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Abstract:

The purpose of this study is to examine the impact of board gender
diversity with effective corporate governance practices related to board
characteristics and audit quality characteristics (namely, big 4 audit firms,
independent audit committees, frequent audit committee meetings, and
audit committee size) on both the financial performance and structure of
listed Egyptian companies. Accounting-based measures such as leverage
ratio, return on assets, and current ratio were used to evaluate financial
structure decisions and financial performance, respectively, as well as
board independence, board size, independence of the audit committee,
CEO duality, Big 4 and firm size, and Tobin's Q as control variables.
Secondary data obtained from annual financial statements, board of
directors’ reports, and corporate governance reports was used in the study.
The study sample included 56 non-financial companies listed on the 100
ESG index for an eight-year period, 2015 to 2022. Regression employing
panel data is used to analyze the data. The findings of this study
demonstrate a significant correlation between corporate performance and
the size, independence, CEO dualism, and gender diversity of the board.
Results reveal a positive association between board gender diversity and
company performance, as the presence of female directors on the board is
significantly linked to improved firm performance, and that firm size
adversely moderates that relationship, suggesting that smaller businesses
are most likely to benefit from board gender diversity. The findings
indicate that board size has a significant impact on the capital structure
decision-making process because the qualities of the board of directors play
a significant role in determining a firm's capital structure. Additionally, the
results show an insignificant correlation between board size and company
performance. In addition, financial performance dramatically improves
when the number of independent, non-standing directors rises. The results
also demonstrate a positive correlation between audit committee meeting
frequency and financial success, with higher audit committee meeting
frequency resulting in better financial performance. The findings of this
study can assist management and the board in making informed choices
regarding the composition of audit committees and other corporate
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governance practices that are related to board characteristics in order to
enhance business performance and financial health. The independence and
size of the board of directors will permit the audit committee members to
carry out their supervisory duties in an appropriate manner. According to
the findings, the audit committee's external members can reduce managers'
opportunistic behavior, improve performance, and improve the company's
quality and transparency of information by reducing information fraud.

Keywords: Board Gender Diversity; Board Characteristics; Audit
Quiality Traits; Independence of Audit Committee; Big Four; Financial
Structure; Financial Performance; Egypt.

1. Introduction

The function of the board of directors and audit committees is to
oversee management behavior and make sure that they operate in the
shareholders' best interests. This illustrates how audit committees can
lessen the conflicts of interest between managers and shareholders
according to the agency theory. The audit committee functions as a board
of directors committee and takes on some of the board's duties. The capital
structure, which commonly has an impact on financial performance, is one
of the crucial financial decisions taken by the board of directors. The
capital structure, which is made up of both debt and equity capital,
determines how an organization finances its investments by combining debt
and equity. It is a company's financial structure. Equity and debt are
different in nature. Debt capital is the total amount of loans taken out by
banks. Equity is the funds of a company held by owners or shareholders.
To increase corporate value, the capital structure determines the ideal ratio
of debt to equity.

The profitability and performance of the firm have long been correlated
with its capital structure. The corporate governance system of a company
depends on the qualities of the board of directors, some of which provide a
stronger controlling mechanism than others. Determining whether a diverse
board would strengthen or harm the capital structure is therefore vital.
Diverse boards are essential for exercising strategic control, stricter
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monitoring, and financial decisions (such as capital structure) in businesses,
according to accounting, economics, and management researchers. Yet,
they can assist by offering guidance on debt making in order to preserve the
company's reputation and creditworthiness from the perspective of the
creditors, which will increase the company's value. Given the inverse
relationship between debt and firm performance, it is preferable to pay
greater attention to capital structuring decisions and use as little debt as
feasible to finance a company in order to increase firm performance.
According to Younas and Kassim (2020), the board of directors is crucial
in defending the interests of shareholders and ensuring that internal
management operates to its full potential. Many studies have found a link
between the board of directors and corporate leverage.

Board decisions have a direct impact on both financial structure
decisions and financial performance decisions. The effectiveness and
efficiency of debt and performance are aided by the presence of a well-
developed board with gender diversity, an effective board, and an efficient
audit committee. It is crucial to investigate how gender diversity on boards
impacts financial structure and performance. However, in a developing
country like Egypt, there has been little research on the relationship
between gender diversity on boards and financial structure and
performance. Also, one of the issues that receive an excessive amount of
attention from studies is the effectiveness of audit committees. Investor
confidence in the accuracy of companies' financial statements has
significantly declined over the past two decades as a result of corporate
frauds at various companies (including Enron, Parmalat Toshiba, and
others). As a fact, corporate frauds have been caused by agency conflicts
between firm management and stockholders. Numerous nations have
enacted legislative reforms with the primary goal of improving corporate
governance practices. The roles and responsibilities of the audit committee
have undergone significant adjustments as a result of these reforms.

Audits are crucial in reducing investors' information risk and,
consequently, a company's cost of capital. To keep the public's belief in the
value of the audit, which reveals the auditor's true behavior, audit quality is
crucial. Investors' views of information risk may be impacted by audit
quality since higher audit quality results in more rigorous financial
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information verification and, consequently, more effective monitoring.
Increased audit quality will lower the level of information risk and lower
equity capital costs by reducing uncertainty about the quality of financial
information. In particular, the qualities of the audit committee that are
crucial to its success in carrying out its responsibilities are examined in this
study, along with the impact of the audit committee on the financial
structure and performance of the company. In all corporate governance
literature, it is assumed that the audit committee is involved in ensuring that
auditors are independent of management. Hence, the audit committee can
be a tool for reducing agency issues (Jensen, 1986). Through its oversight
function, the audit committee is essential to influencing the performance of
the company. The effect of audit committees on corporate performance has
been the focus of many studies in both developed and developing nations.
The audit committee's makeup and qualities have a significant impact on
how well an organization performs. There hasn't been much research done
on how the audit committee's qualities affect the financial performance and
capital structure of businesses in developing nations like Egypt.

2. Literature Review
2.1 Board Characteristics and Financial Structure Decisions

2.1.1 Board Gender Diversity and Financial Leverage

The selection of the appropriate capital structure is necessary for
making the right decision. The management business makes the financial
and capital structure decisions. In fact, if board feminization policies are
founded on moral, ethical, and demographic considerations, they cannot be
implemented at the expense of the financial and economic factors that
influence a company's ability to remain viable. As a result, the appeal and
reliability of regulatory measures and suggestions for moral behavior are
dependent, in part, on their capacity to address the worries of the various
stakeholders and take part in the improvement of governance procedures.
In this sense, the feminization of boards must actively contribute to the
improvement of the information environment and the effectiveness of
governance.
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According to this observation and the pecking order hypothesis of
Myers (1984), which asserts that information policy is a key factor in
capital structure decisions, there may be a connection between board
gender diversity and capital structure. Also, the number and caliber of
disclosures made by the company, the information asymmetry, and
ultimately capital structure decisions are influenced by the presence of
women on the board. According to Ben Saad avd Belkacem (2022), the
capital structure may be indirectly affected by the gender diversity on the
board. The relationship between board gender diversity and capital
structure decisions can be mediated by transparency.

Funding using debt is preferable in terms of leverage. As they are more
risk-averse than male directors, female directors frequently use less debt or
outside funding. Women on the board can influence lenders to charge
debtors less interest when external financing is required, which can boost
the company's financial results (Hatane & Tarigan, 2020). According to
research done by Faqih and Jaradat in 2015, gender diversity is positively
correlated with leverage, and according to Alves and Francisco (2015),
gender and capital structure have a positive association, and their findings
suggest that having more women on a board results in improved board
composition.

2.1.2 Board Size and Financial Leverage

Board structure is significantly influenced by board size, there is
ongoing debate regarding the connection between board size and corporate
leverage. Numerous studies have found a strong inverse association
between board size and a firm's leverage; other studies have found positive
findings; still other studies have found no relationship at all (Njuguna &
Obwogi, 2015; Tawfeeq et al., 2018). Board size and leverage studies are
less prevalent in developing nations, particularly in Egypt, as earlier
research on the topic was primarily focused on wealthy nations. So, in the
context of Egyptian listed firms, this study is in great demand.

In a prior study, Jensen (1986) discovered that companies with more
board members had higher levels of leverage than companies with fewer
board members because they used more debt financing than equity
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financing. This study suggests that having more senior executives can
provide them with better access to outside financing.

For Jordanian enterprises, Tawfeeq, Alabdullah, and Ahmed (2018)
investigated the connection between board size and capital leverage. The
findings show that board size significantly reduces financial leverage. As a
result, the existence of a tiny board of directors is the cause of the increased
financial leverage.

Between 2009 and 2013, Njuguna and Obwogi (2015) looked into the
relationship between board size and financial leverage among East African
listed companies. The study's foundation was secondary information
gathered from annual reports of publicly traded corporations. The outcome
shows that bigger boards have greater capital leverage.

A study by Tawfeeq et al. (2018) that was conducted in Malaysia in
2018 revealed that smaller boards lead to higher financial leverage.
Notwithstanding the fact that research on Malaysian family-owned
businesses revealed no connection between board size and financial
leverage (Purag & Abdullah, 2016), research on publicly traded companies
in East Africa found a link between board size and capital leverage.

It has been hypothesized in the literature that larger firms are more
forgiving of information inconsistencies than smaller organizations are
(Wasiuzzaman, 2019). This suggests a possible inverse relationship
between a company's size and debt. Larger companies are better able to
spread their risk by diversifying their business models. One could argue
that larger companies have fewer budgetary worries. According to Dirman
(2020), the likelihood of financial hardship declines as a firm's scope
expands.

Hungary-based researchers Balla and Mateus (2002) discovered a strong
relationship between financial leverage and a company's size. A tiny board
might result in an increase in financial leverage; as a result, board size
affects debt financing (Alabdullah et al., 2018). Additionally, it is proposed
that a larger board limits the level of risk that a company's management is
likely to take and may prevent them from raising debt above a particular
threshold, a negative correlation between board size and capital leverage is
shown by Berger et al. (1997). Sewpersadh (2019) also illustrates how
board size has a negative impact on leverage.
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2.1.3 Board Independence and Financial Leverage

Board independence refers to the degree to which a company's board of
directors is composed of individuals who are not connected to the company
or its management. It is the ratio of independent to non-independent
directors.

Board independence has been shown to have a significant impact on
financial leverage in firms. Studies show that companies with more
independent boards tend to have less debt and financial leverage because of
more board oversight and accountability. Independent boards are also more
likely to make strategic financial decisions that prioritize the long-term
sustainability of the firm rather than short-term gains that may increase
leverage. However, the relationship between board independence and
financial leverage can vary depending on the specific characteristics of the
firm, such as its size and industry.

The reputation of the company is enhanced by having an independent
director because it aids in gaining the confidence of creditors and lenders.
Furthermore, a higher proportion of independent directors support
managerial management, which is more beneficial to shareholders and
mitigates some adverse consequences brought on by investment and
leverage levels (Vafeas & Vlittis, 2018). Independent directors enhance a
company's perception of transparency in terms of signaling thanks to
improved business performance (Sila et al., 2017). Independent directors
are more open to sharing their opinions on management practices.
Particularly, independent directors with extensive experience and superior
knowledge of the businesses they represent allow organizations to both
lower the likelihood of corporate scandals and raise firm value (McCabe
and Nowak 2008).

Sheikh and Wang (2012) found a strong and favorable correlation
between a firm's leverage and the proportion of non-executive directors.
Similar findings were made by Harford et al. (2008), who noted that
independent directors are effective at enforcing manager discipline. They
discovered a substantial association between leverage and the board of
directors.
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Board independence has been found to have a negative relationship with
financial leverage, indicating that firms with more independent board
members are likely to have lower levels of debt. Independent directors are
free from potential conflicts of interest and can act in the best interest of the
company and its shareholders. Thus, their presence on the board can
enhance the monitoring function, reduce agency costs, and mitigate the risk
of financial distress, leading to a lower reliance on debt financing.

Moreover, studies suggest that greater board independence can lead to
better corporate governance and stronger company performance. However,
there is also evidence to suggest that board independence may be
negatively associated with financial leverage, as more independent boards
may be risk-averse and less willing to take on debt. Therefore, it is
important for companies to strike a balance between board independence
and financial leverage in order to optimize their performance and minimize
risk.

2.1.4 CEO Duality and Financial Leverage

CEO duality exists when the CEO and the chairman are the same
person. CEO duality refers to the situation in which the CEO and board
chairman of a company have equal authority. There is evidence that CEO
duality is positively associated with financial leverage, meaning that these
companies tend to have higher levels of debt in their capital structure. This
can be attributed to the increased power and control that the CEO or
chairperson has over the company's decision-making process, including the
ability to influence financing and risk management strategies. However, the
relationship between CEO duality and financial leverage is not universal
and may vary depending on other firm-specific characteristics (Alves et al.,
2015). Due to the potential increased costs of knowledge asymmetries,
businesses may be less willing to rely on hazardous financing sources when
there is CEO duality. According to Faleye (2007), duality may lessen
information asymmetry and increase access to outside funding. Contrarily,
Vakili Fard et al. (2011) contend that companies with dual CEOs have
greater leverage ratios. Furthermore, boards are expected to perform their
major responsibilities, such as overseeing and disciplining the executive
directors, better when they are more detached from the CEO.

11
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According to prior research, CEO duality increases agency costs, but
Thakolwiroj & Sithipolvanichgul's research investigation from 2021 shows
that there is no significant relationship between CEO duality and the capital
structure of Thai listed companies, with the justification that organizations
with management that clearly understands their roles and responsibilities
operate more effectively.

Although a more responsive capital structure contributes to a better
financial mix that can increase a firm's market share, CEO duality in
Vietnamese companies slows down the capital structure's response time
(Nguyen et al., 2021). Although the capital structure is closely related to
BOD components, CEO duality has little effect on it because women in
CEO dual roles in European enterprises are unable to manage financial
crises (Garca & Herrero, 2021). Another study (Abd-Elmageed & Abdel
Megeid, 2020) investigated how CEO duality affects capital structure
among Egyptian listed businesses and found conclusive evidence that if a
CEO also serves as COB, equity financing is a source of increased concern.

Based on the literature review, the researcher hypothesized that:

H1: There is a statistical correlation between board gender diversity,
other board characteristics, and financial leverage decisions.

2.2 Audit Quality Characteristics and Financial Structure
Decisions

2.2.1 Big 4 and Financial Leverage

The reputation and size of the audit company are the key determinants
of audit quality. The Big 4 audits are typically thought to have higher audit
quality than other audits. According to studies, big auditors (KPMG, EY,
Deloitte, and PWC) produce higher-quality audits than small auditors.
Based on their training, experience, independence, and positive reputation,
the Big Four auditors are thought to be more competent than the non-Big 4
auditors. Big 4, a dummy variable that indicates whether or not the local
auditor was associated with a Big 4 firm, is the variable we are interested
in. The dependent variable agrees with earlier empirical research on the
debt ratio. Using Big 4 audit firms would make a company more likely than
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not to finance with equity rather than debt, resulting in a lower leverage
ratio. In the US context, Chang et al. (2009) showed evidence of a negative
correlation between audit quality and the debt ratio.

The leverage of the corporation indicates the degree of agency conflict
between insiders and debt holders. The risk of wealth transfers from debt
holders increases as debt levels rise (Broye & Weill, 2008). The leverage
ratio can be used as a stand-in for the significance of covenant restrictions,
according to Press & Weintrop (1990). Therefore, anticipate a positive
correlation between leverage and the selection of competent auditors.

Findings indicate that choosing a reputable audit firm is associated with
a lower debt ratio, which might be of interest to policymakers as well as
managers and financial stakeholders in emerging countries like Egypt,
where external capital is important but obtaining finance is commonly
hindered by severe information asymmetry.

2.2.2 Independence of Audit Committee and Financial
Leverage

The percentage of independent (non-executive) directors on the audit
committee is referred to as audit committee independence. Through board
oversight, the presence of an audit committee will increase corporate
governance effectiveness. For the audit committee to be a useful oversight
body and enhance corporate governance procedures within the firm, it must
be independent. One of these corporate governance tools that helps
businesses solve issues brought on by agency conflicts is the audit
committee. In this way, the audit committee acts as a crucial conduit
between company management and stockholders. i.e., agency conflict
issues caused by the division of corporate ownership and control
necessitate the efficient operation of audit committees as a governance tool.
The audit committee, one of the essential elements of the monitoring role,
is currently the focus of standard-setting organizations and financial market
participants. The expropriation of minority stockholders by the
shareholders who control the company can be avoided with a strong audit
committee.

13
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2.2.3 Audit Committee Meeting Frequency and Financial
Leverage

The term "audit committee meeting” describes how often members
gather. Meetings of the audit committee will be used as a monitoring and
controlling mechanism; therefore, having more meetings will foster a
trustworthy environment. Members will therefore be better able to organize
and oversee management actions on the board's behalf (Tarus & Ayabei,
2016). The oversight body for management activities is thought to be the
audit committee. The audit committee's meeting frequency is a useful
indicator of its effectiveness. By increasing the number of meetings held
each year, we can gain a better understanding of the overall picture of
management activities, which will lead to stronger corporate governance.
The audit committee’s frequent meetings reflect the committee's level of
activity and diligence (Waworuntu et al., 2014). Peizhi (2020) investigated
the connection between leverage and audit committee meetings. The
findings indicate a substantial inverse relationship between leverage and
audit committee meetings.

A set of requirements and guidelines pertaining to the qualities of the
audit committee are included in the Egyptian code of corporate governance.
A minimum of three non-executive board members must make up an audit
committee, according to the Egyptian code of corporate governance. It
should have at least one member with knowledge of finance and
accounting. At least once every three months, the audit committee should
meet together. According to Brick and Chidambaran (2010), a high volume
of audit committee meetings can increase the monitoring effectiveness of
the audit committee, which in turn has a positive impact on the value of the
company, and frequent audit committee meetings put pressure on the firm's
management to disclose additional financial and non-financial information.

Waworuntu et al. (2014) looked into the connection between the
frequency of audit committee meetings and debt leverage. The finding that
there is a strong inverse link between the frequency of audit meetings and
debt leverage supports the hypothesis that improved audit committee
performance will encourage companies to maintain a sound capital
structure. According to Ormin et al. (2015), it is asserted that the audit
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committee serves as a board committee and carries out some board duties.
Thus, a strong audit committee indicates a strong board. The audit
committee significantly affects leverage because the board is accountable
for minimizing agency conflict and disclosing the genuine image of a
corporation.

2.2.4 Audit Committee Size and Financial Leverage

The effectiveness of the audit committee is greatly influenced by its
size. In order to lessen agency conflict, the audit committee is deployed as
an internal governance instrument to monitor managers' performance and
decision-making. Since more committee members represent more people
who will be monitoring and controlling activities, it helps to achieve the
best leverage ratio as a control method. Decisions made by the audit
committee are seen as crucial in the formulation of corporate capital
structure policies. Studies have shown, according to Lidyah et al. (2020),
that a large audit committee produces high-quality audits and is crucial
when deciding on the capital structure of wealth-creating enterprises in
Indonesia. In order to cut agency costs, they also recommended that
companies expand the number of their audit committees. According to a
study (Thiruvadi, 2018), companies with a sizable audit committee have a
higher capital structure and debt financing ratio.

The study added that an audit committee with a high percentage of
members produces conclusions that are very credible to stakeholders.
Another study (Amin et al., 2022) analyzes managerial perception-based
evidence on the effectiveness of audit committees, internal audit functions,
firm-specific characteristics, and internet financial reporting. Findings
demonstrate the strong credibility of the audit committee for the capital
structure.

The size of the audit committee has a major impact on the firm's
leverage since the audit committee is adversely correlated with debt
leverage (Berkman & Zuta, 2017). The connection between the audit
committee and the cost of debt was examined by Wahyuni (2019). The
outcome demonstrated a considerable impact of audit committee size on
debt costs. As a method of internal governance, the audit committee is used
to monitor managers' performance and decision-making to lessen agency
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conflict. It assists in ensuring the best leverage ratio as a control system.
According to Benjamin and Karrahemi (2013), having more committee
members means that more people are being watched over and monitored.
Based on the literature review, the researcher hypothesized that:
H2. There is a statistical correlation between audit quality
characteristics and financial leverage decisions.

2.3 Financial Performance and Financial Structure Decisions

The debt-to-equity ratio (DER) is a ratio used to show how much the
company puts into funding gained through debt as compared to funding
obtained through its own capital. It is used to measure capital structure as a
dependent variable in this study. A high debt ratio generally denotes
aggressive debt financing by the organization. The trade-off theory
postulates that successful businesses may decide to take on more debt in
order to take advantage of the resultant tax advantages. Also, profitable
businesses will have reduced (anticipated) costs of financial problems
because they are less likely to file for bankruptcy. These justifications
result in the prediction of a favorable connection between profitability and
leverage in the absence of knowledge asymmetry. The pecking order
theory, however, promotes the opposite. In order to avoid incurring
asymmetric information costs, businesses will use retained earnings as their
primary source of finance. Successful businesses produce larger amounts of
retained earnings and are hence less reliant on outside funding sources.
Profitability is predicted under the information asymmetry framework to be
inversely correlated with leverage. The pecking order theory's predictions
tend to be supported by empirical data in existing literature rather than the
trade-off theory (Mens, 2019).

Based on the literature review, the researcher hypothesized that:

H3. There is a statistical correlation between financial performance
and financial leverage decisions.
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2.4  Board Characteristics and Financial Performance
2.4.1 Board Gender Diversity and Financial Performance

The status of women in Egyptian society is a complex aspect of the
country's culture and traditions. Gender has a big social and economic
impact in Egyptian society.

Regarding gender diversity on the board, Egyptian corporate
governance legislation and regulations remain silent. Only four of the ten
largest Egyptian listed companies disclosed the composition of their
boards, and of those four, it appears that women make up roughly 15.33%
of them on average. The average percentage of female board members
across all ten businesses is 6.13% (Cigna et al., 2017). The Egyptian Stock
Exchange, however, has begun to focus more on the representation of
women on the board and has now integrated the problem of gender
diversity into the larger discussion of sustainability, whose promotion is
now a part of the stock exchange's strategy (EIHawary, 2021).

Abdelzaher and Abdelzaher (2019) looked into the performance of 114
Egyptian businesses and how having female board members affected that
performance. They discovered that female participation has a favorable
effect on firm value (ROE).

Numerous CEOs claimed that the presence of a female board member
altered board dynamics and affected their ability to perform their oversight
duties. Ladies are better at monitoring than their male counterparts, which
may make boards more responsible (Triana et al., 2014). Also, women have
a distinctive management style that influences the dynamics of the board
and improves its negotiation and communication techniques. This creates a
setting that is more participatory, which in turn strengthens a positive firm
value (Simpson & Simkins, 2010; Barbulescu & Bidwell, 2013).

Diversity on a board may inspire originality and innovation. In the past,
male directors made up the majority of boards. The importance of having
female directors on boards is being recognized more and more in the
modern era. Mixed results have been found in studies on the relationship
between the participation of female board directors and corporate success.
Previous studies have shown that diverse boards improve company
performance (Yilmaz et al., 2021; Brahma et al., 2021). Zhang (2020)
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claims that gender diversity on the board is unquestionably linked to
company performance, in contrast, Martinez-Jimenez et al. (2020) did not
discover any appreciable links between gender diversity and business
performance in the listed Egyptian companies. Similar to this, Elgadi &
Ghardallou's study from 2022 found that the number of women on a board
of directors does not significantly affect a company's success.

Gender diversity and firm performance as assessed by accounting profit
and firm value are positively correlated, according to earlier research by
Fidanoski et al. (2014) and Anderson et al. (2016). The performance of the
company might improve with more women on the board. According to
Stephenson's (2004) discussion of the benefits of having more women on
boards of directors, these boards are more likely to pay attention to risk
management and auditing. Shamsuddin et al. (2017) discovered a beneficial
impact of women's participation on business value. Directors of women pay
attention to social responsibility and innovation in addition to the
magnitude of their financial performance.

2.4.2 Board Size and Financial Performance

A board of directors is formed by individuals who are chosen to set the
rules for the efficient operation of an organization. A corporation's board of
directors is tasked with managing its day-to-day operations. Directors are
essential to the efficient operation of a business. The size of a board
influences gender diversity; the larger the board, the more gender diverse it
will be.

According to the literature, an interactive board improves a company's
performance. Joint board and management meetings, as well as more
frequent meetings, are associated with improved business performance
(Agustia et al., 2022). A substantial inverse link between board size and
business performance was shown by Mohan and Chandramohan (2018).
However, Hassan and Marimuthu (2018) demonstrate that when the size of
the board is increased, performance improves for businesses that are more
diverse.
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The size of the board is seen as a crucial component of corporate
governance that affects business performance. Larger boards in companies
from Africa, Asia, Europe, Latin America, North America, and Oceania are
shown to have a considerable impact on a firm's performance (Pucheta-
Martnez & Gallego-Lvarez, 2020). The researchers contend that in order
for these businesses to operate effectively and increase their profitability,
they should be very concerned about increasing the size and independence
of their boards of directors. Companies in developing nations work
diligently to improve their performance, and most of them found that a
larger board size has a significant impact on firm value and financial
performance (Puni & Anlesinya, 2020). Contrarily, according to Brahma et
al. (2021), a larger board size may increase expenses connected to BOD
wages and personal interests (i.e., conflict of interest), which lowers the
performance of enterprises.

2.4.3 Board Independence and Financial Performance

The independent directors on the board are essential to the board's
independence. These independent directors only serve in a supervisory
capacity; they are not the corporation's regular staff. They might appear
objective because they aren't involved in how the business is run.
According to certain studies, a board with independent directors is better
able to win stakeholders' trust and, as a result, attract more investment
(Muniandy & Hillier, 2015). It has been asserted that board independence
improves company performance and that board independence has a positive
relationship with firm performance (Shan, 2019; Hu et al., 2022).

More external directors on the board will probably reduce managerial
choices motivated by self-interest, which will enhance business
performance. The oversight of a board by outside directors can prevent
management from taking actions that could endanger the success and future
of the organization (Nicholson & Kiel, 2007). Duchin et al. (2010) indicate
that although the participation of external directors may be advantageous,
the performance of the firm may suffer if the costs outweigh the
advantages. They found no evidence that increasing board independence
would result in better firm performance. Some authors contend that internal
directors are better qualified to comprehend how the firm runs since they
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are knowledgeable and intimately familiar with it. An ideal board should
have both executive and non-executive directors, despite their claims that
they contribute more value than outside directors.

Board independence refers to how closely tied the board's choices are to
one another. According to Pucheta-Martnez & Gallego-Lvarez (2020), the
impact of board independence on the productivity of Indian companies at
all levels of the profitability ratio is negligible. They contended that choices
made by the board with the support of all members may improve business
success. According to research given by Amin et al. (2022), board member
independence resulted in deteriorating profitability as measured by return
on assets in Pakistani listed companies. They discovered that because
Pakistani businesses are typically family-oriented, there is a conflict of
interest if they operate independently.

2.4.4 CEO Duality and Financial Performance

Duality describes the circumstances in which the management and
board chairman are the same person. According to Lee and Ko's study from
2022, CEO duality encourages trust and intelligent cooperation among
huge boards. Improved board effectiveness and expanded access to
resources could help businesses overcome the obligation to repay loans,
enhancing their chance of surviving in the capital market.

Also, CEO duality can speed up decision-making in times of a changing
environment, which is advantageous for businesses in the early stages of
growth (Gan & Erikson, 2022).

However, other research indicates that having the same person serve as
chairman and manager has disadvantages. If the board is not independent,
the CEO may exert influence over the board's decision on determining the
CEO's compensation package. Dakhlallh et al. (2019), state that the link
between management ownership, government ownership, and business
performance is adversely affected by CEO duality. The study implies that
duality might have a negative effect on a firm's performance.

Debnath et al. (2021), looked into how agency theory and steward
theory affected CEO duality and firm productivity and found that they had
a negative impact on business operations and should be eliminated for
better performance in Portuguese. Another study found that CEO duality
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has a significant positive relationship with ROA but a negative relationship
with market capitalization.
Based on the literature review, the researcher hypothesized that:

H4. There is a statistical correlation between board gender diversity,
other board characteristics, and liquidity.

H5. There is a statistical correlation between board gender diversity,
other board characteristics, and profitability.

2.5 Audit Quality Characteristics and Financial Performance
2.5.1 Big 4 and Financial Performance

All auditors are assumed to be professionals who adhere to the standards
set by professional bodies, whether they work for large worldwide firms
(such as the Big 4) or smaller national and local firms. Yet, it can be
anticipated that the Big 4 audit practices are more impacted by global
development than are the national audit companies. The researcher
anticipates that using a Big Four audit firm will have a beneficial impact on
performance due to the acquisition of more modern practices and strength
from worldwide expertise (Collin et al.,, 2013). By appointing Big 4
auditors, businesses can identify bigger losses sooner and cut down on
earnings-tampering activities. An important determinant of the likelihood
of having a sound corporate governance process has been thought to be the
presence of a sizable multinational audit firm (i.e., the Big 4). On average,
these companies are anticipated to offer relatively high-quality auditing
services (Kane & Velury, 2004). The relationship between audit quality
(measured by industry specialty) and the size of audit committee meetings
per year is empirically examined by Chen et al. (2005) as a signal of good
corporate governance practice. They discover a connection between an
industry-specific audit firm and the presence of an audit committee. In
conclusion, large audit firms can manage opportunistic management
practices, reduce agency costs, and raise the firm's worth.
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When large audit firms examine a company, Lee et al. (2007) look into
whether investors will receive higher future returns. The study discovers by
looking at current-year stock returns that when financial statements are
audited by the major audit firms, investors can more accurately estimate
future earnings and invest more in the companies. Hussainey's (2009)
investigation into the effect of Big 4 audit quality on investors' capacity to
forecast future profitability for profitable companies yields a similar
conclusion. Al-Ani and Mohammed (2015) also examined the connection
between audit performance (BIG 4 audit firms) and audit quality. In their
research, they discovered a significant positive correlation between the two
variables.

2.5.2 Independence of Audit Committee and Financial
Performance

The audit committee must consist of at least three non-executive
directors, and their supervisory roles must be performed by independent
individuals, according to Egyptian corporate governance standards. This
may lessen conflicts of interest between management and shareholders.
This outcome is predictable because the committee's independence
guarantees that the audit committee's monitoring role is strengthened.

The audit committee's independence from the corporation guarantees
thorough audits and increases users' confidence in the system of financial
reporting. According to certain studies, there is a strong correlation
between corporate financial performance and the number of independent
members among the listed businesses. The issue of allowing outsiders to
serve on audit committees is up for debate. It is generally accepted that the
audit committee members' tasks include recommending to the board
particular actions for improvement and then monitoring those activities.
The aim of the organization is achieved by an improved audit committee,
and as a result, members of the audit committee will be able to carry out
their tasks more effectively if they have a thorough knowledge of the
operations of the company. Outsiders, however, might not fully
comprehend what board members must do to uphold the same obligations
of commitment, care, and objectives (EIHawary, 2021).
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A non-executive audit committee member is the independent audit
committee. This indicates that they are not members of the executive board.
The value of the company can increase as a result of an independent audit
committee (Klein, 2002). Furthermore, according to Mbobo & Umoren
(2016) and Algatamin (2018), the performance of the company is improved
by the independence of the audit committee.

The independence of the board of directors shall permit the members of
the audit committee to carry out their supervisory responsibilities.
According to prior studies, having external members on the audit
committee can reduce managers' opportunistic behavior, boost
performance, and improve the company's quality and transparency of
information by reducing information fraud (De Vlaminck & Sarens, 2013;
Kallamu & Saat, 2015). According to Uzun et al. (2004), fraud is less likely
to occur when there is a higher level of audit committee independence.
According to the literature, it appears that the audit committee's main
purpose is to lower agency costs, which enhances the firm's net
performance.

2.5.3 Audit Committee Meeting Frequency and Financial
Performance

Audit committee meetings are a tool used by businesses to discuss and
resolve problems and difficulties; more meetings mean more opportunities
to resolve issues. Many studies have looked into the relationship between
audit committee meeting frequency and company performance, with
varying degrees of success. Khanchel (2007) and Kyereboah-Coleman
(2008) discovered that a corporation performs better the more frequently an
audit committee meets. Meeting frequency is a key indicator of the audit
committee's activity level and is considered essential for efficient
monitoring (Vafeas, 1999). The frequency of audit committee meetings
indicates the level and focus of the committee's work as well as its
commitment to business success. Regular audit committee meetings also
enhance financial accounting procedures, which in turn enhance overall
firm performance. Frequent audit committee meetings may also help to
lessen asymmetric information and agency problems within a firm by
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providing accurate and timely information to shareholders and investors.
The finding suggested that increasing the number of audit committee
meetings aids in spotting fraudulent financial activities and, through
strengthening other corporate governance tools, presents the genuine
financial condition to the board of directors.

In this regard, studies revealed contrasting opinions on how the
frequency of audit committee meetings affects organizational outcomes.
According to Bansal and Sharma (2016), when examining a company's
performance based on market capitalization and Tobin's Q, the frequency
of AC meetings has a considerable and favorable impact on ROE but a
negligible and insignificant impact on ROA.

According to Klein (2002), regular meetings assist investors in
receiving up-to-date financial information, thereby lowering agency
conflicts between shareholders and management. As a result, earlier
research suggested a link between audit committee meetings and company
performance (Alzeban, 2020; Musallam, 2020). Ben Barka and Legendre
(2017), on the other hand, discovered a negative correlation between audit
committee meetings and financial performance. This research suggests that
regular meetings may not always enhance a company's effectiveness.

2.5.4 Audit Committee Size and Financial Performance

The total number of committee members is referred to as the audit
committee size. The audit committee is a crucial component of corporate
governance and is primarily focused on developing and overseeing
procedures for giving stakeholders in the company accurate and reliable
information. The audit committee must contain a minimum of three non-
executive board members, according to Egyptian corporate governance
standards. According to the agency theory, larger audit committees have a
tendency to be less engaged and focused than smaller ones. As a result,
these large committees’ monitoring processes will be abandoned, which
will negatively impact business performance (Maina & Oluoch, 2018). In
Amman, Aldamen et al. (2012) discovered that smaller audit committees
with competent members who have experience in finance and accounting
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are more likely to enhance the firm's performance in the marketplace
(EIHawary, 2021).

Audit committee members frequently suffer major consequences, such
as loss of reputational capital, if the entity's financial statements are
manipulated and then made publicly known by any group. This is because
they serve as effective monitors of company performance (Raghunandan
and Rama, 2007). According to this theory, a large audit committee
outperforms a small audit committee in terms of raising the caliber of
financial reporting. Also, adding more non-executive directors to the audit
committee can improve a company's ability to make decisions.

Chaudhry et al. (2020) revealed that audit committee characteristics are
essential assets that offer numerous advantages to businesses. It follows
that a larger audit committee with a higher percentage of financial
competence reportedly helps businesses acquire funding to raise their
performance level.

According to the study cited (Dakhlallh et al., 2020), audit committees
in Jordanian businesses had a beneficial impact on firm profitability. They
took dependence theory into account and presented comparable evidence
that an audit committee functions more effectively as its size grows and has
a positive impact on the firm's profitability. Firm profit increases if the
audit committee strictly monitors fraud. According to the academic
community, an audit committee has a positive impact on a firm's
performance. However, firm age diminishes the audit committee's impact
on a firm's performance, as demonstrated by the research of Muslih (2021).
They claimed that fraudulent actions had a negative effect on company
earnings and that audit committee oversight is inversely correlated with a
company's longevity.

Also, it is asserted that a smaller audit committee tends to be more
effective at observing how corporations disclose their financial results
(Fariha et al., 2021). Some empirical investigations discovered a bad
relationship between the size of the audit committee and financial success
(Musallam, 2020).
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The size of the audit committee has a considerable impact on the
company's financial performance, according to Yah (2006). According to
Aldamen et al. and Wu et al. (2012), an audit committee with fewer
members is more effective at safeguarding shareholders' interests and
ensuring the accuracy of financial information. Also, a larger audit
committee is ineffective, which has no impact on the company's financial
performance.

Based on the literature review, the researcher hypothesized that:

Hé. There is a statistical correlation between sufficient audit quality
and liquidity.

H7. There is a statistical correlation between sufficient audit quality
and profitability.

3. Study Problem:

It's still questionable how the qualities of the audit committee, board
characteristics, performance of the company, and financial structure relate
to each other. The problem of this study is that, according to the researcher,
it is one of the few studies that tested the triple impact of board gender
diversity with other board characteristics and sufficient audit quality on the
financial structure decision-making and financial performance in Egyptian
listed companies. This study attempts to fill the existing research gap in this
field by examining the impact of the corporate governance practices related
to board characteristics and audit quality traits on the financial leverage
decision-making as well as on the firm’s financial performance. This study
is also important for management in terms of determining the optimal
financial structure that leads to improving companies' performance and
enhancing their growth and value. Thus, this study seeks to identify the
extent to which there is a relationship between board gender diversity and
other elements of corporate governance related to board, audit committee
quality characteristics, capital structure, profitability, and liquidity in the
listed Egyptian companies.
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4. Study Objectives

The main five-fold objectives of this study are as follows:

1. Examine the statistical relationship between board gender diversity,
other board characteristics, and financial leverage decisions in the
Egyptian listed firms.

2. Examine the statistical relationship between sufficient audit quality and
financial leverage decisions in the Egyptian listed firms.

3. Examine the statistical relationship between firm performance and
financial leverage decisions in the Egyptian listed firms.

4. Examine the statistical relationship between board gender diversity,
other board characteristics, and financial performance in the Egyptian
listed firms.

5. Examine the statistical relationship between sufficient audit quality and
financial performance in the Egyptian listed firms.

5. Study Theoretical Framework

In order to investigate the effects of board gender diversity, other board
characteristics related to corporate governance practices and audit quality
qualities on financial structure and financial performance in Egyptian listed
companies, a quantitative research approach was adopted. By examining
whether the study's controlled independent variables had an effect on the
dependent variable, the study employed an experimental research approach
to evaluate the viability of a theory. The study adopted a panel-based
quantitative research methodology. This method was chosen since the
study's data was composed of panels that had been converted to ratios. For
investigations that require both the longitudinal and cross-sectional
characteristics of the units under investigation, the study design is suitable.

In this study, as shown in Figure (1), the two dependent variables, the
company's financial structure and financial performance, are influenced by
independent factors: board gender diversity with other board characteristics
and audit quality traits.

27
2023 Gl sl daal) claalad) a3y daalially dawlaal) dlaa



Dr. Nevine Sobhy Abdel Megeid

Does the Relationship between Board Gender

The board's gender diversity, board size, board independence, and CEO
duality are used as proxies for the board's characteristics related to
corporate governance practices. The independence of the audit committee,
the frequency of its meetings, its size, and the Big 4 audit firms are used as
proxies for audit quality traits.
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6. Study Methodology
6.1 Study Population and Sample

This study aims to explore the triple impact of board gender diversity
and other board characteristics related to corporate governance practices
and audit quality traits on choices regarding financial structure as well as
financial performance. All non-financial companies listed on Egypt's Stock
Exchange (EGX 100) were included in the study population. However,
because of the rigorous laws that apply to them due to their unigue nature
in terms of capital holdings and liquidity activities, which result in different
financial statements than those of non-financial enterprises, this study
excluded firms in the financial sector (banks and financial services).

The study used 56 listed businesses on the Egyptian Exchange (EGX
100) from 2015 to 2022 and panel data analysis to examine the research
hypotheses. There are eight independent variables in this study (board
gender diversity, board size, board independence, CEO duality, Big 4, and
audit committee: independence, size, and frequency of meetings), the first
four of which are related to board characteristics and the remaining four to
audit quality traits. The Statistical Package for Social Sciences (SPSS) will
be used to test hypotheses, analyze the data, and interpret findings.

6.2 Data Collection

The study used panel data, which includes 8-time series and cross
sections, as well as secondary data. Data for all study variables was
gathered between 2015 and 2022 from the public annual reports and
financial statements of EGX100-listed companies. The study sample,
which corresponds to 448 firm-year observations, comprised 56 cross-
sectional units traded on the Egyptian stock market between 2015 and 2022
(time-series length = 8). Table (1) presents the study sample-sectors
distribution for the 56 companies used.
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Table (1): The Study Sample Sector Distribution

No. Company Sector No. of Firms
1 | Real Estate 4
2 | Basic Resources 3
3 | Contracting & Construction Engineering 3
4 | Food, Beverages and Tobacco 6
5 | Industrial Goods, Services and Automobiles 5
6 | IT, Media & Communication Services 2
7 | Travel and Leisure 4
8 | Energy & Support Services 3
9 | Health Care & Pharmaceuticals 6
10 | Building Materials 3
11 | Trade & Distributors 4
12 | Shipping & Transportation Services 4
13 | Textile & Durables 5
14 | Paper & Packaging 4
Total 56

6.3 Regression Equations

The statistical relationship between board gender diversity and other board
characteristics, audit quality traits, financial performance, and financial
structure was examined using the following seven multiple regression
equations:

1. Board Characteristics: are measured by summing up the four
variables, i.e., board gender diversity, board size, board independence,
and CEO duality.

2. Audit Quality Traits: are measured by summing up the four variables,
i.e., Big 4 audit firms, audit committee size, frequency of audit
committee meetings, and independence of the audit committee.

3. Financial Performance: Liquidity is measured by asset turnover,
current ratio, and inventory turnover. Profitability is measured by
earnings per share, gross profit margin, return on equity, and return on
assets.
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4. Financial Leverage: is measured by the debt-to-equity ratio.

6.3.1 Impact of board qgender diversity, and other board
characteristics, audit quality traits, and financial performance on
financial leverage decisions

To test the hypotheses, regarding the impact of board gender
diversity and other board characteristics, audit quality traits, and
financial performance (in terms of liquidity and profitability) on
financial leverage decisions, the following three regression models are
utilized:

First Regression Eqguation: Examine the impact of board gender
diversity and other board characteristics on financial leverage
decisions

H1: There is a statistical correlation between board gender diversity,
other board characteristics, and financial leverage decisions.

FLit=fo+ 1 BGDit+ f2BSit + f3 Blit+ 2 CEODit + f5 FSit + f6TQit + &it
Where:
Po = represents a constant coefficient in the regression model.

Independent variables = f1, f2, ps and B4 = indicate the regression
coefficients of Board Characteristics (BC): Board Gender Diversity (BGD),
Board Size (BS), Board Independence (BI), and CEO duality (CEOD).

Ps and fs = indicate the regression coefficients of the control variables:
Firm Size (FS) and Tobin’s Q (TQ).

Dependent variable = FL: Financial Leverage.
It = company i in time period t.

&it = error term.
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Second Reqgression Equation: Examine the impact of audit quality
traits on financial leverage decisions

H2: There is a statistical correlation between audit quality characteristics
and financial leverage decisions.

FLit= fo+ B1 B4+ 2 IAC i + 3 ACMFit+ B4 ACSit + s FSit + s TQit + it
Where:
fo = represents a constant coefficient in the regression model.

Independent variables = fi, f2, fs and fs = indicate the regression
coefficients of Audit Quality Characteristics (AQC): Big 4 (B4),
Independence of Audit Committee (IAC), Audit Committee Meetings
Frequency (ACMF), and Audit Committee Size (ACS).

ps and fs = indicate the regression coefficients of the control variables:
Firm Size (FS) and Tobin’s Q (TQ).

Dependent variable = FL: Financial Leverage.
It = company i in time period t.
&it = error term.

Third Regression Equation: Examine the impact of financial
performance on financial leverage decisions

H3: There is a statistical correlation between financial performance and
financial leverage decisions.

FLii=pfo+ 1 AT+ 2 CRit+ f3 I Tt + fa ROEj: + f5 ROA;: + fs EPS;ii + 87
GPM;; + fs FSit + fo TQj: + &it

Where:
o = represents a constant coefficient in the regression model.

Independent variables = g1, f> and g3 = indicate the regression
coefficients of financial performance: liquidity: Asset Turnover (AT),
Current Ratio (CR), and Inventory Turnover (IT).
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Ps, Ps, Pe, and P = indicate the regression coefficients of financial
performance: profitability: Return on Equity (ROE), Return on Assets
(ROA), Earnings per Share (EPS), and Gross Profit Margin (GPM).

s and o = indicate the regression coefficient of the control variables: Firm
Size (FS) and Tobin’s Q (TQ).

Dependent variable = FL: Financial Leverage.
It = company i in time period t.
&it = error term.

6.3.2 Impact of board gender diversity, other board characteristics,
and audit quality traits on financial performance

To test the hypotheses, regarding the impact of board
characteristics and audit quality traits on financial performance (in
terms of liquidity and profitability), the following four regression
models are utilized:

Fourth Regression Equation: Examine the impact of board gender
diversity, and other board characteristics on liguidity

H4: There is a statistical correlation between board gender diversity,
other board characteristics, and liquidity.

CRit= flo+ 1 BGDit+ f2BSit + f3 Blit + 2 CEODit + f5 FSit + s TQit + it
Where:
Po = represents a constant coefficient in the regression model.

Independent variables = fi, f2, fs and fs = indicate the regression
coefficients of Board Characteristics (BC): Board Gender Diversity (BGD),
Board Size (BS), Board Independence (BI), and CEO duality (CEOD).

ps and Bs = indicate the regression coefficients of the control variables:
Firm Size (FS) and Tobin’s Q (TQ).

Dependent variable = CR: Liquidity measured by current ratio.
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It = company i in time period t.
&it = error term.

Fifth Reqgression Equation: Examine the impact of board gender
diversity, and other board characteristics on profitability

H5: There is a statistical correlation between board gender diversity,
other board characteristics, and profitability.

ROAit= o+ 1 BGDit + 2 BSit+ 3 Blit + fa CEOD;t + 5 FSit + s TQit + &it
Where:
Po = represents a constant coefficient in the regression model.

Independent variables = fi, f2, fs and fs = indicate the regression
coefficients of Board Characteristics (BC): Board Gender Diversity (BGD),
Board Size (BS), Board Independence (Bl), and CEO duality (CEOD).

ps and fs = indicate the regression coefficients of the control variables:
Firm Size (FS) and Tobin’s Q (TQ).

Dependent variable = ROA: Profitability measured by Return on Assets.
It = company i in time period t.
&it = error term.

Sixth Regression Equation: Examine the impact of audit quality traits
on liquidity

H6: There is a statistical correlation between sufficient audit quality and
liquidity.

CRit=fo+ p1 B4+ p2 IAC i + 3 ACMF: + 4 ACSit + 5 FSit + s TQit + &it
Where:

fo = represents a constant coefficient in the regression model.

Independent variables = fi, f2, B3 and fs = indicate the regression
coefficients of Audit Quality Characteristics (AQC): Big 4 (B4),
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Independence of Audit Committee (IAC), Audit Committee Meetings
Frequency (ACMF), and Audit Committee Size (ACS).

Ps and fs = indicate the regression coefficients of the control variables:
Firm Size (FS) and Tobin’s Q (TQ).

Dependent variable = CR: Liquidity measured by current ratio.
It = company i in time period t.
&it = error term.

Seventh Regression Equation: Examine the impact of audit quality
traits on profitability

H7: There is a statistical correlation between sufficient audit quality and
profitability.

ROAi:= fo+ p1Bdit+ f2 IAC i + fz ACMF; + 4 ACSit + 5 FSit + fis TQit +
Eit

Where:
Po = represents a constant coefficient in the regression model.

Independent variables = fi, f2, fs and fs = indicate the regression
coefficients of Audit Quality Characteristics (AQC): Big 4 (B4),
Independence of Audit Committee (IAC), Audit Committee Meetings
Frequency (ACMF), and Audit Committee Size (ACS).

ps and fs = indicate the regression coefficients of the control variables:
Firm Size (FS) and Tobin’s Q (TQ).

Dependent variable = ROA: Profitability measured by Return on Assets.
It = company i in time period t.

&it = error term.
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6.4 Study Variables: Definitions and Proxies

The proxies and definitions of independent, dependent and control
variables that are examined in the seven regression models are shown in

Table (2).

Table (2): The Study Independent, Dependent and Control Variables:

Proxies and Definitions

Variables Definitions Proxies
Independent Board Gender diversity on the board | A dummy variable with a value
Variables: Gender of directors, including male and | of 1 if there are one or more
Diversity female. The percentage of | female directors and a value of
Board (BGD) female board members who are | 0 if there are no female
i also directors. members.
Char?été; Istics Board Size | Both executive and non- | The total number of directors
(BS) executive directors should be | occupying boardroom seats.
on a board with the ideal
number of members.
Board Percentage of non-executive | The proportion of non-executive
Independence | independent  directors  on | board members as a percentage
(BI) corporate boards. of all board members.
CEO Duality | The practice of having a | When the CEO and chairman of
(CEOD) company's CEO also serve as | the board are the same person, a
the board of chairman is known | dummy variable with a value of
as CEO duality. 1 and a value of 0 otherwise.
Independent | Big 4 Auditor | The Big Four audit firms are | Whether the auditing firm
Variables: Firm (B4) Klynveld Peat Marwick | belongs to the Big 4 or not is a
Goerdeler (KPMG), | dummy variable based on a
Audit Quality PricewaterhogseCoopers bi_nary variable that gives the
Characteristics (PwC), Deloitte, and Ernst & B!g 4 a value of 1 and the non-
(AQC) Young (EY). Big 4 a value of 0.
Audit The financial reporting and | A dummy variable with a value
Committee | statements of a firm are | of 1 for independent members
Independence | supervised by an audit | of the audit committee and 0
(ACI) committee, which is composed | otherwise.
of a board of directors. The
audit committee's members
must all be independent board
members.
Audit The meetings of the audit | A dummy variable with a value
Committee | committee refer to how | of 1 if there are more meetings
Meetings frequently the committee gets | than three and O if there are
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Frequency | together. The Chief Financial | fewer.
(ACMF) Officer (CFO), Chief Legal
Officer (CLO), and, if
necessary, the auditor attend the
audit committee meetings.
Audit The number of audit committee | A dummy variable with a value
Committee | members determines the audit | of 1 if the audit committee has
Size (ACS) | committee's size. at least 3 members and a value
of 0 otherwise.
Dependent Financial | When a business borrows | The FL is determined by the
Variable Leverage money to undertake an | ratio of total debt to total equity.
(FL) investment with the aim of
larger returns, this is known as
financial leverage.
Financial Asset Investors can assess how | The ROA ratio compares the
Performance Turnover successful businesses use their | business's net income to the
(FP): (AT) assets to create sales using asset | average total amount of assets
Liquidity turnover metrics. invested in the company.
Current The current ratio measures a | The current ratio is determined
Ratio company's ability to satisfy | by dividing the total current
(CR) short-term financial obligations | assets of the company by the
with a maturity of one year. total current liabilities.
Inventory Inventory turnover is a period | The cost of goods is divided by
Turnover of time between when a |the average inventory for the
(T company purchases a product | same time period to determine
and when it is sold. the inventory turnover ratio.
Financial Returnon | The return on equity ratio | Net income is divided by
Performance Equity effectively calculates the rate of | shareholders' equity to arrive at
(FP): (ROE) profit that holders of a | the measure of financial success
Profitability company's common stock make | known as ROE.
on their investments.
Returnon | Company management, | ROA is determined by dividing
Assets (ROA) | analysts, and shareholders can | average total assets by net
use ROA to judge how | income.

successfully a company uses its
resources to turn a profit.

Earnings per
Share (EPS)

EPS is a common metric for
determining corporate value,
showing how much a company
earns per share of stock.

A company's EPS is calculated
by dividing its earnings by the
number of outstanding shares of
ordinary stock.

Gross Profit
Margin
(GPM)

Analysts use the gross profit
margin as a metric to evaluate
the financial health of a
business.

Gross profit margin, represented
as a percentage of sales, is used
to determine a company's
profitability after deducting the
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direct cost of items sold from
the revenue.

Control
Variables

Firm Size
(FS)

Controlling for scale economies
and the market power brought
on by a firm's size, firm size is

FS is measured as the natural
logarithm of all assets owned by
the company.

calculated using the natural
logarithm of total assets.

Tobin’s Q It was described as the

(TQ) correlation between the asset
book value of the company and
the market price.

Book value of debt) / Book
value of total assets

6. Panel Data Regression Statistical Results and Analysis

The Hausman test was used for the specified panel regression model to
determine which panel effects (fixed or random) produced the best
estimation results for the study. In accordance with the fixed-effects
hypothesis, the study uses the panel fixed-effects regression technique, with
financial structure as the dependent variable and a selection of firm-specific
characteristics as the independent variables.

Additionally, the researcher tested for heteroscedasticity, serial
correlation, cross-dependency correlation, and functional misspecification
issues for each of the seven regression models, and all necessary data
treatment was applied as stated below to ensure accurate, reliable, and valid
results.

The three regression models that are used to examine the three
hypotheses regarding the effect of board gender diversity and other
board characteristics, audit quality traits, and the firm's financial
performance on financial structure are as follows:

7.1 First Regression Equation: Examine the impact of board gender
diversity, and other board characteristics on financial leverage
decisions

H1: There is a statistical correlation between board gender diversity,
other board characteristics, and financial leverage decisions.

FLit = 10.64697 - 4.248796 BGDit + 2.159216 BSi: - 0.4831113 Blit +
5.303638 CEOD:; + 2.248737 FSit - 0.1859735 TQit + &it
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Table (3): First Regression Equation: Examine the Impact of Board
Gender Diversity and other Board Characteristics on Financial

Leverage
First Regression Equation: Pooled OLS - Dependent
. Varlal_)le: = . Decision
Independent variables Variable Drisc/Kraay P-
Coefficient | Stand. errors | Value
Board Gender Diversity -4.248796 2.356987 0.054 Significant
(BGD)
Board Size (BS) 2.159216 0.3645742 0.000 Significant
Board Independence (BI) -0.4831113 1.25479 0.367 Insignificant
CEO Duality (CEOD) 5.303638 1.365494 0.022 Significant
Firm size (FS) 2.248737 1.034568 0.0485 Significant
Tobin’s Q (TQ) -0.1859735 0.0975147 0.358 Insignificant
R —squared 0.1587
Prob. (F — Test) 0.0000
GroupWise Heteroskedsticity Modified Chi-square P — value
Wald Test 3.9e+06 0.0000
F-test P —value
Overall Ramsey RESET Test 15.01 0.0000
. . F-test P —value
Wooldridge Autocorrelation Test 49874 271 0.0000
. P —value
Cross-Sectional Dependence Test 5 352 0.0000

Table (3) shows the results of panel regression for the first regression
model estimated using pooled OLS, with financial leverage being the
dependent variable and board gender diversity, board size, CEO duality,
and board independence as the independent variables. The model sought to
investigate the impact of board gender diversity and board characteristics
on financial structure. The findings presented in Table (3) show that 4 out
of 6 variables are significant. In other words, at the 1% level of
significance, board gender diversity, CEO duality, board size, and firm size
all significantly affect the financial structure. The results revealed that
board gender diversity, board independence, and Tobin’s Q have a
significant negative impact on the company's financial leverage. Also,
results revealed that board size, firm size, and CEO duality all had a
positive impact on financial leverage, indicating that companies with a
single person serving as both the CEO and board chair have a positive
financial structure.
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The statistical findings of Table (3) indicate the following:

1. Board gender diversity and financial leverage: Directors are regarded
as top-level managers who have a significant impact on the capital
structure decision-making of any firm. A gender-diverse board has a
comparable impact on agency issues as high leverage, just as women in
the boardroom result in increased supervision and hence lower agency
expenses. Given that women tend to avoid risk, it is conceivably
predicted that boards with a higher proportion of female directors will
choose retained earnings over debt and debt over equity. Female
directors are observed to have a lower debt-financing ratio in the
financing mix and are thought to be more placid.

2. Board size, board independence, and financial leverage: According
to the findings, the debt-to-asset ratio significantly correlated positively
and negatively with the size of the board and the participation of
independent non-executive directors on the board, both of which are
aspects of corporate governance. Results have demonstrated that a
company's capital structure decision is influenced by corporate
governance. The results indicated that board size is positively associated
with debt financing, and this greatly influenced the capital structure
decision-making process. According to the findings, less debt financing
would be needed for the capital structure if the board of directors of
Egypt's listed companies were granted more independence. This is
because a board with greater independence may more closely regulate
management for debt financing.

3. CEO duality and financial leverage: Duality of power is the
combination of the CEO of the company and the chair of the board of
directors in one individual. CEO duality and capital structure of
Egyptian listed firms, with the justification that organizations with
management that clearly understands their roles and duties perform
better. A more responsive capital structure contributes to a stronger
financial mix. It has been found that this practice can lead to excessive
risk-taking and poor corporate governance. Financial leverage, on the
other hand, refers to the amount of debt a company uses to finance its
operations. While high financial leverage can increase a company's
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profitability, it can also increase the risk of financial distress. Therefore,
balancing CEO duality and financial leverage is critical for companies
to maximize shareholder value.

7.2 Second Regression Equation: Examine the impact of audit quality
traits on financial leverage decisions

H2: There is a statistical correlation between audit quality characteristics
and financial leverage decisions.

The overall forecasting equation for FL is:

FLit= 11.257896 + 2.547892 B4it + 5.364587 IAC it + 0.487965 ACMFi -
0.751236 ACSit + 3.654789 FSit +0.032547 TQit + &it

Table (4): Second Regression Equation: Examine the Impact of
Audit Quality Traits on Financial Leverage Decisions

Second Regression Equation: Generalized Least Squares
(GLYS) - Dependent Variable: FL
. i Decision
. Variable ST P-
Independent Variables . Stand.
Coefficient Value
Error
Big 4 (B4) 2.547892 1.254789 0.044 Significant
Independent Audit Committee 5.364587 1.365478 0.003 Significant
(1AC)
Audit Committee Meeting 0.487965 0.487965 0.087 Significant
Frequency (ACFM)
Audit Committee Size (ACS) -0.751236 0.148795 0.036 Significant
Firm Size (FS) 3.654789 1.254791 0.057 Significant
Tobin’s Q (TQ) 0.032547 0.354789 0.487 | Insignificant
R — Squared 0.2368
Prob. (F — Test) 0.0000
GroupWise Heteroskedsticity Modified Wald Chi-Square P — Value
Test 1.7e+04 0.0000
F-test P — Value
Overall Ramsey RESET Test 301 0.1879
. . F-test P — Value
Wooldridge Autocorrelation Test 364875244 0.0000
. P — Value
Cross-Sectional Dependence Test 53654 0.348
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The results of panel regression for the second regression equation,
estimated using the generalized least squares (GLS) method, are shown in
Table (4). Financial leverage is the dependent variable, and the independent
variables are the Big 4, the audit committee independence, the audit
committee frequency of meetings, and the size of the audit committee. As
there is no cross-sectional dependence among the panels, which means that
the residuals are uncorrelated, the model was estimated using the GLS
method. The model evaluated how audit quality characteristics affected
financial structure. The results shown in Table (4) further demonstrate that
5 of the 6 factors are statistically significant. In other words, at a 1% level
of significance, the Big 4 factors—audit committee independence, audit
committee frequency of meetings, audit committee size, and business
size—all significantly affect the financial structure. The results showed that
Big 4, audit committee independence, and audit committee meeting
frequency have a considerable positive impact on the financial structure of
the company. Also, results revealed that the size of the audit committee and
the firm both had a negative, significant impact on the financial structure.
This suggests that the capital structure of non-financial enterprises is
positive and significantly influenced by firm size. The financial structure of
the company is positively but insignificantly impacted by Tobin's Q.

The statistical findings of Table (4) indicate the following:

1. Big 4 and financial leverage: This study examines how the choice of
auditor (Big 4 or non-Big 4) affects debt financing for Egyptian
companies. The findings indicate that hiring Big 4 auditors is more
crucial for raising debt because doing so can help a corporation raise
debt by minimizing information asymmetry. Using Big 4 audit firms
would make a company more likely than not to finance with equity
rather than debt, resulting in a lower leverage ratio.

2. Independence of the audit committee and financial leverage: In the
context of the Egyptian market, the study's findings indicate a
considerable correlation between audit committee independence and
leverage. This outcome offers additional proof of the contribution of
corporate governance to improving the company's investment
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performance. One of the most crucial aspects of an audit committee is
its independence, which has a significant impact on how well it can
manage financial reporting and leverage judgments. The necessity for
an audit committee to be made up of independent directors is mandated
by regulatory codes since audit committee effectiveness is increased by
the independence of its members. So, it is assumed that the audit
committee's independence increases its effectiveness and further
influences leverage.

3. Audit committee meetings frequency and financial leverage: The
finding that there is a strong positive link between the frequency of
audit meetings and debt leverage supports the hypothesis that improved
audit committee performance will encourage companies to maintain a
sound capital structure. It is asserted that the audit committee serves as a
board committee and carries out some board duties. Thus, a strong audit
committee indicates a strong board. The frequency of audit committee
meetings has a substantial effect on leverage because the board is
responsible for minimizing agency conflict and communicating the
genuine picture of a company.

4. Audit committee size and financial leverage: The results show that
the size of an audit committee has a significant impact on the quality of
the audit and is crucial when choosing the capital structure of
Indonesian wealth creation businesses. In order to cut agency costs, they
also recommended that companies expand the number of their audit
committees. The result demonstrates a considerable impact of audit
committee size on debt costs. As a method of internal governance, the
audit committee functions to monitor managers' performance and
decision-making to lessen agency conflict. It assists in ensuring the best
leverage ratio as a control system. Thus, a larger committee signifies
that a greater number of individuals are being observed and monitored.

5. Firm size and financial leverage: The literature on capital structure
has frequently discussed firm size, which has a significant impact on
financial judgment. According to the trade-off principle, large firms are
typically more diversified than smaller firms and tend to have relatively
lower expenses in situations of financial hardship. Larger businesses are
consequently more leveraged and issue more debt than smaller
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businesses. The reason there is a positive correlation between firm size
and leverage is that as a business grows, it will be able to stand on its
own two feet more solidly because of a more consistent stream of cash
flows. Strong businesses can afford to take on additional debt. In
addition to being more diversified, larger companies are typically more
resilient to bankruptcy than smaller ones. By choosing a capital
structure, a firm's capacity to secure debt financing is also influenced by
asymmetric knowledge. In comparison to smaller businesses, larger
corporations tend to share more information about them, making them
more transparent. This makes it simpler for these bigger companies to
get loan financing.

7.3 Third Regression Equation: Examine the impact of financial
performance on financial leverage decisions

H3: There is a statistical association between financial performance and
financial leverage decisions.

FLit=12.879564 - 2.364856 ATi: - 0.5489721 CRit - 0.3654859 ITit+
0.654891 ROEi:+ 0.5879517 ROAi:+ 0.9871251 EPS;it + 0.125486 GPMi: -
4.654792 FSit -0.0054782 TQit + &it
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Table (5): Third Regression Equation: Examine the Impact of
Financial Performance (Liquidity and Profitability) on Financial
Leverage Decisions

Third Regression Equation: Pooled OLS - Dependent
_ Varlgble: FL ' Besteian
Independent variables | Variable Drisc/Kraay P-
Coefficient | Stand. Errors | Value
Asset Turnover (AT) -2.364856 0.9854723 0.001 Significant
Current Ratio (CR) -0.5489721 0.0098214 0.004 Significant
Inventory Turnover (IT) | -0.3654859 0.0879653 0.002 Significant
Return on Equity (ROE) 0.654891 0.0954782 0.354 Insignificant
Return on Assets (ROA) 0.5879517 0.3215874 0.013 Significant
Earnings Per Share 0.9871251 3.364587 0.357 Insignificant
(EPS)
Gross Profit Margin 0.125486 0.2365489 0.957 Insignificant
(GPM)
Firm Size (FS) -4.654792 1.658473 0.007 Significant
Tobin’s Q (TQ) -0.0054782 0.0697858 0.954 Insignificant
R — Squared 0.2347
Prob. (F — Test) 0.0000
GroupWise Heteroskedsticity Modified Chi-Square P — Value
Wald Test 0.6254 0.0000
F-test P — Value
Overall Ramsey RESET Test 16.02 05987
. . F-test P — Value
Wooldridge Autocorrelation Test 5493505 0.0000
. P — Value
Cross-Sectional Dependence Test 0.0455

With financial structure as the dependent variable and asset turnover,
current ratio, inventory turnover, return on equity, return on assets, earning
per share, and gross profit margin as the independent variables, Table (5)
displays the panel regression results for the third regression equation
estimated using pooled OLS. The goal of the model was to examine how a
firm's financial performance—including its elements of liquidity and
profitability—would affect its capital structure. Table (5) demonstrates that
4 out of 9 factors are statistically significant. In other words, company size,
current ratio, inventory turnover, and asset turnover all significantly affect
capital structure at the 1% level. The results showed that the firm's capital
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structure is positively impacted by return on equity, gross profit margin,
return on assets, and earnings per share.

Furthermore, statistical results revealed that all liquidity ratios have a
detrimental effect on a company's capital structure, indicating that the more
liquid a company is, whether as measured by its ability to pay short-term
debts (CR), the effectiveness of its management in generating income from
assets, or the perspective of its inventory, which suggests higher demand,
the more efficient its capital structure will be. Moreover, the capital
structure was significantly negatively impacted by business size. This
suggests that the capital structure of non-financial enterprises is
significantly influenced by firm size.

Several theories in the literature, including the pecking order theory,
strengthened the finding of the relationship between financial performance
(profitability) and financial leverage (capital structure). According to the
hypothesis, businesses will initially strive to survive internally before
realizing they require external capital. The hypothesis then predicts that
profitability and corporate leverage have a bad relationship. Businesses
employ their own resources for investment and expansion as they become
more profitable and have more available. In actuality, retained earnings are
increased and less debt is used.

The four regression models that are used to examine the four
hypotheses regarding the effect of board gender diversity with other
board characteristics and audit quality on the firm's financial
performance are as follows:

7.4 Fourth Regression Equation: Examine the impact of board gender
diversity and other board characteristics on liguidity

H4: There is a statistical correlation between board gender diversity,
other board characteristics, and liquidity.

The overall forecasting equation for CR is:

CRit=13.54879 + 3.654897 BGDit + 1.125479 BSit+ 0.2547896 Bl -
2.215489 CEODit+ 2.852147 FSit +0.012459 TQ:it + it
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Table (6): Fourth Regression Equation: Examine the Impact of Board
Gender Diversity, and other Board Characteristics on Liquidity

Fourth Regression Equation: Generalized Least
Squares (GLS) -Dependent Variable: CR
. Variable BRI P- Decision
Independent Variables . Stand.
Coefficient Value
Error
Board Gender Diversity 3.654897 2.472589 0.022 Significant
(BGD)
Board Size (BS) 1.125479 1.321658 0.031 Significant
Board Independence (BI) 0.2547896 0.965478 0.550 Significant
CEO Duality (CEOD) -2.215489 3.785325 0.585 | Insignificant
Firm Size (FS) 2.852147 2.357951 0.752 | Insignificant
Tobin’s Q (TQ) 0.012459 0.654951 0.485 | Insignificant
R — Squared 0.6258
Prob. (F — Test) 0.0003
GroupWise Heteroskedsticity Modified Chi-Square P — Value
Wald Test 6.1e+09 0.0000
F-test P — Value
Overall Ramsey RESET Test 2 2587 0.0675
. . F-test P — Value
Wooldridge Autocorrelation Test 65845 413 0.0000
. P — Value
Cross-Sectional Dependence Test 19872

The board gender diversity estimates for the fourth regression equation
are shown in Table (6). The current ratio, which serves as a stand-in for
liquidity, is the dependent variable, and board size, board independence,
and CEO duality are the independent factors. The model evaluated the
effects of board features, including gender diversity, on financial
performance from a liquidity perspective. Table (6) further demonstrates
that just 3 of the 6 factors are significant. In other words, at the 10% level
of significance, only the board size, board independence, and gender
diversity of the board have a meaningful effect on the current ratio. The
results showed that CEO duality, board size, and board gender diversity all
had a detrimental effect on the firm's financial performance from a liquidity
standpoint. The outcome would indicate that a larger board size (more
directors) has a positive effect on Egyptian firms' profitability. However,
other independent factors and control variables had a negligible effect on
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the company's financial performance; suggesting that they might not have a
substantial effect on the liquidity position of the company.

7.5 Fifth Reqgression Equation: Examine the impact of board gender
diversity and other board characteristics on profitability

H5: There is a statistical correlation between board gender diversity and
other board characteristic, and profitability.

The overall forecasting equation for ROA is:

ROAit= 10.65877 + 1.879654 BGDi: + 0.157896 BS;t + 0.365897 Bl -
0.368791 CEOD:: - 0.125897 FSit +0.365481 TQit + it

Table (7): Fifth Regression Equation: Examine the Impact of Board
Gender Diversity with other Board Characteristics on Profitability

Fifth Regression Equation: Generalized Least Squares
(GLS) - Dependent Variable: ROA
_ Variable | DFisc/Kraay | o Decision
Independent Variables - Stand.
Coefficient Value
Error
Board Gender Diversity 1.879654 4.478569 0.014 Significant
(BGD)
Board Size (BS) 0.157896 0.258749 0.046 Significant
Board Independence (BI) 0.365897 0.547896 0.008 Significant
CEO Duality (CEOD) -0.368791 0.365489 0.003 Significant
Firm Size (FS) -0.125897 0.785436 0.785 | Insignificant
Tobin’s Q (TQ) 0.365481 0.032569 0.325 | Insignificant
R — Squared 0.1578
Prob. (F — Test) 0.0964
GroupWise Heteroskedsticity Modified Chi-Square P — Value
Wald Test 3673.40 0.0000
F-test P — Value
Overall Ramsey RESET Test 5 4587 0.0989
. . F-test P — Value
Wooldridge Autocorrelation Test 2 365 0.0925
. P — Value
Cross-Sectional Dependence Test 14785

The fifth regression equation's estimated findings for panel regression
are shown in Table (7). Return on assets, which serves as a stand-in for
profitability, is the dependent variable, while board diversity by gender,
board size, board independence, and CEO duality are the independent
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variables. The model examined how board characteristics, including gender
diversity and board size, affected financial performance from a profitability
perspective.

Table (7) also demonstrates the significance of 4 out of 6 variables. In
other words, at a 1% level of significance, all independent factors have a
substantial effect on profitability. The results showed that firm size, CEO
duality, and board size all had a detrimental effect on the financial
performance of the company. The outcome might suggest that even though
large companies had the largest proportion of CEOs with dual directors,
this did not guarantee an improvement in firm performance. Therefore, it is
important to monitor the presence of female and independent directors to
increase shareholder value. According to agency theory, the results also
indicated that the size of the board of directors has a significant positive
impact on the firm's financial performance.

Also, results indicated that CEO duality has a negative impact on a
company's financial success, indicating that companies with a single person
acting as both the CEO and board chairman have a significant negative
impact on the company’s profitability.

Finally, the financial performance of the company was negatively
impacted by firm size, indicating that this factor is important in
determining a firm's profitability. In other words, it is not a significant issue
that impacts the financial performance of businesses. Tobin's Q was not
significant, indicating that it had no effect on the financial success of the
company.

The statistical findings of Tables (6) and (7) indicate the following:

1. Board gender diversity and financial performance: The participation
of women is viewed as essential to corporate governance, and results
show a positive correlation between female directorship and firm
performance. The findings show that having female directors on the
board has a beneficial impact on performance. They contend that the
firm's board is balanced and that gender diversity has improved the
performance of businesses. In business boardrooms, gender diversity
ensures the necessary balance. As a result, a company's financial
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performance, leadership effectiveness, brand reputation, and governance
effectiveness are all greatly improved.

2. Board size and financial performance: Due to board size, many
people get together to make logical decisions since the opinions of each
board member have an impact on the formulation of corporate policy. In
order to act effectively to improve a company's profitability and
liquidity, companies should be worried about growing their board of
directors. Larger boards have a significant negative impact on
improving performance in the businesses of developing nations like
Egypt. In addition, when the board is smaller, the members have better
influence over the director, which lessens agency conflicts. A large
board of directors, on the other hand, finds it difficult to coordinate the
ideas of its members, which magnifies agency conflicts, slows down
decision-making, and encourages the director to act opportunistically.

3. Board independence and financial performance: According to the
results, board independence improves financial success. Board
independence refers to how closely tied the board's choices are to one
another. According to the findings, board independence has a big impact
on how productive Egyptian companies are at all levels of current and
profitability ratios. They contended that choices made by the board with
the support of all members may improve business success. In addition,
independent board member activity increased liquidity and profitability
in relation to return on assets in listed companies in Egypt. The results
show that having a large number of independent external directors on
the board improves the performance of the company because they
prevent conflicts of interest and enable better management and control.
Findings showed that even if these companies had the most independent
directors, their performance would still be enhanced.

4., CEO duality and financial performance: The performance of the
company will be negatively impacted by CEO duality, and the board of
directors' oversight role will be reduced. This perspective is quite
similar to the representative hypothesis (Jensen, 1986) that claims CEO
duality will have a negative impact on corporate performance. Also, the
dual nature of the CEO has a negligible impact on the financial success
of Egyptian-listed companies but is inversely correlated with firm
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performance. The outcome demonstrates the adverse impact of the
management and board chairmanship roles combined on the association
between the company's performance and its innovation efforts. The
interaction of these roles encourages an environment where the
management is more likely to engage in opportunistic and ineffective
behavior, which will have detrimental effects on the wealth of
shareholders.

7.6 Sixth Regression Equation: Examine the impact of audit quality
traits on liguidity

H6: There is a statistical correlation between sufficient audit quality and
liquidity.

The overall forecasting equation for CR is:

CRit=1.26548 + 1.254879 B4t + 3.36547/8 IAC it + 0.87923 |AMF j; -
0.254783 ACSit- 2.036548 FSit- 0.012487 TQit + &it

Table (8): Sixth Regression Equation: Examine the Impact of Audit
Quality Characteristics on Liquidity

Sixth Regression Equation: Generalized Least Squares
(GLS) -Dependent Variable: CR

. Drisc/Kraay Decision

Independent Variables Variable Stand. P-
Coefficient Value
Error
Big 4 (B4) 1.254879 3.724655 0.650 | Insignificant
Independent Audit 3.365478 2.404856 0.103 Significant
Committee (IAC)
Audit Committee Meeting 0.87923 0.472569 0.046 Significant
Frequency (ACFM)
Audit Committee Size -0.254783 0.486571 0.037 Significant
(ACS)
Firm Size (FS) -2.036548 0.765005 0.014 Significant
Tobin’s Q (TQ) -0.012487 0.031963 0.632 Insignificant
R — Squared 0.2548
Prob. (F — Test) 0.0003
GroupWise Heteroskedsticity Modified Chi-Square P — Value
Wald Test 1.5e+08 0.0000
F-test P — Value
Overall Ramsey RESET Test 01745 0.9324
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. . F-test P — Value
Wooldridge Autocorrelation Test 3519 341 0.0000

. P — Value
Cross-Sectional Dependence Test 0.0078

The results of panel regression for the sixth regression equation, which
was determined using the generalized least squares (GLS) method, are
shown in Table (8). The current ratio, which serves as a stand-in for
liquidity, is the dependent variable, while the Big 4 audit firms, audit
committee independence, the frequency of audit committee meetings, and
the audit committee size are the independent variables. The current ratio
was used in the model to examine the effect of audit quality attributes on
the firm's liquidity, and it was discovered that 4 out of 6 variables are
significant. At the 5% and 10% levels of significance, audit quality traits
(the Big 4, audit committee independence, and the frequency of audit
committee meetings) were found to have a positive impact on the firm's
liquidity position.

Further results revealed that firm size has no discernible effect on a
firm's liquidity and, like earlier Tobin's Q, is insignificant, implying that it
has no impact on a firm's liquidity.

7.7 Seventh Reqression Equation: Examine the impact of audit quality
traits on profitability

H7: There is a statistical correlation exists between sufficient audit
quality and profitability.

The overall forecasting equation for ROA is:

ROAi:= 1.58756 + 1.097009 B4it + 4.253493 IACit+ 0.725697 IAMF it +
0.14867 ACSit - 0.253416 FSit +0.112151 TQit + &it
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Table (9): Seventh Regression Equation: Examine the Impact of Audit
Quality Characteristics on Profitability

Seventh Regression Equation: Generalized Least
Squares (GLS) - Dependent Variable: ROA
_ Variable | Prisc/Kraay | o Decision
Independent Variables - Stand.
Coefficient Value
Error
Big 4 (B4) 1.097009 1.190789 0.020 Significant
Independent Audit 4.253493 1.275321 0.007 Significant
Committee (I1AC)
Audit Committee 0.725697 0.225879 0.071 Significant
Meeting Frequency
(ACFM)
Audit Committee Size 0.14867 0.145872 0.037 Significant
(ACS)
Firm Size (FS) -0.253416 0.261421 0.545 | Insignificant
Tobin’s Q (TQ) 0.112151 0.007843 0.121 | Insignificant
R — squared 0.1361
Prob. (F — Test) 0.0000
GroupWise Heteroskedsticity Modified Chi-Square P — Value
Wald Test 29620.89 0.0000
F-test P — Value
Overall Ramsey RESET Test 0.8879 0.4511
. . F-test P — Value
Wooldridge Autocorrelation Test 2599 0.1159
. P — Value
Cross-Sectional Dependence Test 17045

The results of panel regression for the seventh regression equation
estimated using the generalized least squares (GLS) method are shown in
Table (9), with the Big 4 audit firms, audit committee independence, the
frequency of audit committee meetings, and the size of the audit committee
being the independent variables. Return on assets, a proxy for profitability,
is the dependent variable. As there is no cross-sectional dependence
between panels, the residuals are not correlated, and no serial correlation
was found, the model was estimated using the GLS approach. The model
evaluated how audit quality characteristics affected the firm's profitability,
measured by return on assets.

The statistics shown in Table (9) also demonstrate that 4 of the 6 factors
are significant. In other words, at the 5% and 10% level of significance,
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audit quality traits defined by Big 4, audit committee independence,
frequency of audit committee meetings, and size of the audit committee,
have a significant favorable effect on the firm's financial performance.

On the other hand, firm size and Tobin's Q were not significant,
implying that they have no effect on firms' profitability.

According to agency theory, the audit committee’s improved processes,
organizational design, and emphasis on enhancing and monitoring senior
management activities would enhance business performance. Improving
the firm's performance raises the market value of the company. So, the
audit committee’s activities might be the best tool for lowering the risks
and uncertainties associated with the current corporate environment.
According to this, the position of the audit committee and their activities
within the company can attract potential investors and lower the business
risk of a corporation. A successful audit committee should also resolve
agency issues, which will raise the caliber of financial reporting. In turn,
this results in an improvement in corporate performance as well as closer
ties between businesses, their stakeholders, and investment firms.

Furthermore, the success of the company is significantly impacted by
audit committee traits or features. According to the findings, a successful
audit committee will raise stakeholder expectations, enhance the firm's
financial statements, and have an impact on the performance of the
organization as a whole. The audit committee, which represents the board
of directors, is tasked with monitoring a company's financial reporting and
relaying its findings to executives so they may make decisions. The
committee's role is to communicate with the company's board of directors
and deliver important information. The committee is also in charge of
communicating with internal and external auditors and assisting the board
in making sure that any issues relating to audits are effectively resolved.

In accordance with the agency theory, a board should only have a few
members in order to enhance cooperation and communication. Proponents
of agency theory have argued that a larger audit committee would minimize
the monitoring process and have a negative impact on firm performance.
Agency theory presupposes that excessively large boards have significantly
reduced coordination and have communication issues that will undoubtedly
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increase agency costs. Also, a larger audit committee is averse to a
company's performance.

The statistical findings of Tables (8) and (9) indicate the following:

1. Big 4 and financial performance: The size of an external auditor may
have a progressive impact on how well a corporation performs,
according to some research. Large audit firms are thought to offer high-
quality auditing because of their wide knowledge, skills, and evaluation
abilities (Al-Ajmi, 2008). Afify (2009) asserts that in order to maintain
their reputation as leading auditing firms (the "Big Four"), the Big 4
auditors are able to conduct audits more quickly and accurately. In
agreement with this view, Alzharani et al. (2011) reported that when a
firm is audited by one of the major audit firms, performance increases.
According to this study, there is no correlation between auditor size and
business performance. Most researchers believe that BIG-4 audits are of
higher quality. This finding, that BIG 4 audits or audits from reputable
firms had a positive association with performance, was validated by
earlier studies in the literature. Numerous studies in the literature,
including Alfraih's (2016) investigation, claim that the Big 4 auditors
have a greater influence on the value of accounting measures of their
clients' companies than non-Big 4 auditors, translating this relationship
into a significant influence on earnings and book value results. The
result demonstrates a positive relationship between firm audit size and
clients' firms' financial performance.

2. Independence of the audit committee and financial performance:
The results indicate that in Egyptian enterprises, an audit committee had
a considerable positive impact on firm profitability and liquidity. The
findings supported and considered the dependency theory and
demonstrated that an independent audit committee performs more
effectively as its size grows and has a positive effect on the firm's profit.
Firm profit increases if the audit committee strictly monitors fraud. The
findings also point to the effectiveness of independent directors'
managerial oversight and corroborate the agency theory approach.
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Profitability increases as a result, and managers are less likely to act
opportunistically, which enhances performance.

3. Audit committee meetings frequency and financial performance: It
was argued that the frequency of audit committee meetings would
influence the degree and extent of audit committee work as well as the
committee's commitment to corporate performance. Regular audit
committee meetings can also boost financial accounting procedures,
which could result in an overall improvement in a company's
performance. The frequent board meetings have served to implement
the control function required of board members, according to numerous
studies in the literature, including Al-Daoud, Saidin, & Abidin (2016).
In contrast, Lipton and Lorsch (1992) asserted that the effectiveness of
the board's obligations and responsibilities is determined by the
frequency of meetings. Conger (1998) and Oseit & Ntim (2011) stated
that the frequency of meetings will result in shareholders’ value
maximization since decisions made at board meetings are effective in
lowering agency expenses and conflicts of interest. By holding regular
board meetings, the directors can also access and enhance current
strategy and executive management performance (Vafeas, 1999). It is
expected that a proactive audit committee will meet frequently to
discuss performance indicators and work to increase the effectiveness of
the company in terms of management and monitoring. Several studies in
the literature, including one by Hsu and Petchsakulwong (2010), which
found that the audit committee's independence is important because it
has no personal or financial ties to the activities of a corporation, have
supported this finding. Furthermore, an independent audit committee is
efficient in managing and monitoring. An audit committee with a
significant number of independent members, according to Basiru and
Nur (2015), is better able to provide monitoring since it can resist
administrative influence. The findings demonstrate that the frequency of
meetings can improve earnings quality, detect possible fraud, and
improve a company's financial performance. The more meetings held,
the better the indication for audit committee members' success in
reaching their objectives.

56
2023 Gl sl daal) claalad) a3y daalially dawlaal) dlaa



Dr. Nevine Sobhy Abdel Megeid Does the Relationship between Board Gender

4. Audit committee size and financial performance: The findings
showed that an audit committee's effectiveness grows with size because
it has more personnel and resources to monitor internal financial
activities and supervise corporate reporting. Also, larger committees
typically include individuals with a variety of traits and function better.
When the audit committee increases, it is anticipated that performance
will decline because of pressure to conform to the views of other
members without taking the issues and disputes of free users into
account. Large audit committees, however, can assert that they are in
charge of and protect the financial and accounting processes due to their
extensive experience. Both ROA and Tobin's Q are significantly
negatively correlated with the size of the audit committee. Several
studies in the literature, such as one by Vithessonthi, Chancharat, and
Detthamrong (2017) on non-financial enterprises in Thailand between
2001 and 2014, which discovered that audit committee size and large
firms have an adverse influence on ROA and ROE, corroborated this
conclusion. Findings support the claim made by Aldamen et al. (2012)
that financial performance is more effectively encouraged by an audit
committee with a smaller membership and more financial expertise.
Due to their increased attention to discussing crucial financial issues
faced by a company, the audit committee's large membership may be
beneficial in influencing financial performance. The findings show that
the size of the audit committee has a substantial impact on the
company's financial performance since a larger audit committee is better
capable of protecting shareholder interests and ensuring the accuracy of
financial reporting.

Tables (10) and (11) summarize the results of all seven linear panel
regression models and their hypotheses.
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Table (10): Summary of the Statistical Results for the First, Second,

and Third Hypotheses

Does the Relationship between Board Gender

Independent
Variables

Regression Models
Dependent Variable: Financial leverage Decisions

First Regression Model

Second Regression Model

Third Regression Model

Variable
Type

Significanc
e

Variable
Type

Significance

Variable
Type

Significance

Board Gender
Diversity (BGD)

Independent

- Significant

Board Size (BS)

Independent

+ Significant

Board
Independence
(BI)

Independent

- Insignificant

CEO Duality
(CEOD)

Independent

+ Significant

Big 4 (B4)

Independent

+ Significant

Independent
Audit
Committee
(1AC)

Independent

+ Significant

Audit
Committee
Meetings
Frequency
(ACMF)

Independent

+ Significant

Audit
Committee Size
(ACS)

Independent

- Significant

Asset Turnover
(AT)

Independent

- Significant

Current Ratio
(CR)

Independent

- Significant

Inventory
Turnover (IT)

Independent

- Significant

Return on
Equity (ROE)

Independent

+ Insignificant

Return on
Assets (ROA)

Independent

+ Significant

Earnings Per
Share (EPS)

Independent

+ Insignificant

Gross Profit
Margin (GPM)

Independent

+ Insignificant

Firm size (FS)

Controlling

+ Significant

Controlling

- Significant

Controlling

- Significant

Tobin’s Q (TQ)

Controlling

- Insignificant

Controlling

+ Insignificant

Controlling

- Insignificant
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Table (11): Summary of the Statistical Results for the Fourth, Fifth,
Sixth, and Seventh Hypotheses

Regression Models

Dependent Variable: Financial Performance (Liquidity and Profitability)

Seventh Regression

2023 Gl aand)

Al Glaalal) Say daalally duulaall dlaa

Fourth Regression Model | Fifth Regression Model | Sixth Regression Model Model
Tndependent Variabl Variabl Variabl Variabl
3 . ariapie _— ariabie _— ariabie . ipe ariabie -
Variables Significance Significance Significance Significance
Type Type Type Type
Board Gender
Diversity Independent + Significant Independent + Significant
(BGD)
Board Size (BS) | Independent - Significant Independent - Significant
Board
Independence | Independent + Significant Independent + Significant
(®D
C}i((j)]fnc;l]s]';ﬂy Independent | -Insignificant | Independent - Significant
Big 4 (B4) Independent Independent | +Insignificant | Independent + Significant
Independent
Audit - .
+ +8
Committee Independent Independent Significant | Independent Significant
(I1A0)
Audit
Committee
Meetings Independent Independent | +Significant | Independent | + Significant
Frequency
(ACMF)
Audit
Committee Size Independent Independent | - Significant | Independent | + Significant
(ACS)
Tobin’s Q (TQ) | Controlling | + Insignificant | Controlling - Insignificant Controlling - Significant Controlling | - Insignificant
Firm size (FS) | Controlling | + Insignificant | Controlling + Insignificant Controlling | -Insignificant | Controlling | + Insignificant
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Conclusion

The aim of this study was to examine the effects of board gender
diversity, certain board characteristics, and audit quality traits (namely,
board size, the percentage of independent directors, the CEQO's dual
personality, Big 4, the audit committee independence, the meetings
frequency of audit committee, and the audit committee size) on the
financial structure and performance of Egyptian listed companies. Seven
hypotheses that highlight the relationships between the key variables of this
study were generated based on a theoretical examination and statistical
analysis. A sample of 56 Egyptian-listed companies was used to test these
predictions.

According to our findings, the size of the board has a detrimental impact
on financial performance, and the more members there are on the board,
the more communication will likely be challenging. In addition to the
board's size, gender diversity could provide better information on the
board's effectiveness and any potential conflicts or synergies. Larger boards
of directors aren't always more effective.

Also, the results have demonstrated the importance of independent
directors in monitoring how independent directors impact the performance
of the firms. According to the results, financial performance is significantly
impacted positively by board gender diversity. Our results indicated that
board independence had a positive impact on ROA and a negative effect on
board size and CEO duality. The researcher measured profitability by
ROA, which turned out to have an effect on board characteristics and audit
quality features, and used CR to evaluate liquidity, and the results showed
that board size has a negative impact, board independence has a positive
impact, and CEO duality has no impact on liquidity. Regarding audit
quality, the findings indicate that the attributes of good audit quality have
an impact on financial structure decisions in a positive way. It was also
discovered that the independence of the audit committee and the Big 4 has
an adverse impact on capital structure decisions.

The results of this study indicate a significant correlation between
profitability and audit quality, as measured by the Big 4, audit committee
independence, and frequency of meetings. It became apparent that all
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characteristics of good audit quality, such as the independence and size of
the audit committee, had a beneficial impact on liquidity. The Big 4 audit
firms also have a big influence on liquidity.

Due to their increased attention to discussing crucial financial issues
faced by a company, the audit committee's large membership may be
beneficial in influencing financial performance. The findings show that the
size of the audit committee has a substantial impact on the company's
financial performance since a larger audit committee is better capable of
safeguarding shareholder interests and ensuring the accuracy of financial
reporting.

Recommendations for Future Research

This current study's findings offered some insights regarding the effects of
gender diversity practices, together with other qualities of successful
boards and sufficient audit quality, on financial performance and capital
structure choices. Additionally, significant recommendations for future
research were provided by this current study, including:

1. This research urges the need for investigations examining the nature of
the correlation between the factors employed in this study and testing
them on banks and other financial institutions. In addition. This study
also suggests that hypotheses be tested on a larger sample.

2. The study also recommends that it be possible to research how research
variables are affected by different environments or developing nations.

3. The study also identified the need to examine the significance of
corporate governance practices and their crucial role in the growth of
economies, the success of institutions, the lowering of risks and failures,
the improvement of financial performance, and the improvement of
capital structure decisions.
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