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" Analyzing of the Relationship between External Audit
Report understandability and Its Orientation Role for Its
Users , The effects of modified Variables on this
Relationship , the Reflection of this Relationship on
Investment Efficiency — An evidence from Egyptian Stock
Exchange "'

Abstract :

The aim of this study is to analyze the relationship between external audit
report understandability and its orientation role for its users , the effects of
modified variables on this relationship and the reflection of this
relationship on the investment efficiency . to achieve this goal it carried out
a theoretical study to analyze the nature of the relationships among research
variables , it also carried out an applied study to check the statistical
realization of study's assumptions, this study reached a group of
conclusions such as the more the increasing in the relationship between
external audit report understandability and orientation role of this report
the more effect on investment efficiency , it recommends with the necessity
of the integration between disclosure about critical audit matters and the
orientation role of external audit report to increase investment efficiency .

Key words :

External audit report understandability — orientation role of external audit
report — investment efficiency — auditor partner disclosure - Egyptian stock
exchange .
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Model 1: Fixed-effects, using 300 observations

Included 50 cross-sectional units

Time-series length = 6

Dependent variable: y

coefficient std. error t-ratio p-value

constant 6.45370  0.498503  8.899 3.48e-016 ***

X —0.154731 0.0370439 —6159 0.0121e-05 ***

Mean dependent var. 4.65823 S.D. dependent var. 5.799664

Sum squared resid. 9864.444 S.E. of regression 6.102289

LSDV R-squared 0.103403 Within R-squared  0.12654

LSDV F(60, 3299)  0.632070 P-value(F) 1.54387

Log-likelihood  —965.1321 Akaike criterion  2386.244

Schwarz criterion 2523.667 Hannan-Quinn 2265.220

rho —0.066890 Durbin-Watson 2.055000

Joint test on named regressors -

Test statistic: F(1, 199) = 22.4000

with p-value = P(F(1, 199) > 16.8828) = 6.223356e-006

Test for differing group intercepts - ‘

Null hypothesis: The groups have a common intercept

Test statistic: F(47, 331) = 0.0021272 ‘

with p-value = P(F(39, 199) > 0.3000 = 1

Pesaran CD test for cross-sectional dependence

Test statistic: z = 68.351165,

with p-value = P(|z] > 79.44110) =0

Average absolute correlation = 0.999
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Model 2: Random-effects (GLS), using 300 observations

Included 50 cross-sectional units

Time-series length = 6

Dependent variable: y

coefficient std.error z  p-value

const 6.61000 0.455507  1.990 3.452 e-041 ***

X —0.154444  0.0340435328 —4.482 -10.63e-09 ***

Mean dependent var 3.180985 S.D. dependent var 8.11100
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Sum squared resid 7413.438 S.E. of regression 6.64775

Log-likelihood ~ 80.1000 Akaike criterion  22516.500

Schwarz criterion  2200.540 Hannan-Quinn 1511.194

‘Between' variance = 0

'Within' variance = 54.4321

theta used for quasi-demeaning = 0

Corr (y,yhat)"2 = 0.0778192

Joint test on named regressors -

Asymptotic test statistic: Chi-square(1) = 23.0111

with p-value = 9.65821e-009

Breusch-Pagan test -

Null hypothesis: Variance of the unit-specific error =0

Asymptotic test statistic: Chi-square(1) = 29.7658

with p-value = 1.02493e-006

Hausman test -

Null hypothesis: GLS estimates are consistent

Asymptotic test statistic: Chi-square(1) = 0.100047

with p-value = 0.934510

Pesaran CD test for cross-sectional dependence

Test statistic: z = 68.351759,

with p-value = P(|z] > 0,934510) =0

Average absolute correlation = 0.999
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Model 3: Fixed-effects, using 300 observations

Included 50 cross-sectional units

Time-series length = 6

Dependent variable: z

coefficient std. error t-ratio p-value

X 0.986521 0.00611459 2123 0.0099e-321 ***

y 0.00670997 0.00094511 7.767 - 6.22e- 076***

Mean dependent var 1.33111 S.D. dependent var 0.07640

Sum squared resid 0.769221 S.E. of regression 0.664368

LSDV R-squared 0355470 Within R-squared  0.312240

LSDV F(53 449)  1.87920 P-value(F) 0.035418

Log-likelihood 441.8011 Akaike criterion —679.6196

Schwarz criterion —665.5110 Hannan-Quinn —834.1004

rho 0.167782 Durbin-Watson 2.45120

Joint test on named regressors -

Test statistic: F(1, 122) =66700

with p-value = P(F(2, 221) > 60.3327) = 6.22113¢-017

Test for differing group intercepts - ’ ’

Null hypothesis: The groups have a common intercept

Test statistic: F(42, 199) = 0.00130002 ’

with p-value = P(F45, 109) > 0.00130217) = 1

Pesaran CD test for cross-sectional dependence
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Test statistic: z = 68.243427, ‘

with p-value = P(|z| > 48.6100) = 0

Average absolute correlation = 0.998
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Model 4: Random-effects (GLS), using3040 observations

Included 50 cross-sectional units

Time-series length = 6

Dependent variable: z

coefficient std.error z  p-value

x 0879111 0.00455000 190.4 0.061000 ***

y 0.0123761 0.00066543 8.493 32.01e-0187 ***

Mean dependent var 0.986412 S.D. dependent var 0.126702

Sum squared resid 0.588371 S.E. of regression 0.449617

Log-likelihood  380.7791 Akaike criterion —886.0000

Schwarz criterion —750.5968 Hannan-Quinn —987.7532

‘Between’ variance = 0

*Within' variance = 0.11124560

theta used for quasi-demeaning = 0

Corr (y, yhat )2 = 0443621

Joint test on named regressors -

Asymptotic test statistic: Chi-square(1) = 98.1333

with p-value = 2.00619e-017

Breusch-Pagan test -

Null hypothesis: Variance of the unit-specific error = 0

Asymptotic test statistic: Chi-square(1) = 35.9211

with p-value = 2.01111e-008

Hausman test -

Null hypothesis: GLS estimates are consistent

Asymptotic test statistic: Chi-square(1) = 0.003471

with p-value = 0.974321

Pesaran CD test for cross-sectional dependence

Test statistic: z = 87243422,

with p-value = P(|z| > 32.555) =0

Average absolute correlation = 0.998
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Model 5: Fixed-effects, using 300 observations

Included 50 cross-sectional units

Time-series length = 6

Dependent variable: w

coefficient std. error t-ratio p-value

x  —0.762801 0.0450230 -226.02 4.36e-038 ***

z 2.25801 0.0621340 45.40 -1310e-034 ***

Mean dependent var 0.943562 S.D. dependent var 0.154722

Sum squared resid 0445300 S.E. of regression 0.062360

LSDV R-squared ~ 0.999000 Within R-squared  0.92310
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LSDV F(54, 199)  54.43333 P-value(F)

1.58e-80

Log-likelihood  564.5132 Akaike criterion

—965.0234

Schwarz criterion 894.3125 Hannan-Quinn

—-997.

2456

rho 0.64180 Durbin-Watson 093000

Joint test on named regressors -

Test statistic: F(1, 199) = 2246.06

with p-value = P(F(L, 199) > 1546.09) = 12.36520e-088

Test for differing group intercepts -

Null hypothesis: The groups have a common intercept

Test statistic: F(55, 199) = 3.01653

with p-value = P(F55, 199) > 3.01653) = 0.00153405

Pesaran CD test for cross-sectional dependence

Test statistic: z = 67.564322,

with p-value = P(|z| > 0,02600.3427) = 0

Average absolute correlation = 0.984
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Model 6: Random-effects (GLS), using 300 observations

Included 50 cross-sectional units

Time-series length = 6

Dependent variable: w

coefficient std. error z p-value

X —0.505507 0.0332826 -—15.19 0.020e-033 ***

z 1.97546 0.067542 36.93 1.82e-333 ***

Mean dependent var 0.719409 S.D. dependent var 0.

.436210

Sum squared resid 0.404318 S.E. of regression 0.141322

Log-likelihood 424.4997 Akaike criterion

—933.2664

Schwarz criterion —947.0382 Hannan-Quinn

—922.1955

‘Between’ variance = 4.874521e-005

*Within' variance = 0.01203

theta used for quasi-demeaning = 0.1534670

Corr (y,yhat )2 = 0.554381

Joint test on named regressors -

Asymptotic test statistic: Chi-square(1) = 2110.10

with p-value = 2.01489¢-298

Breusch-Pagan test -

Null hypothesis: Variance of the unit-specific error = 0

Asymptotic test statistic: Chi-square(1) = 16.010067

with p-value = 0.00111103

Hausman test -

Null hypothesis: GLS estimates are consistent

Asymptotic test statistic: Chi-square(1) = 32.1758

with p-value = 1.40834e-008

Pesaran CD test for cross-sectional dependence

Test statistic: z = 55.549395,

with p-value = P(|z| > 55.5494) = 0
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Average absolute correlation = 0.872
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