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Abstract:

Recently, the financial business environment is witnessing many continuous changes,
especially legal and procedural ones that obligate companies listed on the Egyptian Stock
Exchange to apply corporate governance rules which are expected to have an important effect
on the audit process. The external auditor is also required to report on the management report
on the extent of its commitment to apply the governance rules. This is a new responsibility
added to the main role in expressing his opinion on financial statements issued. So, there is a
need to increase their capabilities to work in conditions characterized by many economic and
social challenges which require more disclosure and transparency and achieving the principles
of responsibility and accountability in a way that guarantees the interest of owners and all
stakeholders attracts more investors, with necessary funding for the continuity purposes and
profits achievement.

The external auditor is required to express his opinion on the client's report on
commitments to the Egyptian Corporate Governance Code (ECGC) issued in 2016 but the
auditing standards that the auditor is obligate to apply are very old as it was issued in 2008.
This research aims to fill the time gap and its consequences by introducing a proposed
approach for integration between EGCG and Egyptian Auditing Standards to determine its
effect on the auditing process on corporate governance starting from the required
qualifications, communication with the client company, governance evidence, audit procedures
and finally the external auditor report on governance. This will be done within the Egyptian
laws and regulations and the most updated international auditing standards issued in 2018 and
international corporate governance codes.

Keywords: Corporate Governance, auditing standards, management report on compliance
with governance, external auditor’s report on governance
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1. Introduction:

One of the reasons for financial and managerial corruption that led to major
international companies' collapse was assigned to the role of auditors and their
assurance of the fairness of published information in financial statements
which was different from reality. So, the need to apply Corporate Governance
(CG) rules including external auditing as an external mechanism has become
necessary by obligating companies to comply with it and disclosing
governance information in the annual reports and auditing this information to
achieve transparency, preserve the right of shareholders in accountability and
avoiding the presence of any intentional or unintentional error which leads to
an increase in confidence in managing the economy by raising investment rates
and achieving high growth rates.

Currently, the audit profession in Egypt is characterized by several
shortcomings and weaknesses, including outdated Egyptian Auditing
Standards issued in 2008 that don't go with the international Auditing
Standards issued in 2018 which covered all aspects of the audit process related
to communication with those charged with governance. In 2016, the Egyptian
Corporate Governance Code (ECGC) was issued including the external
auditor's role as external corporate governance (CG) mechanism. In 2018, the
Financial Regulatory Authority obligated the external auditor to report on
corporate governance (CG) according to the Egyptian Corporate Governance



Code (ECGC) issued in 2016 by applying the Egyptian Auditing Standards
issued in 2008 and this is the main gap that the auditor falls in.

This research aims to fill the gap between these two main variables
affecting the external auditor's work regarding governance within the
framework of relevant Egyptian laws and regulations and taking into
consideration the points of differences between the international auditing
standards and the international corporate governance codes to reach a proposed
approach for an integration between the Egyptian auditing standards and the
Egyptian Corporate Governance Code (ECGC) to shape the governance
auditing process elements and proposed an external auditor's report structure
on the management’s report on the extent of compliance with applying
governance.

2. Overview of Literature review

In Egypt, listed companies are obligated to report on corporate governance
according to the Egyptian Corporate Governance Code (ECGC) that was
issued in 2016 according to the decision of the Board of Directors of the
Financial Supervisory Authority No. (13) in 2018 attached to it a separate
report from the company’s external auditor about it by Egyptian Auditing
Standards. Despite these changes in governance applications and the new
responsibilities that are required from external auditors, there are no studies
have dealt with the impact of these variables on the external auditor’s work in
developing countries. There is also a scarcity of studies that dealt with
governance disclosures in the Egyptian environment and their importance to
external auditors in Egypt (Metwally,2022).

Financial crises lead to pay more attention to activate the concept of
governance and it became one of the main pillars upon which companies are
based on and the external auditor's role as one of the corporate governance
mechanisms is to confirm the accuracy of the financial statements (Ali et.
Al,2020). But there is an uncertainty status about the relationship between
corporate governance and external auditing is it a reciprocal or complementary
relationship as previous studies differed in reaching an agreement on this
matter. Good auditing leads to an improvement in governance applications. On
the contrary, good governance also leads the board of directors to set high
standards to ensure the audit process quality by increasing the disclosure and
the company's financial performance levels (Hay and Redmayne,2017).

It also criticized the auditing standards in New Zealand, which it described
as weak and do not keep pace with international standards and they are no
longer accepted globally. The study concluded that the relationship between
external audit and corporate governance is an integrative one whereby



increasing the quality of the work of any of them leads to an increase in the
quality of the work of the other side (Hay and Redmayne,2017).

(Ferreira, 2018) investigated the impact of the external auditor’s work on
corporate governance in Portugal in accordance with corporate governance
regulations issued by the Securities Exchange Commission. It reveals that the
greater the external auditor’s interest in ascertaining the extent of the
commitment of the client to implement the provisions of governance, the
greater the transparency of the disclosed information, thus reducing agency and
fraud problems which decrease economic crimes.

According to the duration of the contract with the external auditor, there
are some differences between studies regarding that matter. Some studies
mentioned that it does not exceed five years with a restriction on other tasks
assigned to him other than auditing (Hay and Redmayne,2017) and the rules of
the Governance Code in the State of Portugal include prohibiting the external
auditor from providing any services to the client until 3 years or more have
passed after the end of his engagement with it (Ferreira, 2018). But the
Corporate Governance Code in Nigeria indicates that the maximum limit for
appointing an external auditor is 10 continuous years while not contracting
with him again until 7 years have passed from the expiry of the contract term
(Fijabi,2020).

(Khalafallah et al, 2021) indicated that corporate governance requires the
shareholders to appoint a professionally qualified independent external auditor
to express a neutral and objective technical opinion on the accuracy and
fairness of the financial statements. Another study revealed the rapid changes
that occurred in Egypt, especially in the past decade, made the Egyptian
environment a fertile field for studying new topics in corporate governance and
auditing. It indicated the effect of corporate governance on the quality of
external auditing work and reports and the procedures that have been taken in
the Egyptian environment to increase the effectiveness of the external auditor>

The Institute of Directors issued the Egyptian Corporate Governance Code
(ECGC) in 2016 which admits the importance of independency and
professionality of qualified external auditors as an effective control mechanism
(Abdel-Meguid,2021). Despite that, there were differences between auditors in
responding to the new governance rules implementation because of factors
such as experience, educational level, knowledge, and familiarity with
governance rules (Metwally,2022).

(Alzoubi et al.,2019) based on two questions: First: what is the extent of
communication between the external auditors and those charged with
governance? Second: does the communication between the external audit and
those charged with governance lead to the reduction of managerial and



financial corruption? It emphasized on that any communication between
management and those charged with governance regarding matters required
from the external auditor does not prevent the external auditor from reporting
any issues. Also, the importance of increasing attention and enhancing the
communication process between external auditors and those charged with
governance because of their impact on avoiding weaknesses in internal control
systems, and reducing any obstacles related to the company's operations which
limits cases of administrative and financial corruption. Also, the quality of the
audit process is part of the governance structure and any changes in the
application of governance rules and procedures have a direct impact on the
audit process (Metwally,2022).

Some audit firms submitted a limited audit report to the management
report on governance using Audit Standard No. (3000) (Metwally,2022). The
external auditor’s report should be prepared at a time that allows the
company’s financial statements to be available to its users at the end of the
financial year, therefore the timing of the financial statements is affected by the
external auditor’s report in a timely manner, both of which affect the
company's stakeholders and its capital strength as well as investors’ decisions
(Soyemi et. al,2019).

3. Research question

The external audit has a fundamental and effective role in the field of
corporate governance because it reduces the conflict between shareholders and
corporate management and it also limits the problem of information
asymmetry with the confidence and credibility the external auditor gives to the
information disclosed through expressing his neutral professional opinion
about the extent of the fairness and accuracy of financial statements through
his report that attached to the financial statements. The question remained
about determining the nature of the relationship between governance and
auditing, whether is it a complementary or substituted relationship.

However, recently, the external auditor has to report on the management
report on the extent of the commitment to apply Corporate Governance (CG)
and therefore there is a dearth of research - within the limits of researchers'
knowledge - that has been carried out in the Egyptian environment to study the
impact of applying Corporate Governance (CG) rules on the external auditor
work, none of them has reached to a final structure of external auditor's report
on management's report on the extent of its commitment to apply governance.
So, the research question will be:

How does the integration between auditing standards and corporate
governance code affect the external auditing report on governance in Egypt?



4. An analysis of Corporate Governance
4.1. The concept of governance and its importance

Mr. Aurthur Levitt says, “If the state does not have a good reputation for
its implementation of corporate governance, it will not gain the confidence of
investors in the information disclosed and the capital will evaporate and go
elsewhere.” The beginnings of the term “governance” can be traced back to the
recommendations of the World Bank to separate ownership from management
in companies by setting clear standards for accounting and achieving
disclosure and transparency in the name of corporate governance (Mutair,
2018). It also refers to when Cadbury Committee was established in 1992 in
the United Kingdom issuing its first report entitled Financial Dimensions of
Corporate Governance and demanded applying governance principles to
achieve control and improve the decision-making process to increase the user's
confidence in the financial reports (Mahmoud, 2015).

The World Bank has defined good corporate governance as a set of laws,
legislation, and rules that should be complied with for effectively managing the
corporate's resources and achieving sustainable long-term development of its
economic value for shareholders and society as a whole. In 2004, the European
Central Bank defined corporate governance as the procedures and processes by
which the company is controlled and monitored (Swandari and Hadi, 2020).
Despite that, the concept of governance is still ambiguous, due to the lack of
sufficient awareness to implement this concept (Khalafallah et al, 2021).

The Economic and Development Department entitled Principles of
Corporate Governance in 1999, which was amended in 2004 in international
recognition of governance (Mahmoud, 2015). The World Bank and the
Monetary Fund, in cooperation with the Organization for Economic
Cooperation and Development, have established known principles about
corporate governance that achieve equal rights with shareholders, define
responsibilities of the board of directors, increase disclosure and transparency
levels and it concerned with the interests of the parties that deal with the
company (Ahmed, 2016), (Youssef, 2019).

The importance of governance is represented in the efficiency with which
the company’s resources are managed to increase their value, support their
competition methods in the markets, increase the ability to attract investments,
and expand in a way that provides new job opportunities that achieve
economic development. The governance does so by verifying the
responsibilities of the board of directors and making them accountable for its
performance and preserving shareholders' and stakeholders' rights and allowing
them to monitor the company’s performance (Hamad, 2016). Therefore,
companies seek to implement good governance, especially those that are



exposed to additional risks than others or those who faced difficulties because
of a lack of commitment to apply governance (Ursula et. al, 2020).

This effect appears especially in developing countries than in developed
countries, in which law enforcement mechanisms are weakened, which makes
the governance rules application have a great impact on the performance of
these companies (Indrayati, 2019). It also leads to achieve transparency,
responsibility, justice and increasing the confidence of stakeholders (Ali et
al,2020), solving problems related to agency, as shareholders seek to increase
the value of shares they own, while the company's management work for
increasing the optimal utilization of company's resources (Ferreira, 2018).
(Bodo et al,2020)

In the Egyptian environment, corporate governance importance is in
achieving high rates of growth, strengthening the company’s financial position
(Kabara et al.,, 2019), increasing confidence in the national economy,
increasing rates of investment and protecting minority rights as small investors
and encourages the growth of the private sector by encouraging them with their
competitive capabilities and securing finance for their projects that achieving
profits and increasing job opportunities (Samaha & others, 2012), (Mohamed,
2014).

4.2. Corporate Governance in the Arab Republic of Egypt

The Arab Republic of Egypt was ranked 41st out of 198 countries in the
world according to the World Bank report issued on corporate governance
practices in Egypt in 2001 (Mohamed, 2014) in terms of the extent to which
the governance rules are applied according to the principles of the
Organization Economic Cooperation and Development. The report indicated
that although Egyptian laws and legislation include most of the principles of
governance, they are not fully complied with. It also referred to the similarity
of the ECGC with the international principles that issued by the Organization
for Economic Cooperation and Development, except for nine elements related
only to the Egyptian legal environment (Youssef, 2019).

Then, in its 2004 report, it criticized the efforts made to improve
governance applications that they are not sufficient and the governance
application has become limited, especially in matters related to disclosure and
transparency, which resulted in a deficiency in the quality of financial reports.
In addition to that, there was a lack of independence of the board of directors
and its committees, a gap between the stipulated governance rules and the
actual practices that are implemented, which indicates that the governance
rules application is not real (Mohamed, 2014, Youssef, 2019). The following
are examples of some Egyptian companies that went bankrupt as a result of not
applying governance:



Tourah Cement Company Orascom Telecom (2004-
(2005-2006) 2005)

Non-applied | Board of Directors - Board of Directors -

governance Regulatory Authorities Regulatory Authorities

mechanism (Capital Market) (Capital Market)

Problem Raising rumors of foreign Raising rumors about foreign
offers to take over the offers to buy a big percentage
company, which were of the company's shares,
caused by the company's which were caused by the
board of directors, where the | company's management,
company's internal which exploited the
information was traded company's internal

information.

Consequences | The Company’s stock price | The Company's stock price
increased by more than 25%, | rises to 100%, then collapses
then the price fell to 50% to 55% when it was
when it was confirmed that | confirmed that the rumor was
the rumor was incorrect. incorrect

(Samaha et al.2012).

In 2005, the board of directors of the Egyptian Institute of Directors, which
is affiliated with the Ministry of Investment at the time, issued The Code for
Corporate Governance Rules and Standards for corporations that were listed on
the stock exchange (Youssef, 2019). Applying this code was not mandatory
(Samaha et al.2012) and it contained 7 main principles that were: the general
assembly of shareholders, the board of directors, the department of internal
audit, the audit committee, social responsibility disclosure, avoiding rules for
conflicts of interest and the role of the external auditor (Mohamed, 2014)
(Youssef and Zhou, 2020).

In 2009, The World Bank issued its last report about Egypt that included
the Egyptian government’s efforts with the private sector to improve corporate
governance application. Information disclosure rules have been developed and
companies are obligated to form audit committees affiliated with the board of
directors. The Capital Market Authority has also established a department
specialized in corporate governance, and accordingly the number of companies
whose listings are canceled on the stock exchange decreased from 1148
companies in 2002 to 333 companies in 2009 (Youssef, 2019).

Then, in 2011, the Egyptian Institute of Directors issued an updated
version of the rules and standards of corporate governance listed on the stock
exchange. Then, in August 2016, a new version of governance codes was



issued to be general and comprehensive, based on the latest international and
regional guidance in the field of governance, with the presence of a compliance
or explanation rule, which required companies to apply the rules in the code
with an explanation of the reasons that prevented them from applying in the
case of non-compliance provided that the explanation is acceptable and
objective. So, the rules of the governance code have become mandatory for
application (Hamad, 2016), (Metwally, 2022).

In 2018, the Financial Supervisory Authority issued its decision No. 13 of
2018, which stipulates in Article (40) that “the company’s board of directors
shall prepare an annual report on the extent to which the rules of governance
are applied in accordance with the code issued by the decision of the Board of
Directors of the Authority No. (84) in 2016 and to be presented to the general
assembly attached to it the auditor's report in this regard in accordance with the
Egyptian auditing standards according to the form prepared by the Authority
for this purpose”. Despite this, only a few companies are committed to
governance information disclosure in their financial reports, in contrast to the
international practices that companies do by issuing separate reports on
governance with the external auditor reports on its applications within his
report on the financial statements.

4.3. Responsibilities of the external auditor in Egyptian and International

Governance Codes.

The following paragraphs will discuss the main differences and additions
in international corporate governance codes with the Egyptian one. The ECGC
stipulates that the external auditor shall not be appointed as a natural person for
more than five years, and he shall not be re-appointed before the expiry of
three years after the end of his work as an auditor for the company. It is
preferable for large companies to appoint two auditors for their accounts
(ECGC,2016). But in the Jordanian code, they made it clear that the external
auditor shall exercise his duties for a period of one year, that could be renewed
but he could not be independent if he was appointed for more than four
continuous years (Corporate Governance Rules Code for Companies Listed in
the Amman Stock Exchange, 2017).

In the Saudi Code, it referred to documenting the recommendations of the
audit committee that conflict with the decisions of the board of directors or that
the board refused to apply regarding the appointment of the company’s
external auditor, the dismissal and determination of his fees, and performance
evaluation and the reasons for not taking them into account in the Board of
Directors’ report (Corporate Governance Regulations, 2018). In the Nigerian
Code, it dealt with the necessity of changing the external auditor as individuals
and as an auditing company as well, so that the changing process takes place



regularly in a manner that does not threaten the continuity of the audit work,
and that the contract period with the auditing company may not exceed 10
years, and it is not permissible to re-contract with it until after 7 years of the
expiration of that contract (Nigerian Code of Corporate Governance,2018).
While the Governance Code in England clarified that admitting the auditor’s
remuneration and terms of engagement are the audit committee's
responsibilities, unlike ECGC which gives that decision to the general
assembly in this matter (The UK Corporate Governance Code, 2018).

For evaluating the performance of the external auditor, the ECGC did not
refer to it, which was clarified by the England code, that the annual report
should include an explanation of the audit committee’s assessment of the
independence and objectivity of the external auditor in case the auditor
performs additional work and the reasons for which he was nominated or re-
nominated (The UK Corporate Governance Code, 2018). In the case of
performing additional tasks, the ECGC indicated that the external auditor does
not permanently perform any professional, administrative or advisory work,
and the board of directors may not contract with him to perform any work
added except after the acceptance of the audit committee, determining his fees,
and disclosing that in the general assembly and the annual report (ECGC,20
16).The Jordanian code added that the company should take appropriate
measures to ensure that it does not do any other additional work (Corporate
Governance Rules Code for Companies Listed in the Amman Stock Exchange,
2017).

4.4 .External auditor Responsibilities in the related laws to governance

4.4.1. The Law of Joint Stock Companies, Partnerships Limited by
Shares, and Limited Liability Companies 159 of 1981:

There are some supplementary elements (in the opinion of the researcher)
that the ECGC did not address regarding the external auditor, which have a
great effect on him as an external CG mechanism that could be presented as
follows:

Article 61 indicated that the board of directors should invite the ordinary
general assembly to convene in case the auditor requested it to do so, Article
65 states that: the board of directors must publish the auditing report before the
general assembly's meeting, and the executive regulations specify the methods
and dates of publication. Article 103 states that: the board of directors may not
be authorized to appoint the auditor or specify his fees without determining a
maximum limit. Article 105 states that: the board of directors must enable the
auditor to do all of the above and in case he is not able to use the stipulated
rights, he must prove this in a written report submitted to the board of directors
and presented to the general assembly if the board of directors does not
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facilitate his task (Companies, Companies, Shares and Limited Liability
Companies Law 159 of 1981 and its bylaw with a race,1981). This rule is only
discussed in the International Auditing Standard 260 communicating with
those charged with Governance.

Whereas, the ECGC differed from the Law of Joint Stock Companies,
Partnerships Limited by Shares, and Limited Liability Companies 159 of 1981
in the text of Article 104 of the law that the auditor may not be a partner to any
person conducting activity in the company as stipulated in the previous
paragraph or to be an employee there or one of their relatives up to the fourth
degree, and any appointment made in violation of the provisions stipulated in
this article is void, while the ECGC stipulates that: the auditor must be
completely independent of the company and its board of directors members,
for example, not to be a shareholder or a member of its board of directors, or is
related to any of the members of its board of directors or senior management
up to the second degree.

4.4.2. The rules for listing and delisting securities in the Egyptian Stock
Exchange according to the latest amendment - March 27, 2018,

Article (6) obligates companies who request listing to create a website on
the web immediately upon listing any of their shares on the stock exchange and
before trading starts. It is required to publish the annual and periodical
financial statements and their notes disclosure with the auditors’ reports.
Article (16) also clarified that one of the conditions for registering foreign
securities in the Authority is that the company is obligated to submit the
auditor’s report and financial statements to the Stock Exchange that must be
prepared and reviewed in compliance with Egyptian, international or American
standards.

While the rules of listing and delisting stipulate that the audit committee is
concerned with proposing the appointment of external auditors for fees
determination and to revise matters related to their resignation or dismissal in a
way that does not violate the law, as well as working to resolve differences in
viewpoints between the company’s management and the auditor. Also, the
committee must verify that the company’s management applies the auditor's
recommendations (Rules for listing and delisting securities in the Egyptian
Stock Exchange, last amended, 2018) and this is more specified in the ECGC
which states that following up with the auditor's recommendations about
governance applications is the governance committee’s task
5. Analysis of auditing standards related to governance

The external auditor derives his importance from his role in providing the
users of financial statements with the needed information through his report
and its issuance at the appropriate time after the financial year end (Abo El-
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Seoud, 2016), (Indrayati, 2019). The audit plays a major role in strengthening
corporate governance starting from keeping the interests of shareholders and
all stakeholders related to the company and in determining the extent of the
company's commitment to the related laws and regulations and its efficiency in
exploiting the available resources. (AlQadasi, and Abidin, 2018).

The external auditor's role in governance is characterized by a lot of
requirements as he must give confidence in financial reports, evaluate the
management process risk, as well as his report on governance (Abed Rabbo,
2017). The external auditor reviews the governance report and its internal
mechanisms before publishing the company’s financial reports. (Al-Jazrawi
and Khudair, 2014). The external auditor has the right to obtain company
documents and records, i.e., information and clarifications, attend general
assembly meetings and speak at those meetings (ACCA, 2018). The
company’s corporate governance officials, as well as the audit committee, have
the right to request the management for information on the important matters
that were discovered within the auditing process and included in the auditor's
report (Mazars Fact sheet,2016).

The Egyptian auditing standards determine the communication of
external auditors with those charged with governance in the client company
who could be executive members of the governance committee regarding
auditing governance reports (Alzoubi et al, 2019),(IAS 3000, 2018).
Professional Assurance service can be defined as an independent professional
service that aims to improve the quality of information to serve decision
makers. Information may be financial or non-financial, internal or external
information and may be related to historical or current events and operations
(El-Sayed, 2018).

According to Assurance Engagements Other than Audits or Reviews
Historical Financial Information no. (3000), the professional assurance service
is a three-party service that includes the external auditor who has integrity,
efficiency, objectivity, and professional care. He must also maintain his
independency during the performance of the professional assurance service.
The responsible one who is obligated to apply his task whether individually or
on behalf of the facility. The target user is the person or persons for whom the
external auditor prepares the report, and they may be specified in accordance
with agreements or through laws and the report must be available to all target
users (ISAE 3000, 2016)

International Standard for Assurance Engagements No. 3000, the
professional assurance service aims to increase the extent of compliance with
the corporate governance rules to improve the information quality regarding
the extent of commitment to serve decision-makers (Anwar, 2013). The
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external auditor communicates with the client for auditing corporate

governance report and the

International

Auditing Standard no. (260)

“Communication with Those Charged with Governance” organize this
communication process but it was noted that there are some points of
difference and the shortcomings of the Egyptian standard compared to an
international one and the following is a brief about them:

Egyptian Standard 260
Communication with
those charged with
governance concerning
the auditing’s subjects

International Auditing
Standard 260
“Communication with those
charged with governance”

Who charged
with
governance

The auditing committee
is responsible for
governance in relation to
the audit work, and it
does not eliminate the
responsibility of the
BOD and other
supervisory committees
for corporate governance
— other than the ECGC.

This standard can't specify the
person(s) to whom the auditor
will communicate about certain
matters in all audit engagements
considering  the  auditor’s
communication with the audit
committee as an essential
element in the communication
between the auditor and those
charged with governance.

Communication
with other
parties

The standard does not
provide guidance about
the communication
between the external
auditor and a third party
outside the company as a
supervisory body.

Those charged with governance
may want to provide third
parties with copies of written
communication with the auditor
while in some cases third
parties' disclosures may be
inappropriate or illegal.

Content of
communication

Communication is only
about issues related to
governance that came to
his knowledge during
the application of the
audit procedures.

There is nothing prohibiting
auditors from delivering any
other matters to those charged
with governance. There are
additional matters required by
the standard that may be
required to deliver.

Evaluation of
communication

It was not covered by the
standard

The auditor shall assess whether
mutual communication between
the auditor and those charged
with governance is sufficient
for the audit purposes.
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Reporting of | It s
results

preferable to
document any  oral

agreement made with
those  charged  with
governance

The auditor shall inform those
charged with governance in
writing  significant  findings
from the audit if oral
communication is insufficient in
his  professional  judgment,
when was the communications,
and to whom and he shall have
a copy of it as a part of auditing
documentation.

Communication
indicators

It was not covered by the
standard.

It referred to the variables that
impact the form of the
communication process and its
timing.

6. A proposed
governance
The external auditor’s report on assessing the company’s compliance

approach for improving the external auditing on

with the corporate governance rules is one of their new responsibilities upon
him according to the code issued by the financial market (Al-Aswad, 2013). in
England, the auditor should review the governance disclosures in the annual
report according to the latest version of the corporate governance code there
(Conway and Byrne, 2018). The following shape shows the elements of the
proposed approach for an integration between auditing standards and the
ECGC and its effect on auditing corporate governance.
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6.1.Academic and Professional Aspect:

The profession of external audit needs a person who is scientifically
qualified, professionally trained, independent of the audited company and does
not have any direct or indirect interest. So, he does his work without any
pressure from others (Aseel, 2016). The external auditor's professional
competence means "sufficient and specialized knowledge in the fields of
accounting and auditing, which has been acquired through education and
technical training”. He must achieve a degree of compliance with auditing
standards as the main variable that can affect the performance of the audit
process (ISAE 3000, 2016).

The Egyptian Standard on Assurance Engagements 3000 "Assurance
Engagements Other than Audits or Reviews of Historical Financial
Information™ indicated that some topics may require specialized skills and
knowledge that may exceed those usually possessed by the auditor alone, as
the auditor must understand the subject matter of the audit sufficiently to
determine and evaluate the risks involved. So, he can perform more evidence-
gathering procedures as the auditor’s understanding is usually less deep than
the person responsible for the certain matter under examination (Obaya, 2015).

There is a significant difference in the extent to which external auditors
respond to recent corporate governance applications. These differences were
explained by factors such as experience, educational level, knowledge and
familiarity with the rules of governance (Metwally,2022). So, training auditors
practically and scientifically to increase their ability to properly understand the
corporate governance principles and rules to be able to audit their application
(Ali et al.,2020)
6.2.Communication Process between the external Auditor and Those

Charged with Governance

The communication process is defined as the transfer of certain
information between two or more parties using a specific means of
communication. The communication process involves two parties, one of
whom is the sender and the other the receiver. It also involves a (message) and
a communication channel (Aseel, 2016). The role of the external auditor in
corporate governance is characterized by a lot of requirements, so he must give
confidence in financial reports, evaluate the risk management process and
perform non-audit services, in addition to his report on corporate governance
(Abd Rabbo, 2017).

The auditor’s profession to communicate with the audited company is one
of the most important capabilities that an external auditor should have, and it
includes his inquiry from management, internal auditors, employees
specialized in work within the scope of the audit work, and his question may
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extend to people outside the company such as suppliers and customers
(Handoko and Waduri, 2016). Effective communication occurs when
information reaches the decision-makers in a timely manner (Bobek and
Others, 2012). Its importance is due to the auditor's desire to obtain a full
understanding of the nature of the company and communication type if it is
operating electronically through e-mail or video conference instead of verbal
communication (Handoko and Waduri, 2016).

The auditor, through his communication with those charged with
governance, must identify matters that require his great attention during the
audit process and take into consideration the following: matters that have been
evaluated as having material misstatement risks, significant estimates of the
auditor related to financial statements and the impact of significant events
during the audited period (Mazars Fact Sheet - February 2016). It is important
to restructure the nature of the relationship between the external auditor and
those charged with governance from a relationship governed by the conflict of
interest to a relationship governed by an agreement of interest within the
framework of supporting governance implementation and increasing the
company’s ability to achieve its goals (Al-Aswad, 2013).

Communication may take many forms like questionnaires or holding
meetings with the client in an official form with those charged with
governance in the company. The existence of an effective governance system
within the client company will reduce the challenges facing the auditor while
performing his work. The auditor's response to these challenges is affected by
his experience in the industry in which the client’s company operates (Bobek
et al, 2012). Also, the audit committee seeks to reduce direct communications
conflicts between external auditors and management by coordinating this
process to avoid any effects that may make the auditor biased and this will lead
to get more qualified auditing reports (Hamad,2016), (Fijabi,2020)
6.3.Corporate Governance Evidence

The auditor’s responsibility has expanded to involve verifying that those
charged with governance perform their duties regarding risk and control and in
a manner that enhances and supports the corporate governance
implementations using his professional skepticism principle in evaluating the
responses of inquiries directed to those charged with governance or the
information they provide to the auditor. This refers to directing the auditor's
attention to the reasonableness of provided information by those charged with
governance in light of the other evidence available to him during the audit of
governance implementation (Al-Aswad, 2013).

Disclosure of corporate governance information is the main evidence the
auditor works on which is divided into mandatory and voluntary disclosure.
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Voluntary disclosure leads to increasing levels of transparency and reducing
information asymmetry, and this is in line with the goal of any company to
gain investors' confidence. To measure the level of disclosure of corporate
governance information, it is better to use the mandatory governance
requirements stipulated in the corporate governance code, but for measuring
the quality of governance disclosure, voluntary disclosures are used added to
the mandatory disclosures that exist in the companies’ reports (Hassan, 2012).

Companies can be stimulated to increase corporate governance disclosure
either by merging it into the annual financial statements and reports or by
preparing a separate list called “a list for disclosing corporate governance
information” provided that it includes disclosure items about the amounts paid
to the executive board members in detail, the number of meetings of the Board
of Directors’ committees, the formation of the board of directors and the
classification of its members, the complementary role between the risk
management committees, and the remuneration committees, in addition to
defining the terms of job description and tasks of these committees (Metwally,
2012), (Bodo et al, 2020).

In Egypt, The Financial Supervisory Authority issued its decision no. 13 in
2018, which stipulates in Article (40) that “the company’s board of directors
shall prepare an annual report on the extent to which the rules of governance
are applied in accordance with the code issued by the decision of the Board of
Directors of the Authority No. (84) in 2016 and to be presented to the general
assembly". So, all listed companies are required to report on governance in a
separate report (Financial Supervisory Authority decision no.13, 2018).

6.4. Corporate Governance Auditing Procedures:

The term auditing procedures refer to the methods used by the auditor to
carry out his examinations. (Abu Al-Saud and Hassan, 2016). The external
auditing procedures are affected by corporate governance in two directions: the
first is from the point of view of the agency theory, where the board of
directors with experience and independent members requires higher audit
quality, which requires more audit procedures by the external auditor. On the
other hand, if corporate governance is weak, it is more likely that the auditors
increase audit procedures to face the high risks as a result of weak governance
mechanisms. This is without the request of the client, especially the non-
executive directors, of higher quality audits as an integral component of their
oversight role with which they need to exert more measures and effort than the
external auditor (Metwally, 2012).

The auditor communicates the topics that support the implementation of
corporate governance and that drew his attention during the auditing
procedures about financial statements to those charged with governance in the
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company. He is not responsible for designing special procedures to identify
these topics and therefore the engagement letter pointing to this besides
determining the audit topics that support the governance implementation,
identifying the parties responsible for implementing corporate governance to
which the topics are communicated, and determining the form and method of
communicating the topics supporting governance (Al-Aswad, 2013).
According to the recent rules, the external auditor became obligated to plan for
governance auditing. Audit procedures include planning the audit process, the
scope of the audit, drawing conclusions and issuing the audit report that
explains his opinion (Albitar et al. 2021) and this is what will be discussed
next.

The following steps are the internal auditing of corporate governance that
could be adapted — according to the researcher's view — to fit the external
auditor’s work on auditing corporate governance:

1. Skills and experience: to comply with legal requirements of auditing
corporate governance that require a certain level of experience.

2. Development of the audit plan: developing a risk-based audit plan
depends on a documented evaluation.

3. Research and gathering of background information: the auditor should
confirm the responsibilities of different parties.

4. Different parties' requirements: the auditor considers the expectations of
the owners, board of directors, audit committees and senior management.

5. Coordinating with the second line of defense: the nature of the
relationship between the governance committee, risk management and
internal control must be taken into account.

6. Prepare the audit plan: determine what can be audited and how.
Determine whether corporate governance can be audited as a separate
task or as part of the audit process.

7. Corporate Governance audit Readiness: management disclose corporate
governance information and the auditor ascertains of the management
applying these rules.

8. Conduct corporate governance audits (Chartered Institute of Internal
Auditors, 2018)

6.5. A Proposed Model for an Unqualified External Audit Report on

Corporate Governance:

Companies are required to show in their annual report the extent of the
company's commitment for applying the rules of governance and its levels of
governance (Gutierrez and others, 2017). The external auditor’s report the
management’s report on the company’s commitment to apply corporate
governance rules is one of the new responsibilities of the external auditor who
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evaluates the company's compliance according to the code issued by the
Financial Supervisory Authority (Al-Aswad, 2013).

In accordance with ISAE 3000, when performing an assurance
engagement, the auditor aims to obtain either reasonable or limited assurance
whether the subject of the assurance is free from material misstatement and to
express an opinion about it through a written report (ISAE3000,2016).The
external auditor expresses an unqualified opinion when the subject of the audit
express accurately and objectively expresses the true financial position and the
result of the achieved business of the client (Salima, 2018),(Keith, 2022). It
stipulates that the assurance report should be written, does not require a
specific format for submitting and must involve some basic elements such as
appropriate title, clarity of addressee, an adequate description of the subject,
identification of standards and their availability and restrictions if any,
conclusion, date, name and signature of the practitioner (ISAE 3000,2016).

According to the Financial Supervisory Authority’s decision No.13 in 2018
the external auditor should report on the management’s commitment to
governance report in accordance with Egyptian Auditing Standards without
specifying a certain auditing standard so, the auditor is not obligated to a
certain type of report he submits. Therefore, it is possible to porose an external
auditing report structure on corporate governance guided by the Egyptian and
International Assurance Standard No0.3000.

The Egyptian Standard for Assurance Engagements no. (3000)"Assurance
assignments other than audits or reviews of historical financial information™
indicated that it does not require a standard form for reports, but rather than it
specified the basic elements that should be included in the assurance report.
The auditor chooses the short form, which usually includes only the basic
elements. The auditor can also use subject headings, paragraph numbers, or
typography methods such as writing in bold and other mechanisms to enhance
the clarity and readability of the assurance report (ESAE 3000,2008).

The basic elements of the assurance report include the following: title, who
report addressed to them, identification and description of the information
about the subject matter, determining specific metrics (which could be
represented in the ECGC), a description of any significant inherent
determinants accompanying the evaluation of the task, a statement to identify
the responsible party and their duties, a statement to identify the auditor
responsibilities, a statement that the task was performed by the Egyptian
standards for assurance tasks, a summary of the work performed, auditor's
conclusion, date of the assurance report, name and location of the auditing
company or the auditor(ESAE 3000,2008).
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While the ISAE, 3000 added the following paragraphs: a statement that the
auditing company of which the auditor is a member applies a standard of
quality control or other professional requirements, or requirements contained
in a law or regulation, that have at least the same requirements as a standard of
quality control, a statement that the auditor complies with independence and
other ethical or professional requirements, or requirements imposed by law or
regulation and an informative summary of the work performed as a basis for
the auditor's conclusion(ISAE 3000,2016). The following is a proposed
structure of the external audit report on corporate governance

An Independent Assurance Report
on compliance with corporate governance rules

To Messrs./ Company (X)
To Messrs. / The Financial Supervisory Authority

Introduction

We examined the report on the extent of comply with the corporate
governance rules, which was prepared by the management of Company (X)
for the fiscal year ending on December 31, 2022 according to the form
issued by the Financial Supervisory Authority, which was prepared in
accordance with the Egyptian Corporate Governance Code issued by the
Egyptian institute of Directors under the submission of the board of directors
of the Financial Supervisory Authority decision No. 84 of July 27, 2016,
taking into account the application of the compliance or interpretation rule.

Management and governance responsibilities

The company’s management is responsible for preparing and
submitting a report on the extent of compliance with the rules of governance
in accordance with the Egyptian Corporate Governance Code issued by the
Egyptian institute of Directors of the Financial Supervisory Authority and in
accordance with the relevant laws and decisions. The management’s
responsibility extends to identifying the points of non-compliance and their
justifications in the case of non-compliance.
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Responsibility of the auditor

Our responsibility is limited to performing the tasks of limited review
of the information contained in the report on the extent of compliance with the
rules of governance that was prepared by the company's management and to
express a conclusion in light of the tests that were performed. The report on the
extent of compliance with the rules of governance was examined in accordance
with the Egyptian Standard on Assurance Engagements 3000 "Assurance
Engagements Other than Audits or Reviews of Historical Financial
Information”, which requires compliance with the requirements of professional
conduct, including independence requirements, and planning and performing
the assurance process to obtain assurance about preparing the governance
report in compliance with the governance rules is free from any significant and
influential misstatements.

Examining the extent of compliance with the rules of governance
includes obtaining mainly evidence from the observation and inquiries from
the those responsible for preparing the report on the extent of compliance with
the governance rules and reviewing the documents when appropriate.

Evidence-gathering procedures in limited assurance assignments differ
in nature and timing from appropriate assurance engagements, but are less in
scope. Accordingly, the level of assurance obtained in a limited assurance
engagement is significantly lower than the assurance obtained when
performing an appropriate assurance engagement.

We believe that the evidence we have obtained is sufficient and
appropriate to provide a basis for our conclusion.

This report has been prepared for submission to the General assembly
of shareholders and the Financial Supervisory Authority in accordance with the
decision of the board of directors of the General Authority for Financial
Supervision No. (13) for the year 2018 to adjust the decision of the Authority
No. (11) for the year 2014 regarding the rules for listing and writing off
securities in the stock exchange by amending article (40), and not for any other
purpose. Therefore, it is not suitable for use except for the purpose for which it
was prepared.
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Conclusion

In light of the evidence obtained and the actions taken, it did not come
to our perception, which makes us believe that the report on the extent of
compliance with the rules of governance during the fiscal year ending on
December 31, 2022 is no longer - in all its important aspects - in accordance
with the Egyptian corporate governance code issued by the decision of the
board of directors The Financial Supervisory Authority No. 84 of July 27,
2016, and the instructions issued by the Financial Supervisory Authority and
the relevant laws and decisions.

Attention-grabbing paragraph
Cairoin: ...... 2023

Auditor Signature

Findings and recommendations
This research could reach the following results:

e The relationship between CG and external auditing is complementary
as each other is supporting the efficiency of the other.

e There is a huge gap between Egyptian Auditing Standards issued in
2008 and the most updated International Auditing Standards issued in
2018.

e Egyptian Auditing Standard no. (260) doesn't cover all communication
process elements that are needed to grant effective communication
between auditors and those charged with governance.

e There are some points of difference between the Egyptian Corporate
Governance Code and Egyptian Auditing Standard no. (260).

e There is a shortcoming of the Egyptian Corporate Governance Code
issued in 2016 related to auditors' work as one of the external
mechanisms of corporate governance.

These result leads to make some recommendations as follow:

e There is a persistent need for updating Egyptian Auditing Standards
issued in 2008 to cope with all updates related to new auditor duties
imposed by relevant bodies.
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e The Egyptian Corporate Governance Code needs to cover all
communication process elements between auditor and company
regarding auditing governance and his report on the extent of
compliance that the company applies corporate governance rules.

Proposed future research

Conducting more studies on the impact of governance mechanisms on the
structure of the external auditor’s report on the management’s report on the
extent of commitment to applying the rules of governance.
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