASB) and the IAASB carried out 

a research to “identify and provide information and insight into the nature of user perceptions 

regarding the financial statement audit and the auditor’s report among various classes of financial 

statement and audit report users”. As a result of their research, little evidence that the information 

provided in the current auditor’s report is taken into account in users’ decision-making, and that there 

are additional disclosures and communications required of the auditor’s reporting process (Mock et al., 

2009). 

For many years, the value of the independent auditors’ report to the society has been 

questioned. This concern arises due to the fact that, despite the audit work of the independent auditors, 

the user of such report does not perceive it as a reliable source of information as many corporate 

scandals have arisen in the capital markets (see Sika, 2009). Historically, the audit report has been 

described as a boilerplate pass/fail model because the auditor issues either an unqualified (pass) or 

qualified (fail) opinion with both opinions containing largely standardized wording. Most regulators 

and stock exchanges require companies to receive unqualified opinions, which results in nearly all 

publicly traded companies receiving essentially the same unqualified audit report (Butler et al., 2004; 

Czerney et al., 2014; Lennox, 2005). Investors have said these standardized audit reports convey little 

company-specific information and that auditors possess private information that might be useful to 

them if disclosed (PCAOB, 2013).  

Since 2013, the IASSB, the issuer of the IAS, has carried out a reform of the auditing 

standards on reports with a new approach aimed at improving and increasing the information in the 

audit report so that users can take advantage of it. The motivation behind the reform undertaken by the 

IAASB is to enhance the informative value of the audit report by providing additional information 
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relevant to the audit. The IAASB also expects that these reforms will positively influence the quality 

of audits. 

As a result of this reform process that has ended with the issuance and publication of various 

standards (among the most relevant the new ISA 701 Communication of the key issues of the audit in 

the report issued by an independent auditor), the auditors who perform audits in accordance with the 

ISA, they will be obliged, among other aspects, to describe in the audit report of listed companies the 

KAMs and the audit work carried out in relation to these issues. The effective date is for fiscal years 

ending on December 15, 2016. In general, the major part of the EU countries will apply the new 

requirements in the fiscal years closed in 2017. Other countries, such as the UK or the Netherland, 

have already made the transition beforehand and the response of interest groups has been very positive 

(KPMG, 2016). 

The current audit report reforms of the IAASB include enhancements to its content and 

structure. The structure of the new audit report is summarized in Table 2. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

As mentioned before, Australia, the United Kingdom, and the Netherlands have been the 

pioneer countries in the implementation of the audit reform. In Spain, as a first step in the adoption 

process of the European regulations, Law 22/2015 on Audit of Accounts (LAC) was published in July 

2015. This new Audit Law foresees profound changes in the audit reports with respect to the current 

requirements, in line with the new approach of the ISA. The new audit law is already applicable for 

years commencing subsequent to 17 June 2016. As a consequence of these new regulations, the 

auditor has a new role consisting in assessing the risk in financial information. 

After reviewing the experience of the pioneer countries, some conclusions about the extended 

audit report has been performed, showed in a SWOT analysis in table 3. 

 

Table 2. Structure of the new audit report. 

Section Description 

Opinion Content is maintained, and the text is transferred from the end to the beginning 

of the report 

Basis for opinion Includes a statement regarding the auditor’s independence 

Going concern  Material uncertainty related to the entity’s ability to continue as a going 

concern describe in a separate section 

Key Audit Maters (KAMs)  

- Areas of the higher assessed risk 

of material misstatement, or 

significant risks. 

- Significant auditor judgements 

relating to areas in the financial 

statements that involved 

significant management 

judgement, including accounting 

estimates  

New section required for the audit of listed companies. Disclose is optional for 

the other companies. The following information is required: 

 Reference to the related disclosure(s), if any, in the financial statements, 

 Why the matter was determined to be a KAM; 

 How the matter was addressed in the audit. 

Other information The new section detailing the auditor’s responsibility regarding other 

information that accompanies the financial statements and the result of the 

procedures applied to it 

Management’s responsibility Expanded to include an explanation of management’s responsibilities with 

respect to going concern 

Auditor’s responsibility  More comprehensive description of auditor’s responsibilities, including with 

respect to going concern 

Source: own elaboration based on “ISA 701 Communication of the key issues of the audit in the report issued by an 

independent auditor”. 
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Table 3. SWOT analysis of extended audit report 

Strengths Weaknesses 

 Enhanced communication between auditors and investors, as 

well as those charged with corporate governance.  

 Increased user confidence in audit reports and financial 

statements. 

 Increased transparency, audit quality, and enhanced 

information value.  

 Increased attention by management and financial statement 

preparers to disclosures referencing the auditor’s report. 

 Enhanced financial reporting in the public interest. 

 

 No disclosure information about the use of the 

performance materiality.  

 No inclusion of the auditor’s findings for risks of 

material misstatement.  

 Lack of a dynamic analysis of changes over time in 

terms of their audit approach, level of materiality or 

the assessed risks reported. 

 

Opportunities Threats 

 Limited commentary about materiality. 

 More alignment between Audit Committee reporting and 

auditor’s reports. 

 Evolution of the language used in auditor’s reports: from generic 

to more granular risk descriptions. 

 More information about the sensitivity ranges used in testing; the 

auditor’s assessment of the quality of an entity’s internal controls 

over their significant risks; and the auditor’s view on the 

appropriateness of management estimates.  

 Greater transparency about assumptions made by management 

and benchmarks used by auditors. 

 Increased costs, particularly for those entities whose 

size (among other factors). To make cost/benefit 

considerations more important. 

 Risk of increasing homogeneity over the time resulting 

in boilerplate audit reports. 

 

Source: own elaboration 

 

3. Background and Research Questions 

The term “audit” is a concept widely investigated in the past. However, most of the prior literature has 

been focused on the concept of audit from different perspectives related to the procedures applied, the 

fees and the audit report. Regarding audit report, previous research is centered on the structure and 

content but not linking specifically the audit with the risk on financial reporting. In the following 

review of research, the association between risk on financial reporting and auditing is addressed 

through the audit report content.  

The main research database, “Web of Science”, gave 107 results when we searched for, “audit 

report content”, under “Topic”, as of February 10th, 2018. After a thorough review of all articles, we 

exclude 94 papers because their main objective focuses on different aspects of the audit but not 

specifically about the audit report. Thus, 13 articles remain for our study. As any article related to the 

extended audit report after the recent audit reforms was identified, an additional research has been 

performed using the same filters by searching “extended audit report” under “topic”. As a result, eight 

additional papers have been included in our literature review.  

With the purpose of systematizing and organizing the literature, we decide to split up the 

papers according to their subject into three areas of research, according to the main topic of each 

paper: the impact of the new audit reform, the audit report analysis and the extended audit reports. A 

list of all reviewed articles appears in Table 4, together with the areas of research and details of each 

study.  
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Table 4. Literature review of risk on financial reporting and auditing 

Area of 

Research 

 
Authors Objectives Key findings  Methodology 

Sample (country/ type of 

firms/ years / number) 

1.Impact of 

the new audit 

reform 

 

 Guiral-

Contreras et 

al. (2007) 

To examine the significance of the 

audit report in loan rating decisions.  

The qualified audit report appears to be an 

independent and useful piece of evidence when it is 

contrary to favorable financial expectations.  

Questionnaires n/a 

 
Gassen & 

Skaife 

(2009) 

To investigate the audit market 

effects of audit reforms mandated by 

the German government.  

The audit reforms improved the information role of 

German audits and German firms responded to the 

improvement in audit reporting by increasing their 

demand for dominant audit suppliers. 

Logistic regression 

Germany/ publicly traded 

/1996, 1997, 1999 and 

2000/46 firm-year 

observations 

 

Coram et al. 

(2011) 

To evaluate to what extent is an 

unqualified auditor’s report attended 

to by analysts in undertaking a 

company valuation and if the 

assessments of the auditor’s report is 

positive or negative. 

Professional financial analysts pay little attention on 

the content of an unqualified auditor’s report, which 

suggested the lack of further processing is due to the 

audit report being ‘boilerplate’ 

Questionnaires 
Australia/n.d/16 Australian 

professional financial analysts 

 

Carson et al. 

 (2013) 

To synthesize and discuss prior 

academic literature pertinent to the 

auditor’s decision to issue a going 

concern (GCO). 

There are three major areas of research: 

determinants of GCOs that include client factors, 

auditor factors, auditor-client relationships, and 

other environmental factors; the accuracy of GCOs; 

and the consequences arising from GCOs. 

Literature Review 

 US/ publicly traded /2000-

2010/88,359 company year 

observations 

 
Zenzerovic 

& Valic-Vale 

(2016) 

To test if the going concern 

paragraph included in the audit 

report is an indicator of financial 

difficulties for a company.  

An auditor’s report accompanied by an explanatory 

paragraph pointing out issues associated with the 

GCO is the proper criterion for differentiating 

companies experiencing financial difficulties. 

Logistic regression 

Zagreb/ publicly traded /2009/ 

191 companies from the 

nonfinancial sector  

 

Tahinakis & 

Samarinas 

(2016) 

To examine the incremental 

information content of audit opinion 

while considering opinion 

determinants, such as auditor and 

auditee size, or a firm’s financial 

state. 

Audit opinion has a significant market impact. The 

estimated positive or negative information content of 

the audit opinion types is associated with certain 

opinion determinants, such as auditor and auditee 

size and a firm’s financial state. 

Logistic regression 
US/ firm data collected over 

30 years 

 

 

 

Abad et al. 

(2017) 

To analyze the relationship between 

the content of the audit reports and 

information asymmetry levels in the 

stock market for a sample of Spanish 

firms. 

Audit qualifications are associated with higher levels 

of information asymmetry. Audit reports issued by 

Big 4 auditors are associated with lower levels of 

information asymmetry in the market. Bigger and 

healthier firms show less probability of receiving 

qualified opinions. 

Regression model 

US/ publicly traded /2001-

2008/103 firms and 562 firm-

year observations 

 

 

Prasad & 

Chand 

(2017) 

To examine the current audit report 

reforms and their implications, in 

particular, the perceptions of 

prominent stakeholders in respect of 

the informational value of the audit 

report, audit quality and audit costs. 

The changes to the audit report are of significant 

informational value to users, while the implications 

for audit quality are unclear. Indeed, the changes 

would increase audit costs and potentially the legal 

liability of auditors. 

Literature Review n/a 

 

 

Manoel & 

Quel (2017) 

To study the main changes in 

innovating the new independent 

audit report aiming to close the users 

of financial reporting expectation 

gap. 

The stakeholders may use KAMs in their process of 

analysis and decision-making.The new auditor’s 

report is contributing not only to the quality of the 

audit engagements but also to improve the 

information expected by the public in general, thus 

responding to the user’s expectation gap 

Literature Review n/a 

2. Extended 

audit report 

analysis 

 

Christensen 

et al. (2012) 

To examine estimates reported by 

public companies.  

Changes in the estimates often impact on net 

income; consequently, the extreme estimation 

uncertainty also resides in measures such as earnings 

per share.  

Literature Review n/a 

 

Cox (2013) 

To set forth several modest steps that 

would enhance the overall quality of 

financial reporting by discretely 

tinkering with the outside auditor's 

opinion that accompanies the 

financial statements. 

Specific areas addressed are: the auditor's 

engagement in evaluating management's assessment 

of internal controls; the duration of the auditor's 

relationship with the audit client; whether the auditor 

concurs in management's assessment of the critical 

estimates, judgments, and assumptions; and the 

auditor's assessment of whether the firm is 

experiencing financial distress.  

Literature Review n/a 

 

Hategan et 

al. (2015) 

To test if the current form and 

content of the auditor’s report are in 

accordance with the current needs 

and requirements of the users. 

There are differences in perspectives and 

expectations between the financial auditors, the 

chief financial officers of the audited companies and 

the users of the audited accounting information 

regarding the auditor’s report. 

Questionnaires and 

non-parametric tests 

of Kruskal Wallis 

and Mann Whitney 

Romania/audited 

companies/2012-2014/600 

auditors from Romania and 

1000 from Spain 
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Fisher et al. 

(2016) 

To synthesize the extant literature in 

Neuro-Linguistic Programming 

(NLP) in accounting, auditing, and 

finance to establish the state of 

current knowledge and to identify 

paths for future research. 

NLP applications have been used to mine financial 

and audit documents to obtain insights, make 

inferences and to create additional methodologies 

and artefacts to advance knowledge in accounting, 

auditing, and finance. 

Literature Review n/a 

 

Fakhfakh 

(2016a) 

To analyze the structure and 

linguistic features of consolidated 

audit reports that illustrated 

according to with the ISA 700. 

The audit report must be readable by all users of the 

financial statements. Comprehensibility of the report 

is a qualitative feature that enhances the usefulness 

of financial information. The linguistic imperfection 

of international accounting standardization can 

reduce the relevance and reliability of the audit 

report. 

Literature Review n/a 

 

Fakhfakh 

(2016b) 

To analyze the linguistic features and 

readability of auditors’ reports on 

consolidated financial statements in 

Tunisia. 

Audit reports are not readable by all users of the 

financial statements. The same results confirm the 

significant impact of specific determinants on 

readability of audit reports such as modification of 

the opinion of the independent auditor and the audit 

report lag. 

The study sample of 

42 consolidated 

audit reports 

n/a 

3.Extended 

audit matters 

 

Boolaky & 

Quick (2016) 

To investigate the impact of 

expanded audit reports, the assurance 

level, materiality levels and KAMs, 

on bank director perceptions of the 

quality of the financial statements, 

the audit procedure, and the audit 

report, as well as on their credit 

approval decisions. 

Disclosing the assurance level has a significantly 

positive impact on bank director perceptions of the 

quality of the financial statements.  

ANOVAs, OLS 

regressions and 

Tobit regressions 

US/n.d/105 bank directors 

 

Brasel et al. 

(2016) 

To provide experimental evidence 

that disclosing CAMs is unlikely to 

increase and, in certain 

circumstances, could decrease 

auditors’ litigation risk in the event 

that an audit fails to detect a material 

misstatement. 

CAM disclosures could be particularly helpful in 

reducing litigation risk stemming from seemingly 

simple accounts that pose idiosyncratic audit 

challenges for certain clients.  

 

Questionnaires n/a 

 

 

 

Gutierrez et 

al. (2017) 

To investigate whether the 

regulatory change in the expanded 

auditor’s report was associated with 

an increase in the decision usefulness 

of the auditor’s report and also if the 

rule changes had indirect 

consequences on audit fees and audit 

quality. 

No evidence that the regulatory change affected 

significantly investors’ reaction to the release of 

auditors’ reports, audit fees, or audit quality. Also, 

variation in the expanded reports’ content had a 

negligible effect on these outcomes.  

Regression model UK/2013/728 Firms 

 

Sirois et al. 

(2017) 

To investigate the effect of 

communicating KAMs in the 

auditor’s report on users’ 

information acquisition when 

analyzing financial statements. 

Participants access KAM-related disclosures more 

rapidly and pay relatively more attention to them 

when KAMs are communicated in the auditor’s 

report. However, when exposed to an auditor’s 

report with several KAMs, participants devote less 

attention to the remaining parts of the financial 

statements.  

Questionnaires n/a 

 
Steven et al. 

(2017) 

To examine the effects of CAMs 

disclosures in the auditor’s report on 

auditor legal exposure. 

Instead of increasing legal exposure as audit 

practitioners have feared, CAM disclosures could 

actually mitigate auditor legal exposure. 

Questionnaires n/a 

 

Clive et al. 

(2017) 

To investigate whether the 

introduction of an expanded audit 

reporting model in the U.K. conveys 

useful incremental information to 

investors. 

The disclosures lack incremental information 

content because most of the risks had been already 

disclosed by management in the earning’s 

announcement, conference call, or previous year’s 

annual report. Thus, investors were already informed 

about a majority of the risks before the risks were 

disclosed by auditors in the expanded audit reports. 

Regression model UK/2013/488 companies 

Source: own elaboration. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

As mentioned in Table 4, the first block of papers analyses the impact of the audit reforms, 

depending on the economic self-interest of the audit report stakeholders. Firstly, there are significant 

differences between stakeholder groups in their support for audit report reforms. The majority of 

preparers are opposed to the key reforms, while accounting firms and member bodies, along with 

users, offer majority support for the reform initiatives. These users, especially the investors who 

operate in the capital markets, expect that this report would be more informative and have been 

requesting a higher degree of details in the audit work performed by the independent auditor. Indeed, a 

recent study shows how auditor disclosures provide investors with new and useful information that 

impact on their trading decisions (Reid et al., 2018). Secondly, as the economy is becoming more and 

more globalized, the auditor’s report can become a consistent tool for lending institutions around the 

world to utilize in their decision-making, thereby contributing to quality standards for lending 

decisions (Guiral-Contreras et al, 2007). Finally, studies that interviewed financial analysts found that 

the auditor’s report is valuable to financial analysts and increases their confidence and reliance on 

financial statements (Coram et al., 2011; Deumes et al., 2012). 



8 

 

If we focus on the audit quality, the primary objective of the current reform is to enhance the 

communicative value of the audit report (IAASB 2015a). Investors and other users have called for the 

audit report to be more informative, and particularly for auditors to provide more relevant information 

on the audit (Prasad & Chand, 2017). However, audit quality is complex and different stakeholders 

have different perspectives on it (Kilgore et al., 2014). Consequently, the implication of the reforms on 

audit quality, actual and perceived is not clear in the previous literature. In fact, some observe that the 

improvements to the audit report could enhance both actual and perceived audit quality, while others 

believe that actual audit quality may decline. The additional disclosures in the audit report positively 

influence the informational value of the report. However, this value would be diminished if 

disclosures such as KAMs were to evolve into boilerplate statements over time. The value of the audit 

report would also be diminished if it were to become excessively lengthy.  

According to some authors, another interesting issue is the audit opinion as a valuable source 

of information in the stock market (Abad et al., 2017). Auditors’ opinions affect the market’s 

interpretation of accounting information. Audit qualifications are a signal of low accounting quality, 

thus increasing the uncertainty of earnings and reducing the credibility of firms’ financial reporting.  

Another research area studied in the past is related with the content, structure, and language of 

audit report as key factors of its effectiveness in terms of stakeholders’ communication. Theoretically, 

the changes in the extended audit report should produce more transparency. In this context, recent 

research criticizes that the past form and content of the auditor’s report were not aligned with the 

current needs and requirements of the users of financial reporting (Hategan et al., 2015). Therefore, 

some authors proposed changes to increase the level of assurance over financial reporting provided by 

auditors (Christensen et al., 2012; Cox, 2013) by seeking new methods or procedures compatible with 

the current needs, supportive of their work. This expectation gap could represent an opportunity for 

auditors to have a more valuable perception by the society. Related to the language, the usefulness, 

and importance of audit reports is conditioned by the qualitative characteristics that enhance the 

performance of financial communications. With empirical data, Fakhfakh (2016 a) conclude that the 

illegibility of audit reports intensifies the problems and risks of information decoding by stakeholders. 

The third block of our literature review focuses on the KAMs. In theory, KAMs are expected 

to enhance the communicative value of the auditor’s report by, among others, helping “investors and 

other financial statement users focus on aspects of the company’s financial statements that the auditor 

also found to be challenging” (PCAOB 2013, 5) and providing a “roadmap to help users better 

navigate complex financial reports and focus them on matters likely to be important to their decision-

making” (IAASB 2011, par. 36). However, there is a controversy about the effects of KAM. Some 

authors have highlighted the positive implications of KAM on useful information to stakeholders 

(Sirois et al., 2017; Steven et al., 2017) but others have focused more on their negative implications 

such as Boolaky & Quick (2016), Gutierrez et al. (2017) and Clive et al. (2017). Even an interesting 

study justifies that CAMs disclosures could be helpful in reducing auditors’ litigation risk (Brasel et 

al, 2016).  

Bearing all these things in mind, and as it has been previously mentioned, the main objectives 

of this analysis are to design a classification of the audit report in different categories and to get 

evidence of the differences between audit reports depending on several features. Therefore, in this 

context and taking into account the previous arguments from the regulation and the literature, we 

formulate the following research questions: 

Research Question 1 (RQ1): Which type of content is reflected in the new extended audit report in 

Spain? 

Research Question 2 (RQ2): Which is the relationship between the content of the audit report and the 

structural factors: (i) size of the company; (ii) type of auditor and (iii) sector of the company? 

As per our knowledge, we consider that this work may complement prior literature because 

this is the first study that analyzes KAMs as part of the audit report in Spain. Additionally, we think 

that regulators, auditors, investors, and creditor could benefit from the results of this study, as 

evidence about how informative the report is after the IAASB’s reform is shown.  
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4. Sample and Methodology 

4.1 Sample 

Our initial sample consists of all firms in the main Stock Exchange market in Spain as of December 

2017. For this purpose, we have used the Orbis database which gave 253 results when we searched for 

“Listed Firm” in “Spain”, as of November 10th, 2017. From the total, we have excluded the firms 

listed in the Mercado Alternativo Bursátil (MAB) because this market has some particularities3 with 

particular conditions (see Table 5).  

Table 5. Breakdown of the sample by type of market. 

Source: own elaboration based on the Orbis database and the classification of Bolsa de Madrid 

(http://www.bolsamadrid.es/esp/aspx/Empresas/Empresas.aspx) 

 

Type or market Number 

of Firms 

Comments 

IBEX-35 35  

CM (*) 109  

MAB 109  

Initial sample 253 From the total, we have excluded: 

- MAB -109 Firms listed in the MAB because they have some 

particularities  

- Restructuring/  dissolution 

companies 

-2 Pescanova and Amci Habitat, S.A 

- Company transfer to Euronex -1 Quadpack Industries, S.A. 

- Company non applicable UE 

Reform in 2017 

-2 Borges (closed at 31 May); Adolfo Dominguez (closed at 

31 February) 

- Companies in dissolution process -4 Reyal Urbis, S.A, Cartera Industrial Rea, S.A, Ronsa, S.A 

and Unión Catalana de Valores 

- Companies without consolidated 

financial statements 

-4 Biosearch, S.A, Bodegas Bilbainas, S.A, Oryzon 

Genomics, S.A, Finanzas e Inversiones Valencianas, S.A 

Final sample 131  

 
 

The coverage of the final sample by type of market is 35 firms (27% of the sample) from the 

IBEX 35 and 96 firms (73% of the sample) from the CM.  
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Table 6. Auditor’s reports reviewed by audit firm and sector 

Source: own elaboration based on the information of audit reports of the listed companies either in their webpages or in the CNMV 

recordings and the official classification of Bolsa de Madrid: 

http://www.bolsamadrid.es/esp/aspx/Empresas/EmpresasPorSectores.aspx 

Sector/Subsector 

Auditor  

Deloitte EY KPMG PWC Others Totals  

Construction and Real Estate 

Construction 

Real Estate 

Consumption and Distribution 

Wholesale and retail 

Energy and Natural Resources 

Agriculture, forestry and fishing 

Energy 

Extractive industries 

Water, sanitation and waste 

Financial 

Financial and insurance activities 

Health 

Health activities and social services 

Industry 

Chemical and petroleum industry 

Food, beverages and tobacco 

Manufacture and repair of machinery  

Manufacture of electrical equipment  

Manufacture of metallic products 

Manufacture of other non-metallic mineral 

Manufacture of vehicles and transport  

Metallurgy 

Paper industry 

Pharmaceutical industry 

textile and footwear 

Services 

Administrative activities  

Artistic, recreational and entertainment 

Hostelry 

Other services 

Professional, scientific and technical activities 

Transportation and storage 

Technology, media & telecommunications 

Computer manufacturing, electronic and optical 

products 

Information and communications 
 

        10 

     7 

     3 

         3 

     3 

        4 

     - 

     2 

     1 

     1 

       4 

   4 

      - 

  - 

       6 

   -  

1 

- 

       - 

       - 

       - 

3 

1 

- 

- 

1 

5 

   - 

      - 

      1 

       - 

      2 

      2 

     4 

      - 

     4 
 

     6 Construction and Real Estate 

 4 Construction 

 2 Real Estate 

    2 Consumption and Distribution 

2 Wholesale and retail 

   3 Energy and Natural Resources 

- Agriculture, forestry and fishing 

   3 Energy 

- Extractive industries 

- Water, sanitation and waste 

       1 Financial 

   1 Financial and insurance activities 

      1 Health 

  1 Health activities and social services 

      7 Industry 

1 Chemical and petroleum industry 

- Food, beverages and tobacco 

1 Manufacture and repair of machinery and equipment 

1 Manufacture of electrical equipment and material 

1 Manufacture of metallic products 

1 Manufacture of other non-metallic mineral products 

- Manufacture of vehicles and transport equipment 

- Metallurgy 

2 Paper industry 

- Pharmaceutical industry 

- textile and footwear 

2 Services 

   - Administrative activities and auxiliary services 

      1 Artistic, recreational and entertainment activities 

      - Hostelry 

      - Other services 

      - Professional, scientific and technical activities 

      1 Transportation and storage 

      1 Technology, media and telecommunications 

    1 Computer manufacturing, electronic and optical 

products 

    - Information and communications 
 

        1 Construction and Real Estate 

    1 Construction 

     - Real Estate 

        1 Consumption and Distribution 

     1 Wholesale and retail 

        6 Energy and Natural Resources 

    1 Agriculture, forestry and fishing 

    5 Energy 

     - Extractive industries 

     - Water, sanitation and waste 

       4 Financial 

   4 Financial and insurance activities 

      - Health 

 - Health activities and social services 

     5 Industry 

   - Chemical and petroleum industry 

- Food, beverages and tobacco 

1 Manufacture and repair of machinery and equipment 

- Manufacture of electrical equipment and material 

1 Manufacture of metallic products 

        - Manufacture of other non-metallic mineral products 

        - Manufacture of vehicles and transport equipment 

        - Metallurgy 

        - Paper industry 

3 Pharmaceutical industry 

- textile and footwear 

8 Services 

   2 Administrative activities and auxiliary services 

      1 Artistic, recreational and entertainment activities 

      1 Hostelry 

      2 Other services 

      1 Professional, scientific and technical activities 

      1 Transportation and storage 

      3 Technology, media and telecommunications 

      - Computer manufacturing, electronic and optical 

products 

      3 Information and communications 
 

    5 Construction and Real Estate 

2 Construction 

3 Real Estate 

    2 Consumption and Distribution 

2 Wholesale and retail 

   1 Energy and Natural Resources 

- Agriculture, forestry and fishing 

1 Energy 

    - Extractive industries 

- Water, sanitation and waste 

       5 Financial 

  5 Financial and insurance activities 

      1 Health 

  1 Health activities and social services 

     11 Industry 

   1 Chemical and petroleum industry 

2 Food, beverages and tobacco 

1 Manufacture and repair of machinery and equipment 

- Manufacture of electrical equipment and material 

        - Manufacture of metallic products 

        - Manufacture of other non-metallic mineral products 

1 Manufacture of vehicles and transport equipment 

2 Metallurgy 

3 Paper industry 

1 Pharmaceutical industry 

- textile and footwear 

5 Services 

   - Administrative activities and auxiliary services 

      - Artistic, recreational and entertainment activities 

      1 Hostelry 

      2 Other services 

      2 Professional, scientific and technical activities 

      - Transportation and storage 

    2 Technology, media and telecommunications 

     - Computer manufacturing, electronic and optical 

products 

    2 Information and communications 
 

       5 Construction and Real Estate 

   3 Construction 

   2 Real Estate 

       - Consumption and Distribution 

     - Wholesale and retail 

        2 Energy and Natural Resources 

    - Agriculture, forestry and fishing 

   1 Energy 

    1 Extractive industries 

   - Water, sanitation and waste 

       - Financial 

  - Financial and insurance activities 

      - Health 

  - Health activities and social services 

     1 Industry 

   - Chemical and petroleum industry 

- Food, beverages and tobacco 

1 Manufacture and repair of machinery and equipment 

- Manufacture of electrical equipment and material 

- Manufacture of metallic products 

- Manufacture of other non-metallic mineral products 

       - Manufacture of vehicles and transport equipment 

       - Metallurgy 

       - Paper industry 

       - Pharmaceutical industry 

       - textile and footwear 

3 Services 

   - Administrative activities and auxiliary services 

     - Artistic, recreational and entertainment activities 

      1 Hostelry 

      2 Other services 

     - Professional, scientific and technical activities 

      - Transportation and storage 

       1 Technology, media and telecommunications 

        - Computer manufacturing, electronic and optical 

products 

       1 Information and communications 
 

       27 Construction and Real Estate 

   17 Construction 

   10 Real Estate 

         8 Consumption and Distribution 

    8 Wholesale and retail 

        16 Energy and Natural Resources 

    1 Agriculture, forestry and fishing 

   12 Energy 

    2 Extractive industries 

   1 Water, sanitation and waste 

       14 Financial 

14 Financial and insurance activities 

      2 Health 

  2 Health activities and social services 

     30 Industry 

   2 Chemical and petroleum industry 

3 Food, beverages and tobacco 

4 Manufacture and repair of machinery and equipment 

1 Manufacture of electrical equipment and material 

2 Manufacture of metallic products 

1 Manufacture of other non-metallic mineral products 

       4 Manufacture of vehicles and transport equipment 

       3 Metallurgy 

       5 Paper industry 

       4 Pharmaceutical industry 

       1 textile and footwear 

23 Services 

   2 Administrative activities and auxiliary services 

     2 Artistic, recreational and entertainment activities 

      4 Hostelry 

      6 Other services 

     5 Professional, scientific and technical activities 

      4 Transportation and storage 

      11 Technology, media and telecommunications 

        1 Computer manufacturing, electronic and optical 

products 

       10 Information and communications 
 

Total       36     23        28     32        12        131 

 
 

Table 6 shows interesting results related to sector and audit firms. Firstly, the major number of listed 

companies (61%) is concentrated on industry, services and construction and real estate. Secondly, the 

distribution of the audits by audit firm is very proportional between the Big Four, reaching the 90% of 

the audit market, being Deloitte the leader.  

4.2 Methodology 

For the first research question, our methodology consists of the reading, analysis, and classification of 

the content of the new audit report of the 131 listed companies. This content includes the paragraphs 

of opinion, going concern (if applies) and emphasis of matter (if applies), as well as the KAMs, 

described. For every firm, we extract its financial statements including the extended audit report from 

the stock market regulator, the Spanish National Securities Market Commission (CNMV) for the fiscal 

year ending at 31 December 2017. 
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We have identified the KAMs and classified them according to their nature based on the 

criteria established by ICJCE. We have split these KAMs into two categories: accounting KAM, 

which are those related to a specific caption of the annual accounts and general KAM, which are 

related to more general issues, somewhat conditioned by external factors.   

Additionally, for the second research question, we use crossed or contingency tables to 

respond it and examine the relationship of the content of the audit report and the three selected 

structural factors: size of the audited company, type of auditor and audited sector. For the size of the 

audited company, we have distributed the sample distinguishing three categories using the variable 

operating income: ‘Big’ if the operating income exceeded 1,600,000€; ‘Medium’ if the operating 

income is between 1,600,000€ and 216,000€ and ‘Small’ if the operating income is less than 

216,000€. 

For the size of the type of auditor, we have distributed the sample distinguishing four 

categories: ‘Big4’ or the four large international audit firms, which includes Deloitte, EY, KPMG and 

PwC; ‘Second-tier’ or medium-sized firms, where they appear BDO Auditores, S.L. and Grant 

Thornton, S.L.P.; ‘rest corporations’ or other small auditing firms in the form of mercantile 

companies; and individual, collected by the individual auditors or natural persons who provide 

services for audit. 

Regarding the classification of the sector, we have grouped it in eight categories based on the 

CNAE: construction and real estate, consumption and distribution, energy and natural resources, 

financial, health, industry, services and technology, media and communications. 

5. Results and discussion 

Our observations are based on the analysis of the auditor’s reports issued by auditors in Spain that 

were included in the first set of annual reports of entities listed on the main Stock Exchange in Spain 

(“Ibex-35” and CM) after the enhanced auditor reporting standards became effective (that is, for the 

financial statements as of 31st December 2017). A total of 131 auditor’s reports, that presented 373 

KAMs in total, were reviewed as part of the study.  

We have divided the results into two parts related to our two research questions: 1) the 

analysis of the content of the extended audit report and 2) the analysis of the content of the extended 

audit report by a structural factor. 

 
5.1 Analysis of the content of the extended audit report 

5.1.1 Frequency of the content of the audit report 

The frequency and representativeness of each item of the classification appear in Table 7 in order to 

answer the first research question. 
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Table 7. The frequency of the content of the audit report 
Variable Explanation Frequency % Block  % sample (131) 

Block A: Type of paragraph       

AUOPI    Audit Opinion 3 16%   2%    

EMPHA Emphasis of matter 4 21% 3%    

GCPHA   Going concern 12 63% 9%    

Block B: Accounting KAM (ACCKAM)      

INTAS Intangible Assets 13 3% 10%    

GOD Goodwill 50 13% 38%    

FAIP Fixed Assets and 

investment property 

42 11% 32%    

IGAC Investment in group and 

associate companies 

4 1% 3%    

FI Financial Investments 18 5% 14%    

DTA Deferred tax assets 44 12% 34%    

INV Inventories 16 4% 12%    

OCA Other current assets 3 1% 2%    

PCL Provisions and contingent 

liabilities 

38 10% 29%    

TAX Taxes 8 2% 6%    

BAB Bank borrowings 4 1% 3%    

OFL Other financial liabilities 11 3% 8%    

PEN Pensions 3 1% 2%    

ACC Accruals  0% 0%    

REV Revenue recognition 58 16% 44%    

TRP Transactions with related 

parties 

1 0% 1%    

BC  Business combinations 20 5% 15%    

Block C: General KAM (GRALKAM)      

LRC Legal and regulatory 

compliance 

7 2% 5%    

CTC Contractual terms 

compliance 

3 1% 2%    

UST Unusual or significant 

transactions 

7 2% 5%    

GC Going concern 4 1% 3%    

ISY Information systems 11 3% 8%    

OTH Others 8 2% 6%    

Source: Own elaboration. 

 
 

In the following sections, a specific analysis is performed to show the results of each block.  
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5.1.2 Type of paragraph (Block A) 

5.1.2.1 Type of opinion 

Only three qualified opinions were identified by the auditors in 2017. One is related to Dogi 

International Fabrics, SA, audited by PWC, due to tax contingencies associated with some subsidiaries 

and non-provision recorded. Another qualified opinion is for Compañía Levantina de Edificación y 

Obras Públicas, S.A, audited by an individual auditor (Mr. Luis Caruana), due to uncertainty related to 

the bankruptcy of a significant subsidiary. And Mobiliaria Monesa, S.A, audited by BDO, has limited 

scope over a significant subsidiary due to the lack of financial reporting related to this subsidiary. The 

rest of the auditors’ opinions are unqualified or clean, what means that listed companies’ financial 

statements show broadly the true and fair view of their economic and financial situations.  

5.2.1.2 Emphasis of matter paragraph 

As the Spain experience of this reporting is for the largest companies, modified opinions or emphases 

of matter are rare. Reports follow the requirements of the relevant ISAs which may preclude reporting 

KAMs in certain circumstances. Therefore, only four emphasis paragraphs were identified by the 

auditors in 2017 in total, considering both IBEX-35 and CM. The four cases are the following: 

Ferrovial SA (construction company) in the IBEX-35 (audited by Deloitte) for the application of the 

IFRIC 15 “Agreements for the Construction of Real Estate in anticipation”; Unicaja Banca SA 

(financial company) in the CM (audited by PWC) due to its take-over merger; Amper SA (technology 

company) in the CM (audited by EY) for its agreement of sale of Pacifico Sur business subjected to 

some conditions and licenses; and finally, Mobiliaria Monesa SA (real estate company) in the CM 

(audited by BDO) for uncertainty related to bankruptcy of a significant subsidiary.  

5.2.1.3 Going concern 

Only 12 going concern paragraphs were identified by the auditors in 2017 in total. Three of them refer 

to companies which have a qualified opinion (see panel A, Table 8).  
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Table 8. Going concern information in the extended audit report. 

Panel A: Going concern paragraphs   

Auditor Market Company Sector Going concern 

PWC CM Dogi International Fabrics, 

S.A 

Services negative equity; negative working 

capital 

Luis Caruana CM Compañía Levantina de 

Edificación y Obras 

Públicas, S.A 

Construction negative equity; negative working 

capital 

BDO CM Mobiliaria Monesa, S.A Real Estate Significant losses in a signficant 

subsidiary 

Deloitte CM Obrascon Huarte Lain, S.A Construction and Real 

Estate 

Financing associated to the compliance 

of desinvestments  

Deloitte CM Abengoa, S.A Energy and natural 

resources 

Negative equity 

EY CM Duro Felguera, S.A Construction and Real 

Estate 

negative equity, negative working 

capital 

PWC CM Tubos Reunidos, S.A Industry negative equity; negative working 

capital 

Deloitte CM Corporación Empresarial de 

Materiales de Construcción, 

S.A 

Consumption and 

distribution 

Desinvestment in a company which is 

the principal source of revenues and 

some contingencies 

Baker Tilly 

Fmac, SLP 

CM Urbas Grupo Financiero, 

S.A 

Services Negative working capital; uncertainty 

over novation of financing agreements 

BDO CM Urbar Ingenieros, S.A Construction and real 

estate 

Negative working capital; uncertainty 

over novation of financing agreements 

HORWATH 

AUDITORES 

ESPAÑA S.L. 

CM Vertice Trescientos Sesenta 

Grados, S.A 

Technology, media 

and 

telecommunications 

Negative working capital 

BDO CM NYESA VALORES 

CORPORACION, SA 

Construction and real 

estate 

Equity below two thirds of social 

capital 

Panel B: Going concern paragraphs included as a KAM  

Auditor Market Company Sector Going concern KAM 

Deloitte CM Promotora de 

Informaciones, S.A 
 

Technology, media 

and 

telecommunications 
 

Evolution of the patrimonial 

and financial structure of the 

company 
 

PWC CM 
Pharma Mar, S.A 

 

Services Financial capability 

KPMG CM Ecolumber, S.A Energy and Natural 

Resources 

Financing of the activity of the group 

BDO CM 
Sniace, S.A 

 

Energy and Natural 

Resources 

Application of the going concern 

principle 

Source: own elaboration based on the annual report of each company downloaded in CNMV webpage 

  
 

It is remarkable that some auditors consider a going concern as a KAM but not in a specific 

paragraph (see panel B, Table 8). This issue is interesting to note because when the going concern is 

included with the rest of the KAMs, this can obfuscate the impact of firms’ viability risks. Whether the 

going concern is not disclosed in the annual reports, this situation implies a qualified opinion in its 

audit report. Whether the going concern is disclosed in the annual report, then the auditors should 

verify it. And if the auditors agree, it should disclose as a KAM, otherwise as an emphasis of the 

separate paragraph in order to give more visibility to the users of financial information (see Table 2 for 

the structure of the new audit report).   

5.1.3 KAM analysis (Block B and C) 

5.1.3.1 Number of risks 
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While standards provide guidelines for determining whether an audit matter constitutes a KAM, there 

is relatively little guidance with respect to the number of KAMs that should be reported. Indeed, 

which and how many KAMs to report is a matter of professional judgment. 

 Number of risks by audit firm 

We have collected data on the number of risks reported by each audit firm in our sample. The average 

total number of risks reported for companies from the CM is between three and four while Ibex-35 is 

between two and three. It is remarkable that the highest number of risks reported by non Big-Four 

firms are seven, while they have only around the 10% of the audit market. So it seems that the audit 

share does not affect the number of KAMs identified by auditors. Thus, small audit firms show a more 

detailed audit report because they would like to be protected against litigation and legal risks. On the 

contrary, the Big-Four firms may have more resources to be covered in a legal way.    

 Number of risks by sector 

We have also analyzed the distribution of risks between different sectors (see Table 9), and the results 

of our review are set out in the following tables. 

 
Table 9. Number of risk by sector 

Source: own elaboration based on the annual report of each company downloaded in CNMV webpage 

Sector 

Ibex-35 CM Total Average 

No. 

Firms 

No 

Risks 

No. 

Firms 

No. 

Risks 

No. 

Firms 

No. 

Risks 

Ibex-35 CM 

Construction 

and real estate 
 

5 17 22 52 27 69 3.4 2.4 

Consumption and 

distribution 

2 5 6 12 8 17 2.5 2.0 

Energy and natural 

resources 

8 32 8 22 16 54 4.0 2.8 

Financial 7 37 7 24 14 61 5.3 3.4 

Health -  2 4 2 4  2.0 

Industry 4 12 26 67 30 79 3.0 2.6 

Services 5 14 18 41 23 55 2.8 2.3 

Technology, media and 

telecommunications 

4 12 7 22 11 34 3.0 3.1 

Total 35 129 96 244 131 373   

 
 

The financial sector has resulted in the one with the highest average number of risks in IBEX-

35 as well as CM companies. A possible explanation of this issue could be the more requirements for 

the new specific financial regulation as well as new standards that have entered or will enter into force 

in the following years. Moreover, the information systems are critical in this sector. Thus, this trend is 

followed by construction in IBEX-35 and Technology, Media and Telecommunications in CM. 

5.1.3.2 Risk Types 

Table 10 below illustrates the wide range of risks reported, disaggregated between Ibex-35 and CM 

companies. This represents the total number of each individual risk type within our sample. 
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Table 10. Analysis of reported risks in the new audit reports of Spanish firms year 2017. 

 

Block B: Accounting KAM (ACCKAM) 
IBEX-35 CM 

Total 

 Number Percentage 

Revenue recognition 16 42 58 16% 

Goodwill 17 33 50 13% 

Deferred tax assets 11 33 44 12% 

Fixed Assets and investment property 16 26 42 11% 

Provisions and contingent liabilities 19 19 38 10% 

Financial Investments 9 9 18 5% 

 Business combinations 8 12 20 5% 

Inventories 1 15 16 4% 

Other financial liabilities 3 8 11 3% 

Intangible Assets  13 13 3% 

Taxes 5 3 8 2% 

Investment in group and associate companies 2 2 4 1% 

Other current assets  3 3 1% 

Bank borrowings  4 4 1% 

Pensions 3  3 1% 

Accruals    0% 

Transactions with related parties  1 1 0% 

Subtotal 110 223 333 89% 

     

Block C: General KAM (GRALKAM)  

   

Information systems 8 3 11 3% 

Legal and regulatory compliance 4 3 7 2% 

Unusual or significant transactions 4 3 7 2% 

Going concern  4 4 1% 

Contractual terms compliance  3 3 1% 

Others 3 5 8 2% 

Subtotal 19 21 40 11% 

Total 129 244 373 100% 

Source: own elaboration  
Large companies in Spain mostly report two to four KAMs and the majority of them include 

revenue recognition, impairment of goodwill and tax deferred recovery. Since these are often critical 

areas of management judgments’, and of particular significance to the valuation of companies, this is 

perhaps unsurprising. These three highest ranked risks comprise 41% of the total number of risks 

(373) reported by auditors in our study.  

5.1.3.3 Risk description granularity 

ISA 700 requires that “in order to be useful to users of the financial statements, the explanations of the 

matters required to be set out in the auditor’s report shall be described […] in a way that enables them 

to be related directly to the specific circumstances of the audited entity and are not, therefore, generic 

or abstract matters expressed in standardized language”. We have evaluated the descriptions of the 

KAMs in each of the 131 auditor’s reports in our study. An analysis of our evaluations by firm shows 

that there are differences between the audit firms – for example, Deloitte seems to have provided the 

most granular non-standardized risk disclosures, about 49% of granular risks that cite specific 

circumstances-. Excluding KPMG from the analysis, it would result in an approximate 40/60 split 

between granular and generic risk descriptions. This could be an indicator that there is room for 

improvements in terms of customizing the risk descriptions. In other words, the descriptions of KAMs 

in Spanish listed firms are very general and similar (around 65% of the total) from one audit report to 

other which diminishes the utility of risk disclosure.  

5.1.3.4 Conciseness 
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Investors value information particularly highly when it is presented in a concise way. This creates a 

particular challenge for auditors since at the same time they are being asked to convey granular 

information about highly technical matters in a concise and easy to understand way. This, therefore, 

prompted us to review the volume of disclosure, as well as its content. We have analyzed the average 

word count for the risk descriptions in each report. The average word count for IBEX-35 companies is 

440 and 394 for CM companies. On average, descriptions of risk tend to be longer for IBEX-35 

companies than for CM companies. This may be because these are generally larger and more complex 

businesses. Related to the audit firms, PWC and EY tend to include longer descriptions of risk in all 

their reports. This reflects the way those audit firms have sought to provide greater transparency and 

detail in reporting of risk, but highlights the challenge of meeting potentially contradictory 

expectations from the users of the reports. Prior to the audit reform, auditors did not show these KAMs 

because they were part of confidential information between companies and audit firms included in the 

management letters. Currently, this information is available for all readers and it is also standardized.   

 

5.2 Analysis of the content of the extended audit report by structural factors 

5.2.1 Types of opinion for structural factors 

Once classified the content of the audit report of listed companies of the sample, we can answer the 

second question research (RQ2). The frequency of the type of audit opinion for each factor in the 

study is presented in Table 11, distinguishing between unqualified opinion, favorable with a paragraph 

of emphasis or opinion with qualifications. 

In a general view, attending to the size of the companies, the smallest one presents more 

qualified opinions as well as the emphasis of matter and going concern. It could be indicative of a less 

accounting expertise after the new recent IFRS standards. Big Four issued more unqualified opinions 

than the rest of the auditors. Regarding the sector, construction and real estate present the number of 

going concern and emphasis of matter paragraphs followed by the services sector. 

 
Table 11. Types of opinion for structural factors 

Structural factor Categories 
Unqualified 

Favorable  

with the 

emphasis 

of matter 

 

GCO 
Qualified  Total 

Frequency (percentage by category of each factor) 

SIZE 

Big  43 1 2 0 46 

Medium 44 1 1 0 47 

Small 44 2 9 3 58 

AUDITOR 

Big 4 118 3 6 1 128 

Second Tier     5 1 3 1   10 

Rest corporation    4 0 2 0    6 

Individual    1 0 1 1    3 

SECTOR 

Construction 

and real estate 
25 2 5 2 34 

Consumption 

and distribution,  
8 0 1 0 9 

Energy and 

natural 

resources 

16 0 1 0 17 

Financial 14 1 0 0 15 

Health 2 0 0 0 2 

Industry 30 0 1 0 31 

Services  22 0 3 1 26 

Technology, 

media and 

communications 

11 1 1 0 13 

Source: own elaboration 
 

 

The frequency (in percentage) of the types of audit opinions for each category of the three structural 

factors studies are presented in the rows of the table, so each one totals 100%. In the next sections, a 

specific analysis by factor is performed. 

5.2.2 Content of audit report and size of the company 

In this section, a specific analysis of the content of the audit report is performed taking into account 

the size of the company. As shown in Table 12, big companies present more accounting and general 
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KAM than the rest of the companies because logically they are more complex and its environment is 

worldwide, normally, multinationals. 

 

 

 

 

 

 

 

5.2.3 Content of audit report and size of the auditor 

In this section, a specific analysis of the content of the audit report is performed taking into account 

the size of the auditor. As shown in Table 13, big four audit firms present more accounting and 

general KAM than the rest, but the percentage of the reported KAMs are aligned with their audit 

market share, being around 90% for Big Four. However, related to Block A, this proportion is not 

aligned as non-Big Four audit firms have presented a similar number of qualified, going concern or 

emphasis of matter paragraph as Big Four Firms. And this is increasing if we consider rest of 

corporation or individual, which could reflect more conservative audits. 

 

 

 

 

 

 

5.2.4 Content of audit report and sector  

In this section, a specific analysis of the content of the audit report is performed taking into account 

the sector. As shown in Table 14, industry, construction and real estate and services present more 

accounting KAM than the rest, while financial sector presents the highest number of general KAM. 

This is due to the fact of the new sector regulation as well as new standards that have entered or will 

enter into force in the following year and the information systems that are critical in this sector. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

6. Conclusions  

Investors, and other financial statement users, have asked for a more informative auditor’s 

report after the financial crisis and with a growing complexity in financial reporting. In particular, 

users of financial statement have asked for auditors to provide more relevant information. In this 

context, the IAASB, aware of the need for a change in the focus on the audit reports, approved a new 

international standard that incorporates major changes in the information contained in the audit 

reports. One of the major changes is the obligation for listed companies to describe in the audit report 

Table 12. The content of the audit report and size of the company 
Structural factor Categories Block A Block B            Block C 

SIZE 

Big  3 129 21 

Medium 2 114 13 

Small 14 90 6 

 Total 19 333 40 

Source: own elaboration 

 

Table 13. The content of the audit report and size auditor 
Structural factor Categories Block A Block B            Block C 

AUDITOR 

Big 4 10 314 34 

Second Tier 5 12 1 

Rest corporation 2 7 1 

Individual 2 4 0 

 Total 19 337 36 

Source: own elaboration 

Table 14. The content of the audit report and sector 
Structural factor Categories Block A Block B Block C 

SECTOR 

Construction and 

real estate 
9 65 4 

Consumption and 

distribution, 
1 17 0 

Energy and 

natural resources 
1 47 7 

Financial 1 44 17 

Health 0 4 0 

Industry 1 77 2 

Services 4 51 4 

Technology, 

media, and 

communications 

2 30 4 

 Total 19 335 38 

Source: own elaboration 
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the KAMs. As a result of this audit reform, this document is of special interest and relevance. We 

think that regulators, analysts, auditors, managers, and investors could benefit from the results of this 

study, and therefore, key information to take better business decisions and enhance the relevance of 

auditing.  

This paper analyses empirically the content of the new audit report after the accounting reform 

recently issued in Spain. Our findings show that as the Spanish experience of this reporting is for the 

largest companies, modified opinions or emphases of matter are rare. Additionally, the going concern 

paragraph is referred to companies which have a qualified opinion. It is also remarkable that some 

auditors consider a going concern as a KAM but not in a specific paragraph. This is an important issue 

to analyse in deep because some firms could hide some financial distress risks as a KAM instead of a 

separate paragraph.  

While standards provide guidelines for determining whether an audit matter constitutes a 

KAM, there is relatively little guidance with respect to the number of KAMs that should be reported, 

being a matter of professional judgment. Large companies in Spain mostly report two to four KAMs 

and the majority includes revenue recognition, impairment of goodwill and tax deferred recovery. 

These three highest ranked risks reflect 152 instances of reported risks and comprise 41% of the total 

number of risks reported by auditors in our study. In particular, the average total number of risks 

reported for companies from the CM is slightly higher than the total number of risks reported for 

companies in Ibex-35. Moreover, the financial sector has resulted in the one with the highest average 

number of risks followed by construction and technology, media and telecommunications. 

Additionally, the majority of KAM are largely generic in nature using more standardized language. 

This issue highlights the challenge of meeting potentially contradictory expectations from the users of 

the reports. 

Considering the structural factors size, type of auditor and sector, some peculiarities have been 

identified. In a general view, attending to the size of the companies, the smallest one presents more 

qualified opinions as well as the emphasis of matter and going concern. It could be indicative of a less 

accounting expertise after the new recent IFRS standards. Big Four audit companies issued more 

unqualified opinion than the rest of the auditors. Regarding the sector, construction and real estate 

present the high number of going concern and emphasis of matter paragraphs followed by the service 

sector. Moreover, industry, construction and real Estate and services present more accounting KAM 

than the rest, while financial sector presents the highest number of general KAM.  

Our study stands to extend the literature examining the value of audit reports and to inform 

ongoing regulatory actions. For instance, auditors in the US will start issuing expanded reports in 

2019, including a discussion of critical audit matters (CAMs). We hope that our study motivates the 

discussion of additional mechanisms for improving the content of the audit report in Spain and other 

jurisdictions. Future contributions could be also focused on a qualitative research based on the 

perceptions of the stakeholders about the information in the new audit report.  

Finally, this study is not exent of limitations. The research is based on only one year. More 

data in time should be analysed when new audit reports will be avalilable. Our sample is focused on 

listed firms and listed companies do not have the same behaviour as private firms so future research 

would include a comparison between new audit reports in private and public firms. The impact of this 

new regulation on financial markets and firm’s valuation could be also relevant to analyse. 

 

Notes 

1.  The Instituto de Censores Jurados de Cuentas de España (ICJCE) is one of the Spanish 

Auditor’s associations. 

2. The Critical Audit Matters (CAMs) are used in the American regulation for the Key Audit 

Matters (KAMs) in Europe. 

3. MAB has a tailor-made regulation and costs and processes specifically designed for the listed 

companies. 
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