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 This study investigates how key audit matter (KAM) characteristics influence financial statement 
understandability and subsequent investor decision making. Using Structural Equation 
Modeling-Variance Based (SEM-VB) through Partial Least Squares (PLS), the analysis was 
conducted on a diverse global sample of investors from Europe, North America, Asia-Pacific, 
Africa, and Latin America. The results indicate that KAM accuracy, reliability, audit quality, and 
financial reporting quality significantly enhance perceived financial statement understandability, 
which in turn positively impacts investor judgments. The mediating role of understandability is 
confirmed, emphasizing its crucial influence on investors’ decisions. Additionally, an 
importance-performance map analysis (IPMA) identified KAM reliability and accuracy as the 
most critical factors. This study contributes to the theoretical and managerial understanding of 
audit practices and investor behavior. 
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1. Introduction 

 
In today's complex financial markets, transparency and reliability of financial reporting are crucial for making informed 
investment decisions. Investors increasingly depend on comprehensive and accurate disclosures to guide their decision-
making processes (Salehi, 2022). At the heart of these disclosures are Key Audit Matters (KAMs), which highlight the most 
significant areas of audit. The accuracy and reliability of KAMs are important because they offer investors insights into the 
auditor's perspective on financial reporting risks and overall quality of financial statements. This study examines how the 
precision of KAMs and overall quality of financial reporting influence investors’ judgments and decisions (Chang et al., 
2024). The introduction of KAMs by regulatory bodies, such as the International Auditing and Assurance Standards Board 
(IAASB)  (IAASB | IAASB, 2024), aims to improve the communicative value of audit reports (Alshdaifat et al., 2024). By 
emphasizing areas that require significant auditor attention, KAMs provide a further understanding of a company's financial 
health and risk  (Camacho-Miñano et al., 2024). However, the effectiveness of KAMs centers on its accuracy and reliability. 
Investors must trust that these disclosures not only reflect actual audit concerns but are also transparently and 
comprehensively (Ebirim et al., 2024). Recent studies suggest that high-quality KAM disclosures can significantly impact 
investor confidence and decision-making. For example, Lennox, Schmidt, and Thompson (Lennox et al., 2023)  found that 
clear and precise KAMs contribute to a more robust investment environment by reducing information asymmetry. Moreover, 
the clarity and understandability of these matters are crucial. When KAMs are articulated straightforwardly, they become 
powerful tools for investors, helping them gauge potential risks and opportunities more effectively (Moroney et al., 2021). 
Despite the growing importance of KAMs, questions remain regarding their actual influence on investor behavior. This 
study evaluates the interplay between KAM accuracy, financial reporting quality, and investor judgment. By investigating 
these elements, this study aims to provide empirical evidence on how they shape investment strategies and decisions, 
ultimately contributing to a higher understanding of the role of audit disclosure in financial markets. 
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KAM accuracy and reliability are integral to the audit quality. High-quality audits boost the credibility of financial reports 
and foster greater investor trust  (Guo et al., 2024). Investors rely on the precision of KAMs to form judgments about 
financial statements' understandability and reliability (Ong et al., 2022a). Accurate reporting of KAMs can substantially 
improve the quality of financial reporting, reduce uncertainties, and enhance investor decision-making processes (Velte, 
2023). Financial statement understandability is another critical factor that is influenced by the quality of KAM disclosure. 
Clear and comprehensible financial statements enable investors to make informed judgments (Allee et al., 2024). Thus, the 
communicative effectiveness of KAMs directly affects financial reporting quality and investor behavior. When investors 
find KAMs reliable and easy to understand, they are very likely to make abreast investment decisions (Godi, 2024). 

This study not only complements the existing literature on audit practices, but also provides practical insights for auditors 
and regulatory bodies aimed at enhancing the transparency and effectiveness of financial reporting (Fuadah & Setiyawati, 
2020). By understanding the impact of KAMs on investor behavior, stakeholders can better appreciate the critical role of 
accurate and reliable audit disclosures in fostering a stable and trustworthy financial environment (Baatwah et al., 2022). 
This empirical study underscores the importance of KAM accuracy and reliability in improving audit quality, financial 
reporting quality, and, ultimately, investor decision-making. Accordingly, the subsequent research questions were proposed: 

RQ1:  In what ways do the characteristics of KAMs collectively influence the understandability of financial statements? 

RQ2:  Does the understandability of financial statements mediate the relationship between the characteristics of KAMs and 
investors' decision-making judgments? 

2. Theoretical Background and Hypotheses  

2.1.  Information Asymmetry Theory 

Information Asymmetry Theory (Akerlof et al., 1970) is crucial for understanding the discrepancies in information between 
company management and investors, emphasizing how unequal access to information can lead to poor decision making and 
impact market efficiency and trust. In the context of our research, KAMs are crucial for bridging this information gap by 
providing investors with insights into significant audit findings and areas of concern. This transparency helps reduce 
information asymmetry, enabling investors to make informed decisions based on a clearer understanding of a company’s 
financial health (Christensen et al., 2014). When KAMs are accurate and reliable, they enhance the quality of financial 
reporting, boosting investor assurance. Access to detailed and trustworthy audit disclosures allows investors to assess risks 
and opportunities better, leading to more rational investment choices  (Ismail et al., 2018). This study inspects how the 
accuracy and reliability of KAMs influences investors’ judgments and decisions. By applying the Information Asymmetry 
Theory, this study highlights the crucial role of transparent and precise audit disclosures in mitigating information gaps, 
ultimately fostering a more stable and efficient market. This theoretical framework underpins this research by explaining 
the mechanisms through which KAMs affect investor behavior (Moroney et al., 2021). 

2.2. Investors Judgment of Decision Making 

Investors' decision-making judgment is a critical area of study in finance and behavioral economics. Researchers have 
explored various factors that influence investors’ decisions, including cognitive biases, risk perception, and information 
processing strategies. According to Barber and Odean (Barber & Odean, 2001), individual investors often exhibit 
overconfidence and a tendency to trade frequently, leading to suboptimal investment outcomes. Thaler (Thaler, 1985) 
discusses the concept of mental accounting, in which investors compartmentalize their investments based on subjective 
criteria rather than overall portfolio performance.  Additionally, behavioral finance literature, such as Kahneman and 
Tversky's prospect theory (Tversky & Kahneman, 1992), highlights how investors' decisions are influenced by the framing 
of choices and perceived gains or losses comparative to a reference point. Moreover, the role of emotions, particularly fear 
and greed, has been emphasized by studies such as Lo and Repin (Lo & Repin, 2002), demonstrating their impact on 
investment decision-making processes. Understanding these dynamics can help improve investor education and decision-
support systems, promoting rational and informed investment behavior. Future research could explore interventions to 
mitigate biases and enhance decision-making processes among investors, thus contributing to better financial outcomes and 
market efficiency. 

2.3. The Accuracy and Reliability of KAMs 

KAMs highlight their critical role in enhancing financial reporting quality and investor decision-making. KAMs aim to 
provide insights into significant audit issues, thereby reducing the information asymmetry between company insiders and 
investors. Christensen, Glover, and Wolfe (Christensen et al., 2014) found that KAM disclosures improve the information 
environment for financial statement users, making it easier for investors to understand complex financial matters. Lennox, 
Schmidt, and Thompson (Klueber et al., 2018) demonstrate that precise and accurate KAMs significantly boost investor 
confidence by providing clearer insights into audit findings and risks. Furthermore, Moroney, Phang, and Xiao (Moroney 
et al., 2021)  highlighted that high-quality KAMs contribute to better financial reporting by increasing transparency and 
trustworthiness, which in turn positively influences investor behavior. However, the effectiveness of KAMs depends largely 
on their accuracy and reliability (Dos’Santos et al., 2019). Investors must trust that KAMs reflect genuine audit concerns 
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and that they are presented transparently. These findings collectively suggest that improving the accuracy and reliability of 
KAM disclosures can significantly enhance financial reporting quality and support informed investor decision-making. 
Therefore, we hypothesize as follows: 

H1: There is a positive association between the accuracy and reliability of KAMs and the perceived understandability of 
financial statements. 

2.4. Audit and Reporting Quality 

The literature on audit and financial reporting quality emphasizes their interdependent relationship in promoting 
transparency and reliability in financial disclosures. High audit quality is characterized by thoroughness, integrity, and the 
ability to detect and report material misstatements, which contribute significantly to financial reporting quality. DeFond and 
Zhang (DeFond & Zhang, 2014)suggest that high-quality audits improve the credibility of financial statements, thus 
reducing the information asymmetry between managers and investors. Francis (Francis, 2011) further asserts that robust 
audit practices improve investor confidence by ensuring that financial reports are accurate and free of significant errors.  
Several studies explore the influence of audit quality on financial reporting. For instance, Knechel et al. (Knechel et al., 
2013) find that higher audit quality is associated with greater financial statement reliability, which is crucial for effective 
investor decision-making. Similarly, Ball, Jayaraman, and Shivakumar (Ball et al., 2012) highlighted that stringent audit 
practices can deter aggressive financial reporting and earnings management, thereby improving the overall quality of 
financial reports.  Lawrence, Minutti-Meza, and Zhang (Lawrence et al., 2011) indicate that firms audited by high-quality 
auditors are more likely to produce financial statements that better reflect the economic realities of the firm. Collectively, 
these findings highlight the essential role of audit quality in enhancing financial reporting quality, thus supporting market 
efficiency and investor trust. Therefore, we hypothesize as follows: 

H2: Higher audit quality is positively associated with the perceived understandability of financial statements. 

H3: Higher financial reporting quality is positively associated with the perceived understandability of financial 
statements. 

2.5. The Mediating Character of Financial Statements Understandability  

The understandability of financial statements is crucial for investors, as it directly affects their ability to make informed 
decisions. According to Beattie, McInnes, and Fearnley  (Beattie et al., 2004), clear and comprehensible financial 
disclosures enable investors to accurately assess a company's financial well-being and future forecasts. This 
understandability is enhanced by straightforward language, logical presentation, and avoidance of excessive jargon (Jones 
& Scott, 2022). Studies have shown that investor confidence increases when financial statements are more understandable. 
Miller (Miller, 2010) found that simplified disclosures lead to better investor comprehension and more accurate evaluations 
of financial performance. Moreover, Lawrence, Minutti-Meza, and Zhang  (Lawrence et al., 2011) highlight that transparent 
and easily interpretable financial statements reduce information asymmetry, thus fostering a more efficient market. The role 
of narrative disclosures, such as Management Discussion and Analysis (MD&A), is also significant. Smith and Taffler 
(Smith & Taffler, 2000) suggest that well-articulated narrative sections can improve investors' understanding by providing 
contexts and explanations that numerical data alone cannot convey. Collectively, these findings highlight the importance of 
enhancing the understandability of financial statements to support investor decision making and market efficiency. 
Therefore, we hypothesize as follows: 

H4: There is a positive association between the perceived understandability of financial statements and investors' 
decision-making judgments. 

H5a-c: The relationship between KAM characteristics—specifically (a) KAM accuracy and reliability, (b) audit quality, 
and (c) financial reporting quality—and investors' decision-making judgments is mediated by the perceived 
understandability of financial statements. 
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3. Research Methodology  

3.1. Data Collection and Sample 

To evaluate the impact of KAM accuracy and reliability and financial reporting quality on investors' judgment of decision-
making, a structured survey was designed and distributed to a diverse group of investors worldwide. The survey aimed to 
capture investors' perceptions, experiences, and decision-making processes regarding KAM disclosure and financial 
reporting quality. Investors were identified through comprehensive databases such as Bloomberg, Thomson Reuters, and 
Morningstar and by partnering with major investment platforms, online trading platforms, and brokerage firms. 
Additionally, collaborations with international financial organizations such as the CFA Institute and leveraging social media 
platforms such as LinkedIn and Twitter have helped reach a broad audience of institutional and retail investors globally. 

The survey included a quantitative question to gather comprehensive data on various aspects including demographic 
information, perceptions of KAM accuracy and reliability, views on the quality of financial reporting, decision-making 
processes influenced by KAM disclosures, and the impact of financial reporting on investment decisions. The target sample 
size was 1,473 investors, ensuring diverse representations across different regions, including Europe, North America, Asia-
Pacific, Africa, and Latin America. The data collection process was conducted from November to December 2023. The 
sample comprises both institutional investors (e.g., fund managers and analysts) and retail investors (e.g., individual 
shareholders), aiming to provide a complete view of the investor population. 813 responses were received. A total of 672 
valid complete responses were used for further analysis. The demographic data are presented in Table 1. 

Table 1  
Respondents profile 

Characteristics Number % 
Respondents group Institutional investors   408 60.7% 
 Retail investors   264 39.3% 
Gender Male 470 69.6% 
 Female  202 30.1% 
Age Below than 25 years old 18 2.7% 
 25-34 375 55.8% 
 35-44 192 28.6% 
 45-54 56 8.3% 
 Above 55 years old 31 4.6% 
Education No formal education  2 0.3% 
 High school/Diploma   137 20.4% 
 Bachelor’s degree 348 51.8% 
 Master’s degree   103 15.3% 
 PhD degree 82 12.2% 
Ethnicity North America 197 29.3% 
 Europe 294 43.8% 
 Asia-Pacific 119 17.7% 
 Latin America 29 4.3% 
 Africa 20 3.0% 
 Other 13 1.9% 

Total 672 100% 

 

3.2. Measurements   

Mature measurement scales were selected and adjusted appropriately for research scenarios to guarantee the reliability and 
validity of the measurement scale. Rendering to relevant scholarly research, KAM reliability and accuracy comprise three 
items  (Kipp, 2017), audit quality includes nine items  (Rajgopal et al., 2021), financial reporting quality includes five items 
(Kipp, 2017), financial statement understandability includes eight items (Rathnayake Mudiyanselage, 2020), and investors’ 
judgment of decision making includes five items (Blessing & Onoja, 2015). All items were scored on a 5-point Likert scale 
ranging from 1 (strongly disagree) to 5 (strongly agree). 

4. Data Analysis and Results 

 This study utilized the Structural Equation Modeling-Variance Based (SEM-VB) approach, specifically employing the 
Partial Least Squares (PLS) method using SmartPLS software (version 4.0) (Neiroukh et al., 2024; Ringle et al., 2022). This 
analysis adhered to the two-stage technique advocated by Anderson and Gerbing (1988). Initially, the measurement model 
was assessed to ensure validity and reliability, followed by an evaluation of the structural model to test hypothesized 
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relationships (Aljuhmani et al., 2021; Hair et al., 2017). The primary rationale for selecting PLS as the statistical method 
lies in its capability to simultaneously analyze both the measurement and structural models, resulting in more precise 
estimates (Al’Ararah et al., 2024; Barclay et al., 1995). This dual-stage analysis enhances the robustness and accuracy of 
the findings, and provides a comprehensive understanding of the dynamics of the research model. 

4.1. Measurement Models Assessment   

The measurement model assessment in this study involved evaluating the construct reliability and validity, including both 
convergent and discriminant validity. As shown in Table 2, construct reliability was confirmed through Cronbach's alpha 
coefficients, all of which exceeded the recommended value of 0.7, ranging from 0.745 to 0.921 (Al-Geitany et al., 2023; 
Nunnally & Bernstein, 1994). Additionally, composite reliability (CR) values ranged from 0.754 to 0.936, surpassing the 
0.7 threshold (Awwad et al., 2022; Hair et al., 2019). Indicator reliability was verified using factor loadings, with all items, 
except FRQ5 exceeding the 0.5 benchmark (Hair et al., 2009). Convergent validity, assessed via average variance extracted 
(AVE), showed values between 0.534 and 0.677, well above the 0.50 standard (Fornell & Larcker, 1981). The measurement 
model is shown in Table 2.  

Table 2  
Construct reliability and convergent validity. 

Construct/ Indicators Outer loadings  VIF Cronbach's α CR AVE 
Audit quality (AQ)   0.842 0.872 0.534 
AQ1 0.583 1.462    
AQ2 0.618 1.728    
AQ3 0.607 2.463    
AQ4 0.622 2.454    
AQ5 0.659 1.689    
AQ6 0.707 1.921    
AQ7 0.737 2.140    
AQ8 0.757 1.956    
AQ9 0.700 1.711    
Financial reporting quality (FRQ)   0.745 0.754 0.583 
FRQ1 0.517 1.379    
FRQ2 0.892 1.281    
FRQ3 0.541 1.516    
FRQ4 0.574 1.329    
FRQ5* - -    
Financial statement understandability (FSU)   0.921 0.936 0.647 
FSU1 0.830 2.712    
FSU2 0.841 2.748    
FSU3 0.642 1.584    
FSU4 0.864 1.162    
FSU5 0.824 2.687    
FSU6 0.846 2.780    
FSU7 0.767 2.093    
FSU8 0.797 2.368    
Judgments decision-making (JDM)   0.810 0.869 0.572 
JDM1 0.661 1.373    
JDM2 0.680 1.339    
JDM3 0.798 2.218    
JDM4 0.845 2.564    
JDM5 0.780 1.641    
KAM reliability and accuracy (KRA)   0.763 0.863 0.677 
KRA1 0.850 1.538    
KRA2 0.840 1.673    
KRA3 0.777 1.481    

Note: Items were deleted owing to low factor loading (*), Variance inflation factor (VIF), Composite reliability (CR), and Average variance extracted 
(AVE). 

Discriminant validity was confirmed through the Heterotrait-Monotrait ratio (HTMT) (Henseler et al., 2015), with all 
HTMT values below 0.85 (Table 3), indicating strong discriminant validity (Hair et al., 2019). 

Table 3  
Discriminant validity using the Heterotrait-Monotrait ratio (HTMT). 

Factors AQ FRQ FSU JDM KRA 
1. Audit quality (AQ)      

2. Financial reporting quality (FRQ) 0.216     

3. Financial statement understandability (FSU) 0.593 0.228    

4. Judgments decision-making (JDM) 0.464 0.167 0.643   

5. KAM reliability and accuracy (KRA) 0470 0.168 0.354 0.338  
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4.2. Structural Model Assessment 

The structural model assessment, Following Hair et al. (2017)'s guidelines, evaluated the beta coefficients (β), R-squared 
(R²) values, and their corresponding t-values were calculated using a bootstrapping procedure with 5,000 resamples 
(Neiroukh et al., 2024). Effect sizes (f²) were also considered, aligning with the recommendation by Sullivan and Feinn 
(2012) that p-values indicate the presence rather than the magnitude of the effects. As shown in Figure 2, the structural 
model provides insights into the hypothesis-testing outcomes.  

 

Note: Investors’' judgments decision-making (JDM), KAM reliability and accuracy (KRA), audit quality (AQ), financial 
statement understandability (FSU), financial reporting quality (FRQ). 

Fig. 2. PLS Structural model 

The results confirm that the accuracy and reliability of KAMs positively influence the perceived understandability of 
financial statements (H1: β=0.102, t=2.661, p=0.008). Similarly, audit quality (H2; β=0.498, t=14.742, p=0.000) and 
financial reporting quality (H3; β=0.174, t=2.981, p=0.003) were positively associated with perceived understandability. 
Moreover, perceived financial statement understandability significantly and positively impacts investors' decision-making 
judgments (H4: β=0.564, t=18.982, p=0.000). Table 4 summarizes the hypothesis testing results, which underscore the 
robustness of the structural model in explaining the relationships hypothesized in this study. 

Table 4  
Hypotheses testing results. 

Hypothesized Relationships Sample Estimate T-statistics P-values Decision 
H1: KRA → FSU 0.102 2.661 0.008 Supported 
H2: AQ → FSU 0.498 14.742 0.000 Supported 
H3: FRQ → FSU 0.174 2.981 0.003 Supported 
H4: FSU → JDM 0.564 18.982 0.000 Supported 

Note: Investors' judgments decision-making (JDM), KAM reliability and accuracy (KRA), audit quality (AQ), financial 
statement understandability (FSU), financial reporting quality (FRQ). 

4.3. Mediation Effect Results 

The mediation analysis in this study, following Hayes’ (2009, 2013) recommendations, utilized the bootstrapping method 
to assess indirect effects (Aljuhmani et al., 2024). Specifically, Preacher and Hayes’s (2004) methods were employed to 
examine how the perceived understandability of financial statements mediates the relationships between KAM 
characteristics, namely (a) KAM accuracy and reliability, (b) audit quality, and (c) financial reporting quality, and investors' 
decision-making judgments. Table 5 presents the results of these analyses, demonstrating the significant indirect effects. 
Perceived understandability mediated the relationship between KAM accuracy and reliability (H5a; β=0.058, t=2.567, 
p=0.010), audit quality (H5b; β=0.281, t=11.603, p=0.000), and financial reporting quality (H5c; β=0.098, t=2.981, 
p=0.003) with investors' decision-making judgments. According to Preacher and Hayes (2008), the absence of a 
bootstrapped confidence interval straddling zero confirms the mediation (Table 5). Therefore, this study concludes that 
perceived financial statement understandability significantly mediates the relationships tested, supporting hypotheses H5a-
c. These results underscore the essential role of perceived understandability in shaping investors’ perceptions and decisions 
based on financial disclosures. 
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Table 5  
Indirect effect results 

Hypothesized Relationships Sample Estimate T-statistics P-values CIs Decision 
2.5% 97.5% 

H5a: KRA → FSU → JDM 0.058 2.567 0.010 0.013 0.103 Accepted 
H5b: AQ → FSU → JDM 0.281 11.603 0.000 0.236 0.331 Accepted 
H5c: FRQ x FSU → JDM 0.098 2.981 0.003 0.057 0.144 Accepted 

Note: CIs: confidence intervals, investors' judgments decision-making (JDM), KAM reliability and accuracy (KRA), audit quality (AQ), financial 
statement understandability (FSU), financial reporting quality (FRQ). 

4.4. Importance-Performance Map Analysis (IPMA) 

The importance-performance map analysis (IPMA) conducted in this study provides insights into the factors influencing 
investors' judgment decision-making (JDM) as the consequence construct in PLS modeling. The IPMA assesses both the 
importance (total effects) and performance (index values) of the predecessor constructs. According to Hair et al. (2017), 
performance scores were computed by rescaling latent variable scores to a 0-100 range, reflecting their effectiveness in 
influencing the target construct. Ringle and Sarstedt (2016) note that IPMA enhances PLS analysis by integrating the 
importance and performance dimensions, aiding in prioritizing areas for improvement. Table 6 displays the findings, 
detailing the relative importance and performance of the key constructs. 

Table 6  
IPMA results for investors' decision-making judgments. 

Constructs Total effect of the JDM 
(Importance) 

Index values 
(Performance) 

KAM Reliability and accuracy (KRA) 0.058 71.434 
Audit quality (AQ) 0.281 68.210 
Financial statement understandability (FSU) 0.564 58.098 
Financial reporting quality (FRQ) 0.098 35.258 

Note: Investors' judgments decision-making (JDM). 

Figu. 3 illustrates that KAM reliability and accuracy (KRA) has emerged as highly influential for investors' decision-
making, followed by audit quality (AQ) and financial statement understandability (FSU). Financial reporting quality (FRQ) 
was found to be less influential. The IPMA highlights areas where enhancements in performance could significantly impact 
decision-making outcomes, aligning with the study's goal of identifying critical factors that merit attention and 
improvement. 

 

Note: Investors' judgments decision-making (JDM), KAM reliability and accuracy (KRA), audit quality (AQ), financial 
statement understandability (FSU), financial reporting quality (FRQ). 

Fig. 3. Importance-performance map for investors' JDM. 

5. Discussion and Implications 

5.1. Discussion of Findings  

The findings of this study offer valuable insights into how KAM characteristics influence the understandability of financial 
statements, and subsequently affect investors' decision-making judgments. The structural model analysis revealed that KAM 
accuracy and reliability, audit quality, and financial reporting quality positively impact the perceived understandability of 
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financial statements, supporting hypotheses H1-4. This aligns with prior research emphasizing the importance of audit 
quality and reliable financial reporting in enhancing the clarity and usefulness of financial disclosures (Kitiwong & 
Sarapaivanich, 2020; Ong et al., 2022b; Reid et al., 2019; Suttipun, 2021). 

Moreover, the study found that perceived understandability of financial statements significantly mediates the relationship 
between KAM characteristics and investors' decision-making judgments, validating hypotheses H5a-c. This finding is 
constant with recent studies (Alharasis et al., 2024; Bepari et al., 2023; Gambetta et al., 2023; Hegazy & Kamareldawla, 
2021; Klueber et al., 2018; Rautiainen et al., 2021) that argue that the indirect effect can be critical in understanding complex 
relationships within financial reporting contexts. By applying the bootstrapping method, this study substantiates the 
mediating role of financial statement understandability, highlighting its significance in investors’ decision-making 
processes. 

The importance-performance map analysis (IPMA) further enriches the study by identifying KAM reliability and accuracy 
as the most crucial factors influencing investor judgments, followed by audit quality and financial statement 
understandability. The IPMA results suggest that enhancing the performance of these constructs can significantly improve 
investors’ decision-making outcomes. Ringle and Sarstedt (2016) advocate for IPMA's utility in pinpointing areas requiring 
attention to bolster performance, where it lags despite its high importance. 

The robustness of this study's findings is further bolstered by the diverse sample of investors who participated, providing a 
comprehensive evaluation of the effect of KAM accuracy, reliability, and financial reporting quality on investor decision-
making. By capturing perspectives from various markets and cultures, this study offers a holistic view of how KAM 
characteristics impact financial statement understandability, and consequently, investors’ decision-making judgments. This 
approach aligns with recent research (Abdullatif et al., 2023; Suttipun, 2021) by including diverse samples for more 
generalizable and robust research outcomes. This wide-ranging sample enhances the validity of the findings and underscores 
the universal importance of audit quality and reliable financial reporting in shaping informed investor decisions. 

5.2. Theoretical Implications 

The results of this study have substantial theoretical implications for auditing and financial reporting. The positive 
association between KAM characteristics - specifically accuracy, reliability, and audit quality - and the perceived 
understandability of financial statements underscores the critical role of transparent and detailed auditing in enhancing 
financial statement clarity. This aligns with previous research that stresses on the importance of high-quality audits in 
financial reporting (Christensen et al., 2014; Lennox & Wu, 2018). Additionally, the mediating role of financial statement 
understandability between KAM characteristics and investors' decision-making judgments extends the existing theories on 
the influence of audit quality on investor behavior (Gold et al., 2020; Lennox et al., 2023; Moroney et al., 2021). By 
incorporating a diverse global sample, this study highlights the universal applicability of these theoretical constructs across 
different cultural and regulatory environments, supporting the generalizability of these theories in a global context (DeFond 
& Zhang, 2014; Francis, 2011; Knechel et al., 2013; Rajgopal et al., 2021). This contributes to a deeper understanding of 
how audit practices affect investors’ perceptions and decision-making worldwide. 

5.3. Managerial Implications 

This study's findings propose critical managerial implications, emphasizing the need for auditors and financial managers to 
prioritize the accuracy, reliability, and quality of financial reporting. Enhanced transparency in KAMs significantly boosts 
the understandability of financial statements, thereby positively influencing investors’ decisions. Managers should focus on 
improving audit quality and ensuring detailed and clear disclosures to foster investor confidence. Additionally, organizations 
should consider the global applicability of these practices, recognizing that clear and reliable financial reporting is valued 
across diverse markets, thereby supporting better investor relations and decision-making on a worldwide scale. 

5.4. Limitations and Future Research Directions  

The study's limitations include dependance on self-reported survey data, which may introduce response biases, and a focus 
on investors’ perceptions, which may not fully capture actual decision-making behaviors. While the sample was diverse, it 
may not represent all investor types, potentially limiting its generalizability. Future research could address these limitations 
by using experimental or longitudinal designs to observe actual investor behavior over time and by expanding the sample 
to include a broader range of investors from different markets and regions. Additionally, investigating the specific 
mechanisms through which KAMs influence investor decisions, such as qualitative interviews or case studies, could provide 
deeper insights. Exploring the impact of technological advancements and automated financial analysis tools on the 
interpretation and effectiveness of KAM disclosures could also be valuable (Christensen et al., 2014; Lennox & Wu, 2018; 
Moroney et al., 2021). Such research could enhance our understanding of how KAMs and advanced analytical tools shape 
investor decision making in various contexts. 
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