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The Impact of Sustainability Disclosure on Corporate Risks:
The Mediating Role of Tax Avoidance in The Egyptian
Environment ( Empirical study)

Abstract:

This paper aims to estimate the effect of ESG disclosure on
corporate risk, besides measuring the mediating and catalyzing
role of tax avoidance activities on this relationship, study sample
consists of 42 companies listed in the EGX100 index on the ESE
from 2012 to 2022. The results of the study were reached using
the OLS method to estimate the direct effect and the incentive
role of avoidance practices on the relationship between
sustainability disclosure and corporate risk and SEM was used to
estimate the indirect effect. The study found that there is a
significant inverse effect of corporate sustainability disclosure on
corporate risk & the environmental and social perspectives has
no impact on the company's risks, There is a significant adverse
effect of the governance disclosure perspective on corporate risk,
while there is a non-linear U-shaped effect of the current tax rate
as an indicator of tax avoidance practices on corporate risk,
which means that increasing the current tax rate above the level
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of 0.34 increases the level of corporate risk. While we find that
increasing sustainability disclosure increases the current tax rate
(increasing disclosure of sustainability performance reduces tax
avoidance practices). However, we also found that there is an
indirect inverse 1impact of sustainability  disclosure,
environmental and social perspectives on corporate risk through
the current tax rate as an indicator of tax avoidance practices,
indicating that increasing tax avoidance practices mediates the
relationship between sustainability disclosure and corporate risk
(partial mediation) and reduces the inverse impact of
sustainability ~ disclosure on corporate risk (increasing
sustainability disclosure decreases corporate risk). While there is
no significant indirect impact of corporate governance
perspective on the corporate risks through tax avoidance as an
intermediate variable

Key words: Sustainability Disclosure - Corporate Risks - Tax
Avoidance.
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Firm_Risk;;,= Bo + B, ESG;; + B, C_ETR;; + BY CONTROL;, + ¢, M1
Firm_Risk;;,= Bo + B1ES;; + B, C_ETR;, + BY CONTROL;, + &;, M2
Firm_Risk;;, = Bo+ B1Gi;+ B, C_ETR;; + BY CONTROL;, + &;, M3
A e S il Hhalae o dalainl) (e Fladl) o A8l o pall sl il jlae 58l 723 ga
) 73 sl

Firm_Risk;;,= Bo+ B1ESG~C_ETR,, + BY CONTROL, + &;, M4

Firm_Risk;,,= Bo+ 1 ES+C_ETR;; + By CONTROL;, + &;;
Firm_Risk;,,= Bo+ B, G*C_ETR;, + By CONTROL;; + &;;
(S 23 sl A e o il il Sl jlae e dalainl) (e Zladl) il 23 g

C_ETR;,,= Bo+ B1ESG;, + BY CONTROL;, + &;, M5
C_ETR;, = Bo+ B1ES; + BY CONTROL,, + ¢, M6
C_ETRi,t, = BO + Bl it + BZ ONTROLl,t + £i,t M7

) il il jlae JMA (pe S il i e dalainY) e oladd jilall e il #3 g0
) 23 gaill Jagus g jariaS
Firm_Risk;,,= yo+ v1 ESG;; + vy, C_ETR;,
+ Vs ( ESG—C ETRi‘t " yi‘_EmaFirm_Risk_ ) + &,
Firm_Risk;,,= yo+ v1ES;; + v, C_ETR;;
+ Vs ( 11:"s—>c_ETRi‘t " yg_ETRaFirm_Risk. ) + g,
Firm_Risk;,,= yo+ v1G;; + v2 C_ETR;,

G—C_ETR C_ETR-Firm_Risk
+Y3(1 ie* V1 -)+£it
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dia ) gally cileUall) o diall S pd a5 g8 gags (V/Y) Joa

GICS Sector Freq. Freq. Percent
Communication Services 1 10 3.12
Consumer Discretionary 6 46 14.33
Consumer Staples 9 67 20.87
Energy 1 6 1.87
Health Care 1 7 2.18
Industrials 10 80 24.92
Materials 12 90 28.04
Real Estate 2 15 4.67
Total 42 321 100.00
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Variable Obs Mean Std. Dev. Min Max
Firm Risk 321 .024 .007 0 .044
CETR 321 .188 141 0 878
ESG 321 121.886 9.449 101.707 181
Size 321 21.538 1.665 16.821 25.511
Lev 321 587 1.019 .02 11.434
ROA 321 .05 .19 -1.439 483
CH 321 118 138 .001 711
Vol 321 13.101 1.939 6.344 17.626
Tang 316 362 214 .01 918

1o a3 Gl Jsaadl (e

ol Y Galeds) asdg 6,0 Y€ Firm Risk S dl Hhlaa Ja gl
o Jou gia () 23 Laiy eyl A 8 S 500 S hliin il (s Laa 5 el
e J8 Ay pin Jare 85 o el Caiadl) Gl jladd 38568 ¢ VAA sl Ay
Y Ay gen Jama dga s Vo) € Gle ol A )l 5 55 JOA 4, Y Y0 (gl Jaedl)
sl cuiadll il jlas 3 ga g San Lae SIS Al Al dsy jd o +, Y0 Jarag
pe Al g (o bmall ol 2V g8l aad g Sl Ay puall Jame SIS S A
el Jawsgie o 2ads Al due SN (8 o pall o) s Jlae (il
AL €y Lan (5 el il aiW) b aless) llia s VYY i) (e Ll
L sia Sy dul ) dye IS Al 8 Aaaiul) e Zlaly) Clu e il
8 Al ) A S 8 Gailad TaaDlis TE A elain¥lg ) sl e Zladl)
G 5 (5 jlmall ol ai¥) (il Cun )5 elaial) 2l e Zladl) il jlas
A gl dmy ZLad) b aY)
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e,

s+l Y 48 gdas Y/0/Y
A Al &l yia Cy s ) 48 ghiaa (£/Y) Jg

Variables D) ®) 3) (4) 5) (6) (7) (8) ©9)
(1) Firm_Risk 1.000
(2) C_ETR -0.121%* 1.000
(0.030)
(3) ESG 0.208%%%  0.210%** 1.000
(0.000) (0.000)
(4) Size 0.402%%F 0 162%F%  (.36]1%%x 1.000
(0.000) (0.004) (0.000)
(5) Lev 0.061  -0.169%** 20002 -0.233%x* 1.000
0.277) (0.002) (0.973) (0.000)
(6) ROA S0.213%%%  0.161%%* 0.069  0.355%%%  08]7%%x 1.000
(0.000) (0.004) (0.216) (0.000) (0.000)
(7)CH -0.045  -0.153%F  (.137%* 0.028 -0.091%  0.302%% 1.000
(0.425) (0.006) (0.014) (0.614) (0.102) (0.000)
(8) Vol 0.064  0.180%** 0.077 0.046  0.155%#%  -0.213%%* -0.104* 1.000
(0.250) (0.001) (0.168) (0.415) (0.005) (0.000) (0.064)
(9) Tang 0.097* -0.024 -0.044 0.024 0.093%  -0211%F  0355FEE  (,]78%%% 1.000
(0.087) (0.667) (0.434) (0.666) (0.099) (0.000) (0.000) (0.001)

% p<0.01, ** p<0.05, * p<0.1

Sl dy yall Jara 335 o) Lady Lee (r=-0.121 p-value=0.030) <\ 4l
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@25 Al e Fladl) 3ab ) o el Lee (1=-0.289 p-value=0.000)
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5 (r=-0.19 p-value=0.000) S &0 halae (s 4aS gall 2an 5 Sl adl
Sl He (1=-0.296 p-value=0.000)

Lyl Joras Aail) e plady) on dsine b Ll il g -
U s (r=0.210 p-value=0.000) sxwal cinill il jlaal jiseS S
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Ay pall Jare (s AaSsall g il 2l e ZLadY) (A siae A )k ABe
(1=0.228 p- 5 (1=0.137 p-value=0.014) u rall cuaill ;&5 4N
sl e value=0.000)
sl pal) g ilaiy o2 g Al LI Y/0/¥

Sorall Glayall 48 )l A (e Aol Zilaiy (g sd sl &4
BIY) (s siun o Leia BaEELY 5 il apent AulSa) 5 i s ) A (e Sl
) (3 gull Adaial) igall 5 (s yetinadll
JeUill g o puall quindl) Clajlaa g dalin) e pladY) il pigal LAA
QS il Jhlia o agis

ol JSLie z3e amy S5 J W) 23 sl il ) Jsandl (2 ya
Generalized Least 44k aladiul DA e 4N bl ) Jgasll
el gl i)l 380 o) uilas axe G M) Square GLS
Aahall ye i)l e Sl s 3 sl Jlaa) Gl S Ll Y) A
b LS el LVl dWaal

S il Jhlda o agin Joliill g o pall cuiadll cilu jlaa g Aalsinl) oo glady) Lili (/) Jgaa

Firm Risk Model 1 Model 2
ESG -.00005348* --
C ETR -.01543927***
C ETR2 .02261873*** --
ESG_CETR -- -.00014031***
ESG_CETR2 -- .00019739%**
Size -.00103308%*** -.00109935%%**
Lev -.00154431*** -.00155241***
ROA -.0092732%%%* -.00890199%*%**
CH 0.001 0.001
Vol 0.000 0.000
Year Fixed Effect Included Included
Obs 321 321
R2 0.424 0.422
*x% p< 0], ** p<.05, * p<.l
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Prob 4t () dus ‘FlI’IIl_RlSk IS il Hlalaal 3 el GS\A.'J\ Jsd —
i) e LVl el Auall zia 8 %0 e BB > F

CASLEl phlae (& CMAY) (e %EE ol cuindll Cls jless
a5y da aall S il

ey Lae S 8N lalae 5 alinl) (e lall) Gn 5 sine ooSe yiliong -
Sl i il ) g Al (e FladY)say ) o
dad Cun (U) Coa JSG 2l alGal Hhlaay ol casil)
4 sima g 4ua 90 C ETR a5 Jabas G 5 4 giaa 4l C ETR Jalae
ol LS ABall S i 53 Sy 5

Curve fit for Firm_Risk

[ ] Observed
Quadratic

uiail) il jlaal jdigaS Mad) dy puiall Jina ¢ ABMall gy (Y/Y) JS&
Gl ) )hlia\gg*g}bﬂ
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iVl Gl sl Lalsiu¥l e Fladyl aladl 580 Aul s (Kay
o LS AaS gl any g

Jhlda e agin Jolil) g o pual) Guiadll Cilu jlaa g Aalsind) oo zlady) dlagl il (7/Y) Jsaa

ALGWA|]
Firm Risk Model ¥ Model ¢ Model 5 Model 6
ES -0.001 -- --
C ETR -0.01689*** -- -0.01654*** --
C ETR2 0.02374*** -- 0.02476*** --
ES CETR -- -0.00043* -- --
ES _CETR2 -- 0.001* -- --
G -- -- -0.00008* --
G _CETR -- -- -- -0.00051***
G _CETR2 -- -- -- 0.00070%**
Size -0.00097*** -0.00104*** | -0.00088*** | -0.00089***
Lev -0.00176*** -0.00177*** | -0.00175*** | -0.00183***
ROA -0.00984*** -0.01109*** | -0.01006*** | -0.01016***
CH -0.000 0.001 -0.001 -0.001
Vol 0.000 -0.000 -0.000 0.000
Year Fixed Effect Included Included Included Included
Sector Fixed Efect Included Included Included Included
Obs 321 321 321 321
R2 0.438 0.418 0.445 0.447

wH% < (], ** p<.03, * p<.1

il Jpaall il i
Prob 4w () dua ‘FlI‘Il’l_RlSk S il Hlaldal 3 ) G..JLA:IJ\ Jed —
L) Sl e Flal)l udy Aul ol Z3d 8 %0 e il > F

o SN hlie b CaEAY) e %44 el caiall il jlan
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el amll ggime S g Y Ly GlSOAN hlae (alid)
S Hal Hhlaa e ﬁcuﬁ;yu
LAl Hhlae o el Sl e ol el ol Gl jlee -

2 oo bl () L G aay el il O el Las
iaill 58 eS M) Ay puall Jae Laiy S i e daS sl
Gl amll e Pl (sgine Se il Ay g ol
S Hhlae Lo elainll g

L) 4y puall Jara o clSpal) 8 Aaliad) oo plady) il zdgal jLadl

1) ZAgalll 3A (e g pelal) uiaill jdigag

oo LaS llh g bl (Ui 2 3le 2x Al all 23 g il (y2m je (S

i pall quiaill ydsaS Agllal) Ay ylal) Jana o @lS il 8 Aalsiud) oo plad) L migal JLERN (V/Y) Jia
C_ETR
Variable GLS Sig
ESG .003 ek
Size .001
Lev 0.0001
ROA 220 ek
CH -.294 ek
Vol 013 ek
Tang -.042
_cons 0.355 R
Year Fixed Effect Included
R2 0.179
Obs 316
Legend: * p<.1; ** p<.05; *** p<.01
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Ay padl da ) sl A jaall s il
dypall Jae o i) Ge plaidl ssine ash AU gy -
a5l A el IS Gl Ay gedall il Gl jlaal iiseS sl
oaliadl ) o Ayl e Zlad) By o) el lee 4y eadll
Ge gladdl (5 gina sk il an gy Xy | oy peall il il jlas
e (Sl aus Sl elaia¥) aall) dabisd) aladU dalainy)

CAS Gl 8 o el ol Gl jlead piseS sl Ay puall Jaes

A peaall Fa ) sl As
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A Walal g dalsin) oo pLadd jdilall e LAl AR (A/Y) Jeaa
by el Jas g piial oy pall quiadl) Gl jles JUA (e S ) jhalda

. . ES = C ETR = Firm_Risk
ESG=>C ETR=>F Risk — —
| > C_ETR 3 Firm_Ris L G = C ETR 9 Firm_Risk ‘
13
22 &
Size o 3 \ Size
3% 25 ki 25
T
Tangm % angm‘ ]
ROA T ROA
017 w7
G
L)
5 ]
127 Ley i Lev
ESG 48 ES 4
89 123
1 12
CH C_ETR2 CH
018 - 0067 09
I Path Effect | Coef. [ Path Effect |  Coef.
ESG2C ETR> Indirec - ES 3 C_ ETR 3 Indirec -
Firm_Risk t 0.000161* | Firm_Risk t 0.000011*
G2>CETR Indirec 0.0001
Firm_Risk {
Legend: * p<.1; ** p=.05; *** p=<.01

2 bl Jsaad) e

Shlae Lo Aania¥) ge plai gsine sdln g e i gy -
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Si3aS Al Ayl Jaee DA e S hlae o daSsall

Al LAl zgal LS Baga (4/Y) de
ESG> C_ETR~> ES,G> C_ETR~>
Fit Measures Firm_Risk Firm_Risk Benchmark
P>chi2 0.055 0.035 > 0.05
RMSEA 0.055 0.058 <.08
CFI 0.989 0.986 >0.90
SRMR 0.033 0.032 < 0.08

DAl 8155 B3 ga i pdise Ay ) 355 2y 4l Kline, (2005) ki)
p>chi2, RMSEA, CFI, TLI, ) :< sl a5 40l Alaall £35a
oo el 73 saill (38155 33 5a e O Gaball Jsaall e a3 (SRME
paldll a g il il e (Kays b5l gaal s Jsie zasa oo
oo LA Shlae e Lol s alsindl oo Fladd il ye sl
A g paieS Jag g paieS oy peal) il Sl jles SIS

teh WS s il il G pe Sy

Gl g8 il gy (Y +/Y) dsa

R A da w2l
s Al oo plady) sl Avilas) A cid il ABMe aa g3 1 oa ,:ax\
? " lS ) jhlia e ¥
" i) 3l e pLadbl dyilaa) AN ) 0l ABMe aa g5
Ay Sl ke e oLl H11
s 5 AaSgall ay e pLaddl dyilaa) ANy i) il ABMle aa g H12
. " S ) jhlia
Lba e Jhlia o oyl caiaill Apilas) A1Ya <l il ABe aa i Ho wadl
T " sl A
L) oo plaly) jdsal Auilaa) ANy cld L8l ABle aagi ua Al
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