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The Impact of Employee Stock Incentives on Key Audit Matters

Haozhi Zhang
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Tianyong Li

[Abstract] As a concentrated disclosure by auditors of areas of significant misstatement risk in financial
statements, key audit matters can have adverse effects on companies and their executives, leading to increased
earnings management by management. Employee stock incentives, however, can optimize corporate
governance, constrain executives’ earnings management behavior, and thereby enhance the credibility of audit
reports. Using A—share listed companies from 2017 to 2024 as the research sample, this study empirically
examines the impact of employee stock incentives on the disclosure level of key audit matters. The findings
indicate that employee stock incentives can align the incentives of shareholders and ordinary employees, thereby
curbing corporate earnings management, improving the quality of internal controls, and reducing the risk of
material misstatements in financial statements. Consequently, this reduces the number of key audit matters
identified by auditors and enhances the quality of their disclosure.
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