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Measuring the Impact of Audit Quality on the Relationship
between CEO Luxury Consumption and Company Value

Abstract

The objective of the current research is to measure the impact of audit quality on
the luxury consumption of executives, represented by three different quantitative
metrics: the first is the tenure of the executive, the second is free cash flow, and
the third is executive turnover. Company value is measured using Tobin's Q (the
ratio of market value to book value). Finally, audit quality is measured by the size
of the auditing firm, categorized as BIG4 (a dummy variable scoring 1 for firms
audited by one of the Big Four firms, and 0 for those audited by smaller firms).

The empirical aspect of the study was conducted on a sample of 79 non-financial
joint-stock companies listed on the Egyptian stock market during the study period
from 2015 to 2022, Using the Maximum Likelihood Estimation method with
AMOS software,R]. Statistical evidence indicated a significant negative effect of
audit quality on luxury consumption at a rate of 0.102, which allowed for the
acceptance of the first three research hypotheses. Additionally, there was a
statistically significant negative effect of luxury consumption (1.561) on
company value, leading to a positive effect (0.160) of audit quality on company
value at a confidence level of 95%. This allowed for the acceptance of the
alternative hypothesis of the last four hypotheses.

Keywords: Audit quality- executive luxury consumption - company value -

executive tenure - free cash flow - executive turnover - agency
theory issues - information asymmetry.
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Variable Obs Mean Std. Dev. Min Max
TQ 632 1.257 .646 .306 2.544
MTB 632 1.598 1.27 .006 4.129
CEO Tenure 632 3.521 2.158 1 8
Ln Ten 632 1.041 .685 0 2.079
FCFF 624 .015 .089 -.177 224
Size 632 20.879 1.849 17.196 25.817
Lev 632 .134 .144 0 .621
ROA 632 .046 .066 -.069 .193
Cpx 632 .028 .031 0 .098
BAS 632 .046 .029 0 124
Ri 632 155 482 -.766 1.31
Vol 632 17.699 2.665 11.2 23.36
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Aapaall GG 4 ael) e 8 Pl aae dllia Lads  0.155 Ri agl) sile Jaugia =
s ) el Y1 aad) o aads 0,482 awssiall e gilenal) CaladV) ¢ ) Cum duaally
.31 Ly lax adipe Cange aly oY)l Ly 0.766— las adiiye

G Laell Ao GEN 3 aed) Nle 3 Bl aas 17.699 VOl Joluill ana baugie —
2.665 hugiall e (glaall Gihail) alisi)

ik LS Dummy Variable 4.l dpaagll cfpiiall Ldagl slasy) mudagi (Sasg

Dummy Variable diaagll cjpsiall eyl Jgaa

CEO_Chg Freq. Percent Cum.

0 575 90.98 90.98

1 57 9.02 100.00
Total 632 100.00

Big4 Freq. Percent Cum.

0 446 70.68 70.68

1 185 29.32 100.00
Total 631 100.00
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Variables ) @) 3) ) ) (6) %) ®) ) (10) (11)
1 TQ 1.000
(2) MTB 0.946%** 1.000
(0-000)
(G)Ln_Ten  0.132%* 0.099%* 1.000
(0.001) (0.013)
(4) FCFF 0.183***  0.186°**  -0.080** 1.000
(0.000) (0-000) (0.045)
(5) Size -0.187%**  -0.139%** -0.032  0.116%** 1.000
(0.000) (0-000) (0.417) (0.004)
(6) Lev -0.093%* -0.075 0.075°  -0.258***  0.301°** 1.000
(0.019) (0-060) (0.060) (0.000) (0-000)
(7) ROA 0.338***  0.320°** -0.024  0.373***  0.203***  -0.120*** 1.000
(0.000) (0-000) (0.548) (0.000) (0-000) (0.003)
(8) Cpx 0.149%2%  0.147%** 0.051  -0.182%%¢ 0.083**  0.258%¢*  (.158°** 1.000
(0.000) (0-000) (0.204) (0.000) (0.037) (0.000) (0-000)
(9) Vol 0.009 -0.006 0.092°* -0.076*  0.312¢%* 0.080°*  -0.103***  -0.082** 1.000
(0.827) (0.876) (0.020) (0.059) (0-000) (0.043) (0.010) (0.039)
(10) BAS 0.128***  0.131***  ~0.166%** -0.009  -0.355¢** -0.053 0.025  0.119°**  -0.681***  1.000
(0.001) (0.001) (0.000) (0.815) (0.000) (0.181) (0.535) (0.003) (0.000)
(11) Ri 0.2420%=  0.250%**  0.225%*¢ 0.050 -0.009 -0.042  0.203%** 0.004 0.046  0.012  1.000
(0.000) (0-000) (0.000) (0.214) (0-830) (0.288) (0.000) (0.922) (0-243)  (0.764)

*#* p<0.01, ** p<0.05, * p<0.1
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.000 - .000 - -213 - -000 - — Ri
.000 - .000 - -.366 - -000 - — BAS
.000 - .000 - .060 - -000 - — Cpx
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