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The Determinants of Internal Control Weaknesses and its Impact on
the Level of Accounting Conservatism in the Financial Reports:
An Empirical Study in The Egyptian Envircnment
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Faculty of Commerce, Benha Faculty of Comunerce, Benha Faculty of Commerce,
University University Banha University
Abstract:

Internal control weaknesses in the Egyptian listed companies, and
analyze the impact on the level of accounting conserve at is min the
financial reports. To achieve this objective, the study is based on content
analysis method where a sample of (118) financial reports of Egyptian
companies during the year 2015 were examined. Two regression models
were used, one of them to examine the determinants of internal control
weaknesses and the other to examine the impact of this weakness of the
internal control on accounting conservatism degree.

The results show that internal control weakness is negatively associated
with the company's life, the growth of sales and accumulated losses, and
positively associated with the company mergers or acquisitions (as an
indicator of restructuring). While, there is no association between internal
control weaknesses and the number of segments, the quality of audit
committee and resignation of an auditor. In addition, the study found
negative signify cant association between internal control weaknesses and
the degree of accounting conservatism in the financial reports, which
indicates that an increase in the degree of accounting conserve at is linked to
the existence of a strong internal control system.

The study recommends the adoption of high quality corporate
governance practices, in particular relating to the role of audit committees,
to provide adequate financial resources to support a strong internal control
system and enforce listed companies to publish a report on the effectiveness
of internal contrel. Also, it appears that there is a need to revision of audit
standards and legal environment to support the effectiveness of internal
control systems in the Egyptian environment.

Key Words:
Internal Control, Accounting Conservatism, Corporate
Characteristics, Governance Mechanisms , Agency theory.
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**, Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).
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Correlations Sl Ll g 3sail i ¥ Adshas guaass (1Y) ) Jsia

ICW | MTP |INDUS| CS | LEV |AUDTYPE
ICW Pearson Correlation] 1 | -.864" | 195" |-8807|-842" | -468"
Sig. (2-tailed) 000 | .035 | .000 | .000 .000
N 118 | 118 118 | 118 [ 118 118
MTP Pearson Correlation| - 864~ | 1 2217 | 8447 | 7927 | 5527
Sig. (2-tailed) 000 016 | .000 | .000 000
N 118 | 118 118 | 118 | 118 118
INDUS  Pearson Correlation] -.195" | 2217 1 {2387 186 234"
Sig. (2-tailed) 035 | .016 010 | .045 011
N 118 | 118 118 | 118 | 118 118
CS Pearson Correlation] -.880" | .844 238" 1 8277 6197
Sig. (2-tailed) 000 | .000 | .010 | 000 000
N 118 | 118 118 | 118 | 118 118
LEV Pearson Correlation| -842™ | 7927 | 186" | 827" | 1 4747
Sig. (2-tailed) 000 | .000 | .045 | .000 000
N 118 | 118 118 | 118 | 118 118
AUDTYPE Pearson Correlation| -.468™ | 3527 | 234" | 6197 | 4747 1
Sig. (2-tailed) 000 | .000 | .011 | .000 | .000
N 118 | 118 118 | 118 | 118 118

** Correlation is significant at the 0.01 level (2-tailed).
* Correlation is significant at the 0.05 level (2-tailed).
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Coefficients®
Unstandardized | Standardized
Model Coefficients _Coefficients t Sig.
B Std. Error Beta
1 (Constant) 386 .790 1.121 265
ICW -1.767 353 -515 -5.008 .000
INDUS 070 157 0202 449 654
CS 176 092 210 1.906 .059
LEV 119 081 125 1.463 146
AUDTYPE| .383 188 116 2.038 044
R Square 790
R E
F 83.560
N 118 ]

a. Dependent Variable: MTP
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1-Descriptives
Descriptive Statistics

N \ Minimum | Maximum Mean | Std
_ Deviation
1ICW 18 | o0 | 100 |- 339 | 47538
SEG 18 | 100 | 1000 | 51864 | 2.38209
FS | 118 00 1.00 3305 47240
s 118 4.06 10.65 75085 | 1.94324
FA 118 400 | 18.00 87627 | 2.85153
AGL 118 00 1.00 2881 45483
MA 118" 00 1.00 3051 46241
RES 118 | oo | 100 | .3644 48332
SG 18 | -05 28 | 1148 07267
INV 18 | -09 19 | 0273 | .05619
AR 118 | 00 | 10 | 2712 | 44647
ACQ 118 | 1ee | 300 | 22542 73014 ||
BIND 118 03 | 80 | 5598 | 13685 ||
Valid N (listwise) | 118 ‘
.. 2-Regression
Coefficients®
L - | Unstandardized: - [ standardized R R
Model - - Coefficients: | Coefficients AR Sig.
v B | Std. Emor Beta ' o
1 (Constant) 886 790 1.121 265
ICW -1.767 353 _515 | -5.008 .000
INDUS 070 157 020 449 654
CS o176 092 210 | 1.906 059
LEV 119 081 125 | 1463 146
AUDTYPE 383 188 116 | 2.038 044

a. Dependent Variable: MTP
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3-Sensitivity analysis

probit ICW FS FA AGL MA SG AR ACQ

Iteration O:
Iteration 1:
Iteration 2:
Iteration 3:
Iteration 4-:
Iteration 5:
Iteration 6:
Iteration 7:

log likelihood = -75.562319
log likelihood = -26.92812
log likelihood = -19.004423
log likelihood =-16.427051
log likelihood = -15.64327
log likelihood = -15.523275
log likelihood = -15.520159
log likelihood = -15.520157

Probit regression

Prob> chi2

LR chi2(7)
0.0000
Log likelihood = -15.520157

Number of obs
120.08

Pseudo R2

118

0.7946

[95% Conf. Interval]

- V40—

ICW | Coef. Std. Err. . z

4 " .

ES | -.6017911 7513776 -0.80 0.423
FA | -.3894007 1654431 -2.35 0.019
AGL | 1.440704 5410684 2.66 0.008
MA | 1.705062 16614925 2.58 0.010
SG | -10.53724 6.047407 -1.74 0.081
AR | 5581138 7355157 0.76 0.448
_cons | 3.217212 1.828261 1.76 0.078

-2.074464
-.7136633

.3802293

4085607
-22.38994
-.8834705
-.3661136

8708819
-.0651381
2.501178
3.001564
1.315454
1.999698
6.800538
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