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The Effect of Perceived Audit Quality on The Relation between
IFRS Adoption and Cost of Equity: An Evidence From
Companies listed on the Egyptian Stock Exchange

Abstract

The Research aims to study and test the effect of Perceived Audit Quality
on the relation between International Financial Reporting Standards (IFRS) and
Cost of Equity in a sample of non-financial Companies listed in the Egyptian
Stock Exchange (EGX) during period from 2013 to 2019 with exception of
(2015) as the year of applying IFRS.

The results of Fundamental Analysis concluded there is a Negative
and significant relation between International Financial Reporting Standards
and Cost of Equity for the Egyptian companies and, in addition to the Positive
and Significant Effect for the Perceived Audit Quality variable on the relation
between IFRS and Cost of Equity. Also, the study found negative and
significant relation for the Companies Financial Performance and non-
significant relation with firm size as a control variables, while non-significant

Positive relation with the Leverage ratio.

Based on the Sensitivity Analysis, the Research after changing the main
measure for the Cost of Equity variable to be based on the cost of equity instead
of stock profitability, found measures used in the fundamental and sensitivity
analysis 1s has same results after change the measurement. This results confirm
the researcher measure for the Cost of Equity as dependent Variable and

suitability with Independent and moderating variables.

Key words: International Financial Reporting Standards, IFRS, Cost of
Equity, Perceived Audit Quality, Egyptian Stock Exchange.
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Jaad) ysnall ) il el coas cl€y Sl Ae ol AW )l sasa g L)
Lasd Lal ¢(7.138) 4 (glomal) Calyat¥ly (1.112) olual) lassll ¢ Uiyl 223 IFRS*PAQ
e aldiel e Jay Lea (0.165) (oluall gl (alesil assLev Ll a8l 4o (e
Ayl pas Aol drellyy Wlgual dugas (3 il Jlsal (Ao dahall die ClSHE G ysiaa
28 G aas € e oy e (8.95) wiSyal) Al bl gl ¢ Ll 1o Size
Jx Lae (0.053) (lowall Jawssl) (bl aas Perf JLa) ola¥) (ady Lo hosly cdu)al)
Jotall Cilyiiall ardl alinlly (Shmal) dadll Adiadlayg . lSyall Il oY) abiasl e

- Agahal) c ) b lgaas oy BILE ad dgag pie 2

Ayl il ol slaay) Y Jsan

Variable Obs Mean Std. Dev. Min Max
COE 492 .033 .263 -1.392 1.422
IFRS 492 494 5 0 1
PAQ 492 1.728 5.289 -10.332 1.375

PAQIFRS 492 1.112 7.138 -.568 1.375

Lev 492 .165 .265 0 1.056
Perf 492 .053 157 -1.212 1.427
size 492 8.95 1.107 0 11.157

53sa PAQ i dsall W lal) julee 35 IFRS (JWl Ly 44l<5 e COE i aa
A yll uleag AS5ad) daalyal) sagal Joadl) uiial) IFRS*PAQ Luiy ¢4S)al) daa)yal
Sl N Perf (1,als 4,8l ana e Sizelay JW a8yl G e LeV g (Al
NEPWAY
O a3l ¢ AU () ad) Joaad) 2 Clpidall G A BLAY) ase LIS il laill,
Jtid) ialy (JUal Gy 38K Galad) calall jaxiall Gy gy Jali)) cDlelaal Jsaal
o Jtiasally il sl G Lo oLy ¥) Dlalaag ¢ Aadoall LWl el jules iy Galal)
Syinas ol BLl 3gag (¥) aly Jead) A mdage 98 LS Al chrially Jandll il
oyead) @K al JLd) iy 445 IFRS ddsall Al pylall julae (A5 (Ssiase O
(Gild) Jsanll (e Liad g +(0.009) dasine (g5ina (—0.003) Llay¥) Jales oly Cua
halas s G JLall Gl 2S5 A0l dnaball 835 (e US Ot Ssina (iles L)) 293
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Jalas 2ie 2580 aan wa JUd) Guly A8ST (gpina st il caals ((=0.129) ASpal L)

-(=0.079) dla))
Gl Cptia (O gmupn Bl CBlalaa 1¥Jgaa
Variables (1) (2) (3) (4) (5) (6) (7)
(1) Cost 1.000
(2) IFRS -0.003***  1.000
(0.009)
(3) PAQ 0042 0027 1.000
(0.434)  (0.553)
(4) PAQIFRS 0.043*** 0059 0990  1.000
(0.009)  (0.192) (0.000)
(5) Lev 0059 0021 0122 0120  1.000
(0.189)  (0.647) (0.007)  (0.008)
(6) Perf 0.129%** 0094 -0.054 -0050 -0119  1.000
(0.004)  (0.037) (0.230) (0.271) (0.008)
(7) size 0079 0041 0022 0016 0280 0078  1.000

(0.080)  (0.361) (0.620) (0.717) (0.000) (0.084)

Fundamental Analysis ulud) Juadl) JB 8 Gl (a8 jLad) milis Y—o-¥—1
‘gt\ﬂ ‘9;.\!\ &r— [JREN LA:‘ JS cdaanll Uagd LAY ¢ jlasy) CJL@ ‘_Ar_ e ) a
(V) ol g1 Qi) jlad) Ao -
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Sl Jla) 421 Ao Ligina IFRS Adgall Adlal) o )liil) julaw (<5 S35 ¥ : Ho
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(t) sle U (i) 38 U< duiasl) CilelasYl 4l JLie sa LS (COE, IFRS) Cua
e slae¥) 3 Ll els¥g A ann ¢ Al il 6 e Zuldll criall 5 olads

P (Y) ) g a5
COEi_t = BO + BllFRSi_t + BzLevi.t + B3Perf,-.t + B4Sizei_t + A (2)

() ale JSI (i) A58 U0 duagl) clelasYl 4l lie s LS (Lev, Size, Perf) cus
) i) Jla) das J Call Jo1 sl las) mil mua g b Lads

Gl clpiiall Ja) sy OB J oY) Gl JLIAS @il st Jgn

1 2
a8l & J.(u..).m Jya J8 a8, & )Sa.\).di JA) ey
B sig. B sig. VIF
IFRS -.032%** .006 -.007** .003 1.83
Lev .018 701 1.09
Perf - 227%** .003 1.18
size -.02 .074 1.50
N 492 492
R2 0.007 0.025
adj. R2 0.0054 0.0174
F-statistics 3.676 3.165
Model Sig 0.001 0.014

*p<0.05"p<0.01,™ p<0.001
(V) &, Galdl :aad
LLayVh 48y peall Auiliany) AACEall agag pre Lladl 8 mamiy  (£) a8y Joaal) Julang
(VIF) ol st Jalea (Y« laai¥) Julas ehyal vie il g 2asiall 130 Lasl)
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gimasl) sLasyl 34l JLia 5 LS (COE,IFRS,PAQ,Lev,Perf,Size) ¢
sl AL il ules s A0l dasbiall 5358l el Y1 (IFRS*PAQ)
Jarall yadal) JUAa) dayg J8 AU (adl) Lol lasd) milii co Jeaa
(ASsaal) daafpal) 3353

2 3
Janall J.-'IlgAS)‘ Jia g8 Janall J:ﬂg.ﬁj)‘ JA) ey
B sig. B sig. VIF
IFRS -.007** .003 -.008*** .003 1.76
PAQ e S -.001 .827 1.20
IFRS*PAQ e S .001** .009 1.09
Lev .018 701 .024 .604 1.05
Perf - 227*** .003 - 231*** .003 1.08
size -.020 074 -.020 077 1.21
N 492 492

R? 0.025 0.028

adj. R? 0.0174 0.0164

F-statistics 3.165 2.357

Model Sig 0.014 0.0164

“p<0.05"p<0.01, " p<0.001
(V) A Gald) : jaadl)
Ll VL Adg jeal) Afleanyl ACad) dgag aae Aol 8 ey () ady dsaall alat
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Omtladl Boa Jasgie + alall # L)l Lila =Cnealdll (gia e 2ilal) Jaxs
bl Jalas B B Gl J oY) apdl jLas) gl -
1l ALl W39l AL o A8 Gl (V) Caadl SV il Sladl ey Lad
20 Alaleall iy casliad) Jala ehial &3 ¢ pall uiatll il jlans
COEA;, = By + B{IFRS;; + B,Lev;, + B;Perf;, + B,Size;, + a;; (6)
Sl Ly 23l Jad) (ebiall (COEA) s

Jlall (uly ARST (ulid Ak it daag JB Jg¥) Qasdll JLES) lasd) @il s1Jgan

@ 1 ks
& ‘\ b U"‘lﬂ‘a &.- J*w .h..i - g | G'\}“’
* ‘ Gé}u dw\ U"“J P
B sig. B sig.
IFRS -007*** .003 - 297x** 0.000
Lev .018 701 .036 741
Perf =227 ** .003 -.028 .876
size -.02 074 .002 .750
N 492 492
R? 0.025 0.059
adj. R? 0.0174 0.0511
F-statistics 3.165 7.529
Model Sig 0.014 0.0000

* p<0.05," p<0.01,"™ p<0.001
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Adsal) AW pyll jules 35 O Al AR ola el jlani) z3gai cDlelae dolatig
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Yay




......... Adlal) Y plaa A O ABYRD) o ASjaa) daal jal) B> S

el dlaas g aluas [3

Jaal) b 4] Juagil af e e Al 0da 3y dsabuaal) Jla JB B (1) Gaal
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A<paall Aaafall Bagad il dlia QLS 1N La o(Yd) Canll S Gyl Ll Gl Lo

Baniall Al Jlall (uly 42159 Agal) Adlal) )W salae (A O Aaginal) Al Ao
14 Alaleall by ausbiaal) il eha) o3 (Ao peaal) dus) sulls

COEAi't = BO + BllFRSi_t + BZPAQi.t + BBIFRS * PAQi.t + B4Levi.t +
BsPerf;; + BgSize;; + a;;

danball 83535 Adsdll JLal) il julee il Jlelil) sidl (IFRS * PAQ)  Gas

A<l

Gl il uld diph paad dag 3B Jo¥) Q@R LS lasdl @il iV Jgan

(Jal Gy dilss )

3 5
Jei-w\(dl)sé‘ ey ol AT (B 48yl Jivhzs Jarall jurial) JUA0) g
Jamall Jkall
B sig. B sig.
IFRS -.008*** .003 -.296*** 0.000
PAQ -.001 .827 -.002 .872
*

IFR(S? PA .001** .009 .001 .907
Lev .024 .604 .040 370
Perf -.231%** .003 -.031 .865
size -.02 .077 .002 454

N 492 492
R? 0.028 0.059
adj. R? 0.0164 0.0474
F-statistics 2.357 5.021
Model Sig 0.0164 0.000

“p<0.05"p<0.01, " p<0.001
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@)
be) Julail) B 3 s Juadd gl 1(V) ) galal
Sl IFRSA sl Adlall jpl&il) jula (i 5l palad) J 5 G i) il
Jlan) 425 o & paall

Ay cpsial) Ja G laady) gl
Linear regression

t- p- [95%

COE Coef. St.Err. Interval] Sig
value value Conf
IFRS -.032 017 1.92  .006 -.001 .066 Fokk
Mean dependent var 0.033 SD dependent var 0.263
R-squared 0.007 Number of obs 492
F-test 3.676 Prob > F 0.001
Akaike crit. (AIC) 85.640 Bayesian crit. (BIC) 89.838
Adj R-squared 0.0054
*** p<.01, ** p<.05, * p<.1
Al cfysiall JLAA) e lassy) =l

Linear regression

COE Coef.  StErr. U P I9% el sig

value value Conf

IFRS -.007 024 -0.30  .003 -.054 .039
Lev .018 .047 -0.38 .701 -11 074
size -.02 011 -1.79  .074 -.042 .002 *
PERF -.227 .076 297  .003 077 377 Fkk
Constant .206 .099 2.09 .037 .012 4 *x
Mean dependent var 0.033 SD dependent var 0.263
R-squared 0.025 Number of obs 492
F-test 3.165 Prob > F 0.014
Akaike crit. (AIC) 78.199 Bayesian crit. (BIC) 99.171
Adj R-squared 0.0174

% < 01, ** p<.05, * p<.1



Qe ) e A c ABDal) o AS jaal) daa) sal) Basa S

el dlaas g aluas [3

4a<i Ao IFRS Ldgal ddlall &) julaa i il paladl AL Ga,dl) gl
AS)aal) daalpall Baga ML dpaal) dua) galls Baial) AN Jlaud)

Linear regression

t- p- [95%

COE Coef. St.Err. Interval] Sig
value value Conf

IFRS -.008 .024 -0.35 .003 -.056 .039 Fokk
PAQ -.001 .005 0.09  .827 -.008 .009
PAQIFRS .001 .005 0.07  .009 -.009 .009 il
Lev .024 .047 -0.52  .604 -117 .068
size -.02 011 -1.77 077 -.042 .002 *
PERF -231 077 3.02 .003 .081 .382 Fokk
Constant .205 .099 2.08 .038 011 .399 il
Mean dependent var 0.033 SD dependent var 0.263
R-squared 0.028 Number of obs 492
F-test 2.357 Prob>F 0.030
Akaike crit. (AIC) 80.685 Bayesian crit. (BIC) 110.046
Adj R-squared 0.0164

**% p< 01, ** p<.05, * p<.1

daleaal) Julad OB (A jlasd¥) il il o(Y) a8 (galall
Gl IFRS Agal) Adlal) )il julas (A il Galdd) Jo¥) gl il
Jlan) 42 o 4 paall

Jlall uly 4RSS alil) piiall ubid diyla s sy

Linear regression

t- p- [95%

COEA Coef. St.Err. Interval] Sig
value value Conf
IFRS 297 .056 5.35 0 .188 406 Fxk
Lev .036 .109 033 741 -.179 251
size .02 .026 0.75  .454 -.032 071
PERF -.028 179 -0.16 .876 -.38 324
Constant -1.019 231 -4.42 0 -1.473 -.566 il
Mean dependent var -0.695 SD dependent var 0.625
R-squared 0.059 Number of obs 492
F-test 7.529 Prob > F 0.000
Akaike crit. (AIC) 901.577 Bayesian crit. (BIC) 922.509
Adj R-squared 0.0511

% < 01, ** p<.05, * p<.1
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48 L eIFRS ddgall el ol julea (i il Galad) AU (adl) gl
A aal) daalpall Baga UL dpaal) dua) galls Bakal) CASHAN Sl

Jall () AAIS 2] piial) (b Adipla S sy

Linear regression

COEA Coef. St.Err. t b- [95% Interval] Sig
value value Conf

IFRS -.296 .057 5.17 0 183 408 Fkk
PAQ -.002 011 -0.16 .872 -.023 .019
PAQIFRS .001 011 0.12  .907 -.02 022
Lev .04 A1 037 715 =177 257
size .02 .026 0.75  .454 -.032 071
PERF -.031 .18 -0.17  .865 -.384 323
Constant -1.019 231 -4.41 0 -1.473 -565  ***
Mean dependent var -0.695 SD dependent var 0.625
R-squared 0.059 Number of obs 492
F-test 5.021 Prob > F 0.000
Akaike crit. (AIC) 905.447 Bayesian crit. (BIC) 934.750
Adj R-squared 0.0474

% < 01, ** p<.05, * p<.1
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