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The Impact of Corporate Governance Efficiency on the

Relationship between Managerial Ability and Audit Fees

Evidence from Listed Companies in the Egyptian Stock
Exchange

Abstract

The research aimed to study and test the relationship between the managerial
ability score and audit fees, and to test the effect of corporate governance
efficiency on this relationship.

To achieve this goal, an empirical study was conducted on non-financial
companies that listed in the Egyptian Stock Exchange for the period from 2014
to 2019, to test the relationship between managerial ability score and audit fees,
in light of the efficiency of corporate governance as a moderating variable, with
controlling variables which are the size of the company, the degree of financial
leverage, the rate of return on assets. In addition to the audit firm size and the
industrial sector as additional control variables.

The researcher found that the managerial ability score in the majority of listed
companies in the Egyptian Stock Exchange had low score, reaching an average of
approximately 9%. She also found the difficulty of explaining the behavior of
audit fees in the Egyptian audit firms. This makes it difficult to determine their
determinants.

The researcher also found an evidence about the inverse relationship between
managerial ability score and audit fees in listed companies in the Egyptian Stock
Exchange but not significant. This result was inhanced by conducting additional
and sensitivity analysis.

It was also found that the efficiency of corporate governance affected on the
relationship between the managerial ability and audit fees. Because the statistical
indicators changed by introducing the efficiency of corporate governance as a
moderating variable that measures the degree of corporate governance
compliance, but this effect was not significant, because the level of corporate
governance efficiency in companies listed in Egyption exchange is weak, which
reached an average of about 39.8%.

Based on the results obtained, the researcher recommends that the managerial
ability score should be taken into consideration when pricing the audit service

and considered one of the determinants of audit fees in Egypt.

Keywords: managerial ability; Audit fees; corporate governance efficiency
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Leasans w0l Longitudinal dulghall cilbball ¢lssl aal Lsld duhal) by dae gl Las
O Lo clibad) sda Jaciy .(McManus, 2011)  diuse 4aia) 8y58 DA dual) ilayial
lilug i) (e Ama 83l Baa)y S35 e Time Series Data duiojll Judlull <l
S5 ool ila G mendl aiy Ladiey .Sk sae e Cross Sections Data duakis
.panel data 4de Gl Lo sas el lgibin 8 32k duadaie il 2 1) )

Badieall milaill 4 Cigoal) i s panel data clily zigal Ao sl Gadiel
Oe M2 panel  data zisai of LeS . Jadh Ladaball ULl of cdadd Al Judladl e
iy (63} Alasy) malilly .(McManus, 2011) dgiwall clyaial) G aatiall Jals Yl
ehya) e i)y ADM sl Jds (Eviews™ zaliy sa clild) e gsill 138 a
t b WS clpiall aaasll Jalasl)
L) cfpatial Ghagl Julat) Y
.Continuous Variables dlaiall u)all <l yuaial teagll Jalaill JGI Jgaall maag

duyall opaial descriptive analysis aagll Jaladl) : ¥ Jgaa

LnFees | TFees | MAscore | CG, Efficiency | F.size | Ln F.size| LEV | ROA

Mean 1144714 | 1509788 | 0.088223 0398393 1.69E+09 | 2023565 | 0.373039 | 0.050193

Median 11.40756 | 90000.00 | 0.087265 03175 T.I18E+08 | 2039262 | 0.370465 | 0.037279
Maxinmum 13.99783 | 1200000. | 0.219945 1 166E+10 | 23.53361 | 1464309 | 0471857
Minimum 9.546813 | 14000.00 0 0 31036535 | 17.25132 | 0.000806 | -0.39308

Std. Dev. 0.957821 | 176400.1 | 0.081083 0.372704 257E+09 | 1540318 | 0.235868 | 0.098366

Skewness 0.265562 | 2.601473 | 0.13129%4 0439382 2.743887 | -0.02396 | 0.619339 | 0.270212

Kurtosis 261738 | 1055048 | 1345374 1.718488 1168036 | 2004678 | 3.744444 | 3444887

Jarque-Bera | 7498379 | 1471407 | 49.11793 4225376 1846455 | 1737685 | 36.54912 | 109.7168

Probability | 0.023334 | 0.000000 0 0 0.000000 | 0.000169 | 0.000000 0
Sum 4807.8 | 63411088 | 37.05353 167.326 TI2E+11| 8498974 | 156.6766 | 21.08186

Sum Sq.Dev. | 3843992 | 130E+13 | 27547 3820242 276E+21 | 994.1113 | 2331062 | 4.070662

Observations 420 420 420 420 420 420 420 420

http: //www.eviews.com e Ui cmalill Haledl lacayl laayl & '
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ilKe Lgle Juant ) deahyal) Giladl o Zuhall @ilpiial aasl) ddail (e alitios,
Ve jlie o Juaat CutlSall el (Sl - anl€al g S (<8 gl dyaaall danlall
22y %A,V 3l Ayl 5aal da ) Lgad dyaall @l cll) dulel o LS L agia alf
5Ly A (e Lgant (Kag deaitin ogb Al LaSon 5ol Lanilly Wl L dinaidie ducl
O AU Lapal Lgaladiad o3 a2 el Arasillss o lSHal  Soall al3l) da
&b Aayad) GG aas of Lagh asl) Jalatl (e mails Jisall usially sl sl
Jaee alads) G pisl o @llyg %TY ki S ad) dawsi Lgaal IS alana ofy bl
Aopead) Gl abedd Joual e il

Bl ¥ Jalas il <Ll

Lol dolas i) o5 ectlysiial (s LLGN apint iy Gandl g JLsal )8
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4l clyiial (Pearson Correlation) Jalay) ddgiuas i Jgaa

LnFees | MAscore | CG.efficiency | LnF.size | LEV ROA
Ln.Fees 1 -0.00768 0.11199 0.670057 | 0.27515 | 0.11879
MA score -0.00763 1 0.216412 -0.0243 | 0.08031 | -0.04569
CGefficiency | 0.11199 | 0.216412 | 0.088113 | -0.01259 | 0.063638
Ln.F.size 0.670057 | -0.0243 0.088113 1 0.153005 | 0.202057
LEV 0.27515 | 0.08031 -0.01239 0.153005 1 -0.08267
ROA 0.11879 | -0.04569 0.063658 0.202057 | -0.08267 1
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Ln.Feesit = a + p1 MA.scoreit+ B2 Ln.F.sizeit + B3 LEVit + B4 ROAit + sit

o Jgandl b alad) z3gll SlasiV) (las il el

1




___________ A 1Y) B a8l o AB0ad) o clS yal) das ga BpldS i byline O i3

J¥) Gl aaiy) Jalas il 16 Jgaa
Dependent Variable: Ln.Fees
Method: Panel Least Squares
Sample: 2014: 2019
Periods included: 6
Cross-sections included: 70
Total panel (balanced) observations: 420

Variable Coefficient | Std. Error | t-Statistic | Prob.
MA.score -0.0732 0.420195 -0.174198 | 0.8618
Ln.F.size 0.399226 0.022843 17.47718 0
LEV 0.552878 0.112637 4.908485 0
ROA 0.033761 0.354008 0.095367 0.9241
C 3.161865 0.456907 6.920151 0
R2 0.479541 Mean dependent var 11.44714
Adjusted R? 0.474525 S.D. dependent var 0.957821
S.E. of regression 0.694321 Akaike info criterion 2.120068
Sum squared resid 200.0639 Schwarz criterion 2.168167
Log likelihood -440.214 Hannan-Quinn criter. 2.139079
F-statistic 95.59346 Durbin-Watson stat 0.18594
Prob(F-statistic) 0.000000

Bl ) e 1aag ¢ o 8VE0 sl (Adjusted  R?) dad of Gilall Joaall ore ey

oy LS Lz dsall 138 (DA e Wy clprtl) led (Ko G cadiye z3gaill &yl

s B (Ggiear 90,047 s Ailan) F dad o Gus 2 3gaill 2ISH dogieall ¢ Ui
Ahall Caoa aaal s 7 3sall 30 b ellyg

ADle daabpall Gilatly 4131 508l Ay c 3D O Galadl lasiV) s e peaig
Jsd o iy Al dasty (Coefficient) jlaaiy) Jales of Cam cdagine e LSl duse
B ol Lad) duasil) o3 3l dally . oadll S Qapdl) Gad) o3 ey paall (s
(Krishnan and Wang, cluhall milis g ial daalyall Gladly )31 550800 (s Zauall
2016; Li and Luo, 2017; Salehi, et al., 2020)
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Laalpall ilanl G Al mgy (531 J¥1 Gapdll Haad) 73wl Aol (o ellig
ol WS LB e Jb A 40y 5yl A ag

Ln. Feesit = 3.162 - 0.073 MA.scoreit + 0.399 Ln. F.sizeit + 0.553 LEVit +
0.034 ROA:it + &it

B Gl L) dadi —o

LylaY) 5yl A8 e Sl AaSon 56US dayn il ladl sl 10a Caagiad
i) 1agd Ll Se aal SSAL paaal) g AU Charia Ja G ellyy dxadall el
:(Agussalim et al., 2020) a5
Agiall LI 6l daadie lal o L))y 50l oLl al Caliay Y tHO asadl agd
L lSyal) e 5ol CDIAL A paad) La ol sial) SISHal ALK da bl
Aosiadl AW 2Hlgall danhie el o Aoy 5psall bl Sl Cabias tHT Jaad) (adl)
LISyl L 5ol CAL A paadd) La ol sl SlSHal ALK da bl

cpanll myd by aid (o0 0= 0) duginal (ggie cre 3T (P)'7 e cuilS 1Y)l
el g Jo aid (v,0 0= @) Diginad) (Ggin o ST (P) Lo cilS 13 L

el il A giadd Las LA CGoalll (ay b a8y ol Jo 8 pu o Slld
th LS haiV) =350 jedas (MA.score* CG.efficiency)

Ln. Feesit = o + 1 MA.scoreit + 2 CG.efficiencyit +

p3(MA.score*CG.efficiency)it + B4 Ln.F.sizeit + 5 LEVit + 6 ROAit + sit

) Jsanll 3 el z3gell Jlani¥) st il el

0 significance probability value (p)
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Dependent Variable: Fees

Method: Panel Least Squares

Sample: 2014 2019
Periods included: 6
Cross-sections included: 70

Total panel (balanced) observations: 420

Variable Coefficient | Std. Error | t-Statistic | Prob.
MA .score 0.055544 0.62844 0.088383 | 0.9296
CG.efficiency 0.222352 0.13405 1.65873 0.0979
MA score*CG.efficiency | -0.72486 1.127394 -0.64295 0.5206
Ln.F.size 0.396335 0.022912 17.29817 0
LEV 0.558808 0.112581 4963612 0
ROA 0.004565 0.35395 0.012897 | 0.9897
C 3.149835 0.458893 6.863985 0
R? 0.483734 Mean dependent var 11.44714
Adjusted R? 0.476234 S.D. dependent var 0.957821
S.E. of regression 0.693191 Akaike info criterion 2.121503
Sum squared resid 198.4521 Schwarz criterion 2.188841
Log likelihood -438.516 Hannan-Quinn criter. 2.148118
F-statistic 64.496 Durbin-Watson stat 0.206375
Prob(F-statistic) 0.000000

(Adjusted R?) dad o Cu dadipe 7 3saill duyuaadtil) 55 o Golal) Jgandl (e paing
z3saill 13 o iy LS Lz dpail 130 DA (e iyl el s oKy g 4,8V 4l
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A4l A5 o sl Gum (Mirta, et al.,(2019) duly 4l cliags Lo ae calidy 13ag
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oe Mirta, et al.,(2019) du) e o A &8l (D) ) @l oy iy . das) sl
Basiall ISyl 8 Al AaSon 5eli€ dayn (alads) ) aay 28 LS o pad) Ll
Lot @3y %079, A doast Jassgiall 8 205 Com Ayl Aie JAG ) dymall & yalls
G Aaon 5ol Aol deasl) il

LaSsa 3l G A ) ey Ggalad) lasy) Jalas il e oSG oaad) (e
(Zaman cluhall ae iy @lldy cugien ye LSly dulay) Ao daalyd) Cladly S0
et al., 2011; Narcisa, 2016; AbdulMalik and Ahmed, 2016; Farooq et al.,
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Baall Jelall junall bl Sl ) Bl cJaee puaieS Sl AaSon 5l it
-(MA.score*CG.efficiency) wlS)all dasa Uiy 4 5laY)

ADle daabyall laily KGN Aan 5o G Al 588 Ladie (f gz i) Koy g
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Ln. Feesit = 3.15 + 0.055 MA.scoreit + (0.222 CG.efficiencyit
— 0.725MA . score*CG.efficiency + (0.396 Ln.F.sizeit + (0.559 LEVit
+ 0.0045 ROAit + it

ALY Jaladl) 0—£ -1
b 3 Axabiall Clasly 4131 5281 (o ABDall mgaglly 283 (e el e Jgumnll
sy Las) sale) f eGlad) dilail 8 Lajlaal) a3 3 A0 eyt Jaeall sl
2385 L] Ald) i yuaie S Buaa ke A8l @iy owlu) g 3gaill Jaaed 2ay dal)al
DAL aa il Al il dlia 055 ol snd) e 555 o oSa il
Jalanl) by aails m Anlie Jue 2 Ala) Jidasll Jee aay5 . (Baik, et al., 2018)
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(Gul, et @luhy Ao Luld clldg LAS)al 4] an o) eliall ¢ Uaall Fixed effects
.al., 2018; Mirta, et al., 2019; Salehi, et al., 2020)
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(Yuniarti, 2011; Hallak and Silva, 2012; Abu Risheh and Alsaeed, <l
2014; Afesha, 2015)

Lk V) dodas LS e il dodatll (Ll 8 Gaadl mgd 5lis) g
ik LS Panel Least Squares (gall cilajll
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o OS5 ¢ omle) el 8 Caagll e Al sl 8 (mydl) 138 Caaa ey o]
p sVl oz gai b el Ll B ol piie Ailca) 3 il 13

Ln.Feesit = o + f1 MA.scoreit+ B2 Ln.F.sizeit + B3 LEVit + f4 ROAit +
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Dependent Variable: Ln.Fees
Method: Panel Least Squares
Sample: 2014: 2019
Periods included: 6
Cross-sections included: 70
Total panel (balanced) observations: 420

Variable Coefficient | Std. Error | t-Statistic Prob.
MA .score -0.00124 0.3727 -0.00334 0.9973
Ln.F.size 0.259048 0.024043 10.77445 0
LEV 0.555471 0.099737 5.569373 0
ROA -0.0914 0.321279 -0.2845 0.7762
AUD.F.size 0.789032 0.073239 10.77339 0
C 5.754145 0.477628 12.04733 0
R? 0.593903 Mean dependent var 11.44714
Adjusted R? 0.588003 S.D. dependent var 0.957821
S.E. of regression 0.614796 Akaike info criterion 1.881475
Sum squared resid | 156.1035 Schwarz criterion 1.948812
Log likelihood -388.11 Hannan-Quinn criter. 1.90809
F-statistic 100.6663 Durbin-Watson stat 0.266854
Prob(F-statistic) 0.00000

(Adjusted R?) dad o iy Galad) Jgaadl & sedas (31 jlass¥) Jilas il Jilaig

bl 8 =30l o z3pall 138 3 cand) 7 saill Auprendil) 53l Gl Gl v, 0AA a5
W et il e (e @llig ALY Julatll 3 2 cyiie 8L Gaey sl
o) Llas) F dad caaly)) G 2 35aill LK Dsginal) Canitl LS .z gl 138 DA (10
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Ln. Feesit = 5.754 — 0.00124 MA.scoreit + 0.259 Ln. F.sizeit + 0.55547
LEVit — 0.0914 ROAit + 0.789 AUD.F.size it+ Sectorit + git
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Ln.Feesit=a+p1MA.scoreit+B2CG.efficiencyit + f3 (MA.score*CG.efficiency) it
+ B4 Ln.F.sizeit + 5 LEVit + p6 ROAit + 37 AUD.F.size it+ Sectorit &it
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Dependent Variable: Ln. Fees
Method: Panel Least Squares
Sample: 2014: 2019
Periods included: 6

Cross-sections included: 70
Total panel (balanced) observations: 420

Variable Coefficient | Std. Error | t-Statistic | Prob.
MA.score -0.07301 0.557592 -0.13093 0.8959
CG.efficiency 0.145547 0.119767 1.215255 0.225
MA.score*CG.efficiency | -0.16805 1.00102 -0.16788 0.8668
Ln.F.size 0.257195 0.024111 10.66719 0
LEV 0.561397 0.099793 5.625593 0
ROA -0.10159 0.321233 -0.31626 0.752
AUD.F.size 0.784968 0.073327 10.7051 0
C 5.729926 0.480946 11.91387 0
[

R2 0.596335 Mean dependent var 11.44714
Adjusted R2 0.588478 S.D. dependent var 0.957821
S.E. of regression 0.614442 Akaike info criterion 1.884991
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Sum squared resid 155.1685 Schwarz criterion 1.971568
Log likelihood -386.848 Hannan-Quinn criter. 1.91921
F-statistic 75.89639 Durbin-Watson stat 0.282771
Prob(F-statistic) 0.000000
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Variabl grab! il oV el Jual | A doteadl Judad | AN Aaibeadl Julal
"ariable = —
Coefficient | Prob. | Coefficient | Prob. | Coefficient | Prob. | Coefficient | Prob.
MA score 0.0732 0.86 -0.02387 0.02 -0.29694 0.21 -0.01502 | 0.0031
LnFsize 0.399226 0 1.006245 0 0.14881 0 0.514404 0
LEV 0.552878 0 1.290203 0 0.194183 | 0.002 | 0221978 |0.1325
ROA 0.033761 0.92 0.378648 | 0.001 03812 0.056 | 0030658 | 05152
C 3.161865 0 10.80826 0 -2.7402 0 0.134309 | 0.0022
R? 0479341 0.300187 0.280964 0.274861
Adjusted R? 0474325 0.293441 0.274033 0267872
F-statistic 95.59346 4450381 40.54038 3932603
Pm.b . 0.000000 0.000000 0.00000 0.00000
(F-statistic)
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