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Abstract

Objective: The current study aims to clarify the role of the prospective external auditor in
verifying the key audit matters and to determine the impact of this role on activating the
relationship between disclosure of climate changes and the fairness of financial statements
in light of relevant standards and publications.

Methodology: The applied study methodology relies on a deliberate control sample that
can be subject to a set of conditions, including that the companies be listed in the
sustainability reports issued by the Egyptian Capital Market Authority during the fiscal
year ending 2023, and using the content analysis method for companies listed on the
Egyptian stock market. For the time period from 2022 to 2023, the final sample numbered
74 companies, other than companies in the service sectors related to banks and financial
institutions.

Results: The study found that a high level of disclosure of climate change risks leads to
an increase in the level of fairness of financial statements, a high level of the expected role
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of the external auditor on key audit matters leads to an increase in the level of fairness of
the financial statements, and that a high level of the interactive relationship between the
expected role of the external auditor On key audit matters and overall disclosure of climate
change risks reduces the level of information asymmetry, which leads to an increase in the
level of fairness of the financial statements.

- Recommendations: The study recommended the need to define the tasks of the audit team
to verify the implementation of these tasks by the facility’s management and estimate the
potential and expected liabilities as a result of the impact of climate change risks on the
facility, and the need to apply professional skepticism to determine the extent of
transparency of the facility’s management in disclosing risks related to climate change,
and the extent to which the impact of these risks on the fairness of the financial statements.

Key Words : Key Audit Matters - Climate Change Disclosure - Fairness of Financial

Statements.
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(ER_TA) = B0 + B1(CD (Env.) + p2(CD (Soc.) + B3(CD (Sus.) + p4(CD (Sec. 1) + B5(CD
(Sec.2)) + p6(CD) + B7(Lev) + B8(Tobin’s Q) + 9(Big4) + BLO(AINT) + ¢ 1)
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(ER_IA) = B0 + B1(CD (Env.)) + B2(Lev) + B3(Tobin’s Q) + B4(Bigd) + B5(AINT) + ¢
(1-1)

(ER_TA) = B0 + B1(CD (Soc.)) + B2(Lev) + B3(Tobin’s Q) + B4(Bigd) + B5(AINT) + ¢
(1-2)

(ER_IA) = B0 + BL(CD (Sus.)) + B2(Lev) + P3(Tobin’s Q) + B4(Big4) + B5S(AINT) + &
(1-3)

(ER_IA) = B0 + B1(CD (Sec. 1)) + B2(Lev) + B3(Tobin’s Q) + P4(Bigd) + BS(AINT) + ¢
(1-4)

(ER_IA) = B0 + B1(CD (Sec.2)) + B2(Lev) + B3(Tobin’s Q) + p4(Bigd) + BS(AINT) + ¢
(1-5)

(ER_IA) = B0 + B1(CD) + B2(Lev) + P3(Tobin’s Q) + B4(Bigd) + B5S(AINT) +& (1-6)
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(ER_IA) = B0 + BI(KAM) + p2(Lev) + B3(Tobin’s Q) + B4(Bigd) + BS(AINT) +& (2)
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(ER_IA) = B0 + B1(CD (Env.) x KAM) + B2(CD (Soc.) x KAM) + B3(CD (Sus.) x KAM) +

B4(CD (Sec. 1) x KAM) + B5(CD (Sec.2) x KAM) + p6(CDx KAM) + B7(Lev) + pS(Tobin’s
(3) Q) + B9(Bigd) + BIO(AINT) + ¢
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(ER_IA) = B0 + B1(CD (Env.) x KAM) + p2(Lev) + p3(Tobin’s Q) + B4(Big4) + B5(AINT) +

€ (3-1)

(ER_IA) = B0 + B1(CD (Soc.) x KAM) + B2(Lev) + B3(Tobin’s Q) + p4(Big4) + B5(AINT) +

€ (3-2)

(ER_IA) = B0 + P1(CD (Sus.) x KAM) + B2(Lev) + B3(Tobin’s Q) + B4(Big4) + BS(AINT) +

g (3-3)
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(ER_IA) = B0 + B1(CD (Sec. 1) x KAM) + B2(Lev) + B3(Tobin’s Q) + B4(Big4) + B5(AINT)
+¢ (3-4)

(ER_IA) = B0 + B1(CD (Sec.2) x KAM) + B2(Lev) + B3(Tobin’s Q) + B4(Big4) + B5(AINT)
+¢e (3-5)

(ER_IA) = B0 + B1(CDx KAM) + B2(Lev) + B3(Tobin’s Q) + B4(Big4) + B5(AINT) + ¢
(3-6)
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N Mean  Std. Dev  Min. Max. Skew. Kurto.

CD 124 28.538 0.579 7.000 40.000 -0.017  -0.386
CD_Env. 124 7.415 0.494 0.000 13.000 -0.065 -1.471
CD_Saoc. 124 8.388 0.608 0.000 15.000 -0.049 -1.333
CD_Sus. 124 6.843 0.462 0.000 12.000  -0.186  -1.509
CD_Secl. 124 22.647 0.355 4.000 32.000 -0.170 -0.545
CD_Sec2. 124 5.890 0.336 0.000 10.000  -0.031  -1.576
KAM 124 6.320 0.526 1.000 11.000 0.115 0.928
ER 124 0.051 0.011 -0.095 0.337 -0.015 -0.028

1A 124 0.725 0.192 -1.136 1.377 -0.128 -0.215
Lev 124 0.302 0.013 0.168 0.390 -0.201 -1.282
Tobin’s Q 124 1.295 0.486 0.892 1.416 -0.164 -1.295
Big4 124 0.323 0.026 0.000 1.000 -0.097  -0.088
AINT 124 0.357 0.101 0.321 0.429 0.056 0.127
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Panel (A): Pairwise Correlation for the origin model

) ) 3 (4) (©) (6) () (8) 9 (10 a1y @12 @13 [ VIF
(1) ER 1
(2) 1A 0.45%* 1
(3) CD -0.59**  -0.56** 1 1.186
(4) CD_Env. -0.62**  -0.58** 0.55** 1 1.260
(5) CD_Soc. -0.52%*%  -0.58** 0.44** 0.37** 1 0.956
(6) CD_Sus. -0.61**  -0.66** 0.50** 0.57** 0.56** 1 1.167
7) CD_Secl. -0.42%*%  -0.59** 0.52** 0.68** 0.57** 0.37** 1 1.441
(8) CD_Sec2. -0.48**  -0.59** 0.39** 0.56** 0.38** 0.62** 0.40** 1 1.308
(9) KAM -0.56%*  -0.47** 0.52** 0.37** 0.62** 0.54** 0.54** 057** 1 1.410
(10) Lev 0.13 014 -011 -015 -0.14 -0.12 -013 -009 -012 1 1.351
(11) Tobin’s Q -0.09 -007 018 015 018 010 010 017 014 011 1 1.271
(12) Big4 -0.07 -010 011 016 013 008 007 012 0.08 009 017 1 1.273
(13) AINT -0.13 -015 016 016 009 016 009 0.07 010 0.07 014 0.13 1 1.552
Panel (B): Pairwise Correlation for the moderated model

@) ) (©) 4) ©) (6) () 8 9 (10 @1 @12 @13 [ VIF
(1) ER 1
2) IA 0.63** 1
(3) CD x KAM -0.41%*%  -0.46%* 1 2.593
(4) CD_Env. x KAM | -0.47** -0.37** 0.64** 1 1.216
(5) CD_Soc. x KAM | -0.64** -0.53** 0.66** 0.53** 1 2.630
(6) CD_Sus. x KAM | -0.49** -0.59** 0.50** 0.65** 0.68** 1 2.112
) CD_Secl. x KAM | -0.52** -0.64** 0.46** 0.53** 0.52** 0.58** 1 1.470
(8) CD_Sec2. x KAM | -0.38** -0.39** 0.54** 0.47** 051** 0.54** 0.39** 1 2.012
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9) KAM =0-58**——=053**— 038> —0A8*+—0 5T —066*—059"* 0.60** 1 2.145
(10) Lev 0.18 0.07 -0.16 -0.12 -0.11 -0.16 -0.14 -0.08 -0.16 1 1.289
(11) Tobin’s Q -0.12 -0.17 0.08 0.15 0.17 0.12 0.07 0.16 0.17 0.08 1 2.245
(12) Big4 -0.10 -0.10 0.14 0.16 0.12 0.10 0.16 0.10 0.08 0.07 0.15 1 2.632
(13) AINT -0.07 -0.14 0.12 0.07 0.15 0.17 0.09 0.09 0.16 0.11 0.17 0.14 1 1.400
Bl 5l 7.0 3 sinn (5 ghuua SN alli **
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Panel (A): Dependent Variable: ER

Panel A: Panel B: Panel C: Panel D: Panel E: Panel F:
Variables Model (1-1) Model (1-2) Model (1-3) Model (1-4) Model (1-5) Pooled Model (1-6)
B Coef. T-Value | BCoef. T-Value | BCoef. T-Value | BCoef. T-Value | B Coef. T-Value | B Coef. T-Value
Cons. 0.04 0.62 0.11 0.49 0.06 0.40 0.11 0.49 0.06 0.35 0.03 0.30
CD -0.43 -3.02
CD_Env. --- --- -0.56 -2.31 --- - - --- ---
CD_Soc. - - --- --- -0.53 -2.42 - --- ---
CD_Sus. - - --- --- --- - -0.48 -2.79 ---
CD_Secl. - - --- --- --- --- --- --- -0.50 -3.08
CD_Sec2. --- --- --- --- --- --- --- --- --- --- -0.58 -2.54
Lev 0.09 0.54 0.07 0.57 0.10 0.46 0.08 0.63 0.08 0.53 0.11 0.44
Tobin’s Q -0.07 -0.54 -0.03 -0.61 -0.12 -0.29 -0.08 -0.74 -0.04 -0.33 -0.03 -0.44
Big4 -0.10 -0.55 -0.05 -0.46 -0.08 -0.25 -0.10 -0.54 -0.04 -0.77 -0.08 -0.71
AINT -0.03 -0.33 -0.10 -0.35 -0.07 -0.56 -0.03 -0.47 -0.05 -0.43 -0.11 -0.76
Dummies Included Included Included Included Included Included
N 124 124 124 124 124 124
F-value 13.554 18.121 13.702 15.816 12.634 16.296
Adj. R2 25.40% 20.70% 21.10% 20.50% 25.70% 22.30%

YoYE jrans — bl aaall — e Gl alaall — 3 1aY1 5 Al G gaal) g il jall dalell Alsdl)




A’ A g Al alfgdl) dllaeg 4dliall il o pUaly) o ABall il b oy dsutyl) daliall sal e @I A Aual galall Gl sl

gl daaa Ly daaa o ¢

M\Jgigu‘)d\ﬁMﬁjwld

L) aflgdl) Allae Ao Aalial) cpsdll oo alaall lady) 5 Julad il o(£) a8y Jsda auls

Panel (B): Dependent Variable: 1A

Panel A: Panel B: Panel C: Panel D: Panel E: Panel F:
Variables Model (1-1) Model (1-2) Model (1-3) Model (1-4) Model (1-5) Pooled Model (1-6)
B Coef. T-Value | BCoef. T-Value | BCoef. T-Value | BCoef. T-Value | B Coef. T-Value | B Coef. T-Value
Cons. 0.04 0.41 0.05 0.76 0.06 0.48 0.11 0.66 0.08 0.79 0.03 0.77
CD -0.51 -3.29
CD_Env. --- --- -0.50 -3.17 --- - - --- ---
CD_Soc. - - --- --- -0.54 -2.96 - --- ---
CD_Sus. --- --- --- --- --- --- -0.59 -2.80 ---
CD_Secl. - - --- --- --- --- --- --- -0.43 -2.56
CD_Sec2. --- --- --- --- --- --- --- --- --- --- -0.47 -3.10
Lev 0.11 0.42 0.07 0.33 0.08 0.29 0.05 0.35 0.09 0.64 0.10 0.23
Tobin’s Q -0.03 -0.65 -0.03 -0.59 -0.11 -0.46 -0.10 -0.25 -0.03 -0.23 -0.04 -0.59
Big4 -0.07 -0.49 -0.06 -0.62 -0.08 -0.54 -0.05 -0.32 -0.08 -0.31 -0.03 -0.49
AINT -0.08 -0.43 -0.12 -0.57 -0.05 -0.80 -0.06 -0.39 -0.06 -0.66 -0.09 -0.44
Dummies Included Included Included Included Included Included
N 124 124 124 124 124 124
F-value 13.358 13.773 16.508 14.549 15.029 16.066
Adj. R2 21.50% 23.00% 21.40% 24.30% 20.60% 22.40%
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Panel A: ER Panel B: 1A
Variables Model (2-1) Model (2-2)
B Coef. T-Value B Coef. T-Value
Cones. 0.10 0.65 0.09 0.54
KAM -0.61 -3.51 -0.54 -3.61
Lev 0.10 0.45 0.08 0.76
Tobin’s Q -0.03 -0.54 -0.07 -0.40
Big4 -0.06 -0.31 -0.07 -0.77
AINT -0.09 -0.26 -0.08 -0.38
Dummies Included Included
N 124 124
F-value 14.056 14.118
Adj. R2 23.70% 25.30%
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Panel (A): Dependent Variable: ER

Panel A: Panel B: Panel C: Panel D: Panel E: Panel F:
Variables Model (3-1) Model (3-2) Model (3-3) Model (3-2) Model (3-5) Pooled 'g")"de' (&
B Coef. T-Value | B Coef. T-Value | B Coef. T-Value | B Coef. T-Value | B Coef. T-Value | B Coef. T-Value
Cons. 0.12 0.51 0.05 0.43 0.03 0.81 0.13 0.51 0.05 0.89 0.11 0.51
CD x KAM -0.57 -2.77 --- --- --- --- - --- ---
CD_Env. x KAM --- --- -0.57 -3.42 - - --- --- ---
CD_Soc. x KAM --- --- --- --- -0.69 -3.59 --- --- ---
CD_Sus. x KAM --- --- --- --- --- --- -0.49 -2.84 ---
CD_Secl. x KAM -0.68 -3.04
CD_Sec2. x KAM -0.52 -2.92
Lev 0.08 0.51 0.06 0.34 0.04 0.46 0.04 0.78 0.04 0.46 0.05 0.85
Tobin’s Q -0.07 -0.73 -0.09 -0.28 -0.03 -0.51 -0.07 -0.89 -0.13 -0.53 -0.09 -0.75
Big4 -0.04 -0.39 -0.12 -0.93 -0.05 -0.59 -0.12 -0.28 -0.12 -0.84 -0.08 -0.40
AINT -0.10 -0.80 -0.04 -0.90 -0.10 -0.40 -0.04 -0.93 -0.05 -0.32 -0.04 -0.93
Dummies Included Included Included Included Included Included
N 124 124 124 124 124 124
F-value 16.1348 14.2252 16.4681 17.4185 18.4668 19.1631
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Adj. R2

26.51%

24.09%

24.09%

23.98%

28.38%

23.32%
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Panel (B): Dependent Variable: 1A

Panel A: Panel B: Panel C: Panel D: Panel E: Panel F:
Variables Model (1-1) Model (1-2) Model (1-3) Model (1-4) Model (1-5y | Pooled 'g")"de' (1-
B Coef. T-Value | B Coef. T-Value | B Coef. T-Value | B Coef. T-Value | B Coef. T-Value | B Coef. T-Value
Cons. 0.12 0.31 0.10 0.42 0.03 0.45 0.12 0.54 0.07 0.63 0.11 0.35
CD x KAM -0.52 -2.97 - --- --- --- --- - -
CD_Env. x KAM - - -0.52 -4.34 --- --- --- - -
CD_Soc. x KAM - - --- - -0.63 -2.92 --- --- ---
CD_Sus. x KAM - - - --- --- --- -0.54 -2.75 ---
CD_Secl. x KAM - - - --- --- --- --- --- -0.67 -4.12
CD_Sec2. x KAM - - - --- --- --- --- --- --- -0.52 -4.08
Lev 0.09 0.48 0.05 0.72 0.04 0.92 0.04 0.68 0.13 0.64 0.06 0.48
Tobin’s Q -0.05 -0.81 -0.12 -0.56 -0.04 -0.59 -0.04 -0.70 -0.06 -0.85 -0.10 -0.68
Big4 -0.11 -0.70 -0.05 -0.72 -0.10 -0.32 -0.11 -0.50 -0.10 -0.87 -0.07 -0.88
AINT -0.04 -0.53 -0.06 -0.74 -0.04 -0.54 -0.12 -0.62 -0.07 -0.68 -0.13 -0.85
Dummies Included Included Included Included Included Included
N 124 124 124 124 124 124
F-value 15.818 17.0313 15.7388 13.981 19.5492 13.981
Adj. R2 27.94% 28.38% 26.62% 25.19% 26.73% 26.07%
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