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Objective: The purpose of this study was to investigate the impact of corporate governance, board
size, board gender diversity, and independent audit committee on financial reporting quality through
the mediating roles of financial leverage and external audit quality in Sina Transportation Company.
Methodology: This study was applied in terms of purpose and descriptive-correlational with a
survey approach and structural equation modeling in terms of methodology. The statistical
population consisted of 1,351 financial staff, accountants, internal auditors, board members, and
executive managers of Sina Transportation Company. Based on Cochran’s formula, 300
participants were selected through proportional stratified random sampling. Data were collected
using a researcher-made questionnaire based on a five-point Likert scale. Content validity was
confirmed by experts, and reliability was verified through Cronbach’s alpha and composite
reliability coefficients. Data analysis was conducted using Smart-PLS software and the partial least
squares approach. Model fit indices including GOF=0.691 and SRMR=0.064 confirmed the
satisfactory fit of the model.

Findings: The structural model results indicated that corporate governance had a positive and
significant effect on financial leverage ($=0.384, p=0.001) and external audit quality ($=0.266,
p<0.001). Board size also significantly affected financial leverage (3=0.246, p=0.001) and external
audit quality (f=0.431, p<0.001). Furthermore, the independent audit committee significantly
influenced financial leverage (f=0.254, p=0.026) and external audit quality (§=0.234, p=0.015).
However, board gender diversity showed no significant effect on either financial leverage or
external audit quality (p>0.05). In addition, financial leverage ($=0.546, p<0.001) and external
audit quality (8=0.317, p<0.001) had positive and significant impacts on financial reporting quality.
The indirect effects analysis further demonstrated that corporate governance, board size, and
independent audit committee significantly affected financial reporting quality through the
mediating roles of financial leverage and external audit quality.

Conclusion: The findings revealed that corporate governance mechanisms, particularly an
appropriate board structure and the existence of an independent audit committee, can enhance
financial reporting quality through improving financial leverage management and external audit
quality. Financial leverage emerged as the strongest mediating variable explaining financial
reporting quality. In contrast, board gender diversity did not demonstrate a significant effect within
the context of this study.

Keywords: Corporate governance, Financial reporting quality, Board size, Gender diversity,
Independent audit committee, Financial leverage, External audit quality
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EXTENDED ABSTRACT
Introduction

Financial reporting quality is considered one of the most critical indicators of transparency,
accountability, and efficiency in modern corporate environments. High-quality financial reporting reduces
information asymmetry, enhances investor confidence, improves resource allocation, and supports
sustainable economic growth. In contrast, weak financial reporting practices can increase agency conflicts,
intensify market uncertainty, and reduce the credibility of financial statements among stakeholders (Assad
et al., 2023; Gamble & Tollerson, 2024). In recent decades, the increasing number of financial scandals and
corporate failures has intensified attention toward the role of corporate governance mechanisms in
improving the quality of financial reporting. Corporate governance provides a framework through which
organizations can align managerial decisions with shareholder interests, strengthen internal control
systems, and improve transparency and accountability in financial disclosure (Gamble & Tollerson, 2023;
Ullah et al., 2023). Studies have consistently emphasized that effective governance structures can reduce
earnings manipulation, minimize opportunistic managerial behavior, and improve the reliability of
accounting information (Amanamah, 2024; Hasan & Abidin, 2022). Among the most influential governance
mechanisms, board size, gender diversity of the board of directors, and independent audit committees have
attracted significant academic and professional interest. Board size is often associated with the quality of
oversight and strategic decision-making. Larger boards may provide broader expertise, diversified
experience, and more effective monitoring capabilities, thereby enhancing financial reporting quality
(Dobija & Pulawska, 2023; Lee & Jarboui, 2022). However, some studies suggest that excessively large
boards may suffer from coordination problems and ineffective communication, ultimately weakening
monitoring effectiveness (Dobij & Rahmawati, 2024; Suarez-Rico, 2018). In addition, board gender diversity
has emerged as a contemporary governance issue linked to ethical decision-making, improved
transparency, and stronger stakeholder orientation (Kim et al., 2025; Tawfik, 2023). Research has shown
that female participation on boards may improve governance quality and reduce aggressive financial
reporting practices (Gamble & Tollerson, 2024; Musah et al., 2022). Nevertheless, empirical findings
regarding the relationship between gender diversity and reporting quality remain inconsistent, particularly
in developing countries where institutional and cultural factors may limit women’s influence on strategic
financial decisions (Hasan & Abidin, 2022; Karton et al., 2020). Another critical governance mechanism is
the independent audit committee, which plays a central role in supervising internal controls, monitoring
financial reporting processes, and ensuring the independence of auditors. Independent audit committees
are believed to strengthen transparency and improve the reliability of financial statements by reducing
managerial opportunism and enhancing oversight quality (Alawagleh & Almasria, 2021; Kelayen et al., 2021).
External audit quality also represents a major determinant of financial reporting quality because
independent auditors contribute to detecting material misstatements and improving stakeholder
confidence in accounting information (Fossung & Verges, 2023; Francis et al., 2022). Furthermore, financial
leverage can influence managerial incentives and reporting behavior. High leverage may encourage
earnings management due to pressure from creditors, while at the same time it may increase external
monitoring and financial discipline (Ibrahim & Isiaka, 2020; Kim et al., 2020). Considering the strategic
importance of transparency in transportation companies and the lack of comprehensive studies examining



direct and indirect relationships among governance mechanisms, financial leverage, audit quality, and
financial reporting quality in Iranian firms, this study aimed to investigate the impact of corporate
governance, board size, board gender diversity, and independent audit committees on financial reporting
quality through the mediating roles of financial leverage and external audit quality in Sina Transportation
Company.

Methods and Materials

This study was applied in terms of objective and descriptive-correlational in terms of methodology
using a survey approach and structural equation modeling (SEM). The statistical population consisted of
all financial staff, accounting personnel, internal auditors, board members, and executive managers of
Sina Transportation Company. According to organizational statistics, the total population included 1,351
individuals. Using Cochran’s formula for finite populations and a confidence level of 95%, a sample size
of 300 respondents was determined. The participants were selected through proportional stratified random
sampling to ensure representation of different organizational groups including accounting staff, internal
auditors, board members, and executive managers. Data were collected using a researcher-made
questionnaire based on a five-point Likert scale ranging from strongly disagree to strongly agree. The
questionnaire measured corporate governance, board size, gender diversity, independent audit committee,
financial leverage, external audit quality, and financial reporting quality. Content validity was confirmed
through expert evaluation, and reliability was verified using Cronbach’s alpha and composite reliability
coefficients. All constructs demonstrated acceptable reliability and convergent validity. Data analysis was
conducted using Smart-PLS software and the partial least squares structural equation modeling approach.
The study evaluated measurement model validity, structural model relationships, predictive relevance, and
overall model fit indices including GOF and SRMR.

Findings

The findings confirmed the adequacy of the measurement and structural models. Cronbach’s alpha
and composite reliability coefficients for all constructs exceeded acceptable thresholds, indicating
satisfactory internal consistency and reliability. The average variance extracted (AVE) values also
demonstrated adequate convergent validity for all latent variables. Structural model evaluation showed
strong predictive relevance for endogenous constructs including financial leverage, external audit quality,
and financial reporting quality. The GOF index was calculated at 0.691, indicating a strong overall model
fit, while the SRMR value of 0.064 confirmed the appropriateness of the structural model.

The results demonstrated that corporate governance had a positive and significant effect on
financial leverage (=0.384, T=3.408, p=0.001) and external audit quality (f=0.266, T=4.005, p<0.001).
Board size also positively influenced financial leverage (f=0.246, T=3.314, p=0.001) and external audit
quality (p=0.431, T=5.933, p<0.001). Independent audit committee significantly affected financial
leverage (B=0.254, T=2.226, p=0.026) and external audit quality ($=0.234, T=2.435, p=0.015). In
contrast, board gender diversity did not show significant effects on either financial leverage (f=0.034,
T=0.663, p=0.508) or external audit quality ($=0.005, T=0.129, p=0.897). Moreover, financial leverage
had a strong positive impact on financial reporting quality (=0.546, T=7.380, p<0.001), while external
audit quality also positively influenced financial reporting quality (f=0.317, T=3.981, p<0.001).

Indirect effects analysis revealed that corporate governance significantly affected financial
reporting quality through financial leverage ($=0.210, T=2.886, p=0.004) and external audit quality
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(B=0.084, T=2.870, p=0.004). Similarly, board size significantly influenced financial reporting quality
through financial leverage ($=0.134, T=3.026, p=0.003) and external audit quality (=0.137, T=3.255,
p=0.001). Independent audit committee also demonstrated significant indirect effects through financial
leverage (B=0.139, T=2.089, p=0.037) and external audit quality ($=0.074, T=2.030, p=0.043). However,
the indirect effects of board gender diversity through financial leverage and external audit quality were
not statistically significant.

Discussion and Conclusion

The results of this study demonstrated that corporate governance mechanisms significantly
contribute to improving financial reporting quality both directly and indirectly through financial leverage
and external audit quality. The findings indicate that effective governance systems enhance transparency,
strengthen monitoring efficiency, and reduce information asymmetry within organizations. Corporate
governance structures can improve managerial accountability and limit opportunistic behaviors, thereby
increasing the reliability of financial information. The positive role of financial leverage suggests that
organizations with stronger governance structures are better able to manage debt and financial resources,
which ultimately enhances reporting quality and financial discipline. In addition, the findings confirmed
that external audit quality plays a substantial role in improving financial reporting quality by enhancing
the credibility of financial statements and increasing stakeholder trust.

The significant effect of board size indicates that broader expertise and diversified perspectives
within the board may strengthen strategic supervision and financial oversight. Larger boards appear to
provide more effective monitoring mechanisms and improve the quality of organizational decision-
making. Similarly, independent audit committees were found to play a crucial role in strengthening
transparency and enhancing the quality of both internal controls and external auditing processes. These
findings emphasize the importance of independent oversight structures in promoting reliable and
transparent financial reporting practices.

On the other hand, board gender diversity did not demonstrate a significant impact on financial
leverage, external audit quality, or financial reporting quality. This finding may reflect contextual and
institutional factors within the organizational environment of the studied company. In some developing
economies, the presence of women on boards may remain symbolic rather than influential in strategic and
financial decision-making processes. Therefore, gender diversity alone may not necessarily improve
financial reporting quality unless accompanied by effective participation and institutional support.

Overall, the study concludes that improving financial reporting quality in transportation companies
requires strengthening corporate governance structures, enhancing board effectiveness, supporting
independent audit committees, improving debt management, and employing high-quality external
auditors. The findings highlight that financial reporting quality is not solely the outcome of accounting
procedures but rather the result of integrated governance, monitoring, and financial management
mechanisms operating simultaneously within the organization.
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