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Abstract 

The study tests the effect of the internal control structure quality (ICSQ) on the firm’s finan-
cial performance using a sample of companies listed in the Egyptian stock exchange. The ICSQ is 
measured by a multi-dimensional index based on COSO framework that measures the ICSQ 
through the existence and function of the 5 COSO components and their related seventeen 
principles and the extent to which the ICS is free from material weaknesses. Firm’s financial per-
formance is measured by the earnings per share (EPS). A pilot study is conducted to include the 
opinion of the financial experts and testing the checklist which is then filled through a content 
analysis of the firm’s financial statements, reports, company’s websites and other published docu-
ments. Research hypotheses were tested using regression models conducted by SPSS packages. 
Results provided evidence that high ICSQ improves the firm’s financial performance of compa-
nies listed in the Egyptian Stock Exchange. The paper was also concerned with studying the in-
dividual impact of each of the five COSO components on the firm’s performance. Results re-
vealed that Control activities was the only component that has a positive significant impact of the 
firm’s performance. The Study also showed a positive and significant effect for firm size and 
firm’s age which were used as control variables on the firm’s performance. 
Key words: Internal Control Structure Quality, Firm Performance, Control Environment, 
Risk Assessment, Control Activities, Information and Communication and Monitoring.   
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  أثر جودة هيكل الرقابة الداخمية عمى الأداء المالي لمشركات
 "دراسة تطبيقية عمي الشركات المقيدة فى البورصة المصرية"

 ممخص البحث
تهدد الدر سد ددىلارددالداتثدداسلدي ددسلدريلددللودرتهيدد لللراددو للاخلدد لدرسااثددىلدر دالخددىل لددالدي د لدر ددارلل

  نددىل ددشلدرشددسلابلدر ى دد للصددالدرروسيددىلدر يددسسىالوادد لتدد لاخددا لدر ت  ددسلدر  ددتى للرلشددسلابلثا ددتا د ل
خ ت دد ل لددالد  دداسل وادولاددو للاخلدد لدرسااثددىلدر دالخددىلو لوناتددتلدرا دد لثا ددتا د ل دشددسل ت دد  لديث ددا 

ئلرىخا لاو للوصا لخىلدر لونابلدرا  لرهخل لدرسااثىلدر دالخىلودر ثا ل COSOدر ا لدرنللوض تتلرانىل
ذدبلدريلىلو  ىلالولاخل لدرسااثىلدر دالخىل شلدرتحسسهابلدراواسسىالأ ال شلدر ت  سلدرتاثعلواولدي د ل
در ددارللرلشددسلابلصىدد لتدد لاخا ددتل ددشلادد. لسدحخددىلدر دده الوادد لتدد لد ددتا د لدر سد ددىلدرتاسسرخددىلرا ددعل سد ل

ل د ل حتدوىلريد لدرتىداسسسلدر ارخدىلدرارسد لدر ار  شلصللاائ ىلدرثحثلدرتدال دت ل لدادالث د لذردخل دشلاد. لتح
ودر  ددتن دبلدر نشددوسلل لددللدر واددعلد ريتسونددالرلشددسلابل حدد لدر سد ددىالوادد لتدد لداتثدداسلصددسو لدر سد ددىل

الوا لأ هسبلنتدائجلدر سد دىلأشللSPSSثا تا د لن اذجلد نح دسلودررسنا جلد حيائللرل لو لد ات ا خىل
دي د لدر ارللرلشدسلابلدر ى د للصدالدرروسيدىلدر يدسسى لل داللاو للاخل لدرسااثىلدر داخىلته الارالت زسز

أوضدددحبلدرنتدددائجلدرتدددن  سلدر  ندددولألود  ادددارللرعنشددد ىلدرساارخدددىل لدددالد  د لدر دددارللرلشدددسلابل وشلثددداالل
در لونابلديسد ىلدياسلأالوصخ ال ت لقلثار ت  سدبلدرساارخىل ح لدر سد ىلوا ال  سلدرشسلىلوحا ها لصىد ل

لدر سد ىل لالتن  سا الدر  نوىلود  اارال لالدي د لدر ارللرلشسلابالأ هسبلنتائجل

او للاخل لدرسااثىلدر دالخى لدي د لدر ارللرلشسلاب لر ئىلدرسااثىل لتى خ لدر ادا س ل :المفتاحيةالكممات 
لأنش ىلدرسااثى لدر  لو ابلود تيا  لدر تاث ىا
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1-Introduction 

Organizations all over the world look forward to achieving their predeter-
mined objectives whether they are profit or not for profit organizations.  Alt-
hough profit organizations seek to maximize profit while non-profit organiza-
tions aim to satisfy the social needs, both need an effective supervision which can 
be reached through a proper internal control structure (ICS) (Burbano & Ostler, 
2017). According to (COSO)1 framework 2013, the internal control structure 
can be defined as “ a process affected by an entity’s board of directors, manage-
ment and other personnel, designed to provide a reasonable assurance regarding 
the achievement of objectives relating to operations, reporting, and compliance” 
(COSO, 2013.p. 3). 

The internal control structure aims to achieve the following three categories 
of objectives: Effectiveness and efficiency of operations, reliability of financial 
reporting, compliance with applicable laws and regulations. That’s why a reliable 
financial reporting process results in increasing the confidence of the public to-
wards the organization to invest in the company, thus it generates revenue, in-
creases the price of the stocks, improves its ability to operate efficiently and ef-
fectively, overcomes the threats and benefits from the opportunities (Njeri, 
2014). Moreover, the compliance to the applicable laws and regulations prevents 
non-compliance cost such as penalties. 

 Effective ICS also safeguards the firm’s assets and avoids the misuse of assets, 
fraud2 and corruption3, hence the effective internal control structure enhances 

                                                           
(

1
) The Committee of Sponsoring Organizations of the Treadway Commission (COSO) is a 

joint initiative of the five private sector organizations: the American Accounting Association 

(AAA), the American Institute of Certified Public Accountants (AICPA), the Financial Execu-

tives International (FEI), the Institute of Management Accountants (IMA) and the Institute of 

Internal Auditors (IIA), formed in 1985. It is dedicated to provide leadership through the de-

velopment of frameworks and guidance on enterprise risk management, internal control and 

fraud deterrence (Protoviti, 2017). 
2
 Fraud is an intentional act by one or more individuals among management, those charged 

with governance, employees, or third parties, by using deception to obtain an illegal advantage 

(IFAC, 2014). 
3
 Corruption is defined as the abuse of power or use of position of trust for private gain (Iones-

cu, 2010).  



Salma Essam Lotfy; Prof. Shehata Elsayed Shehata;  Dr. Maha Shafik Ramadan    The Effect of  Internal…  
 

 

4 
 

the financial performance since according to Njeri (2014) the financial perfor-
mance is defined as the firm’s ability to operate efficiently, profitably, survive, 
grow and react to the environmental opportunities and threats. 

Moreover, financial performance is defined also as a measure of company’s 
policies, procedures and operations in monetary terms and also the firm’s overall 
financial health over a given period of time (Kinyua et al.,2015). Companies 
need to measure their financial performance as a base for various decisions such as 
manager’s incentives decisions, since financial performance is used as a base to 
calculate the incentives. Another importance for the financial performance 
measure is to compare between the past and current performance of the firm to 
decide whether the organizational operations or policies need to be improved.  

Egyptian companies need to focus on tools to improve their financial perfor-
mance to solve the current financial difficulties they face (Mohamed, 2020; Ibra-
him, 2017). However, many companies in Egypt are suffering critical financial 
problems due to the severe inflation, financial and economic circumstances (Mo-
hamed,2020; Ibrahim, 2017). This situation increases the likelihood of risks, er-
rors, fraud, corruption, waste, misuse of firm’s assets, meanwhile it decreases the 
efficiency and effectiveness of their operations, the reliability of financial report-
ing and the compliance with applicable laws and regulations (Njeri, 2014). All 
these problems need an effective internal control structure to be applied so that 
the organizations can improve their financial performance. On the other hand, 
the financial problems faced by the Egyptian managers nowadays demotivate 
them from applying and implementing an effective internal control structure as 
implementation costs the organization a lot of resources such as time, effort, per-
sonnel and money (Mohamed,2020; Ibrahim, 2017) mean a while, the internal 
audit practices in Egypt which bear the responsibility to assess the effectiveness of 
the internal control structure are still not mature (El-said, 2015, Ebaid, 2011). 

Due to recent financial scandals, regulators should place a lot of attention on 
the internal control structure as a mean to improve the quality of financial re-
porting and thus the financial performance. Accordingly, the paper aims to study 
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and test the effect of the internal control structure quality on the firm’s financial 
performance using a sample of companies listed in the Egyptian Stock Exchange. 

The study gains its academic importance from highlighting the importance of 
applying an effective internal control structure and its effect on the firm’s finan-
cial performance to help policy makers and researchers to set the regulations 
needed to ensure the quality of the internal control structure and hence improve 
the firm’s financial performance in congruence with recent accounting research 
in foreign countries such as Kenya (Muhunyo & Jagono, 2018; Ng’etich, 2017; 
Mwangi & Muturi, 2018; Mary et al., 2014) , Uganda (Etengu &Amony, 2016; 
Mawanda, 2008), Saudi Arabia (Al-Thuneibat et al., 2015).  

At the same time, the study has also an empirical importance because it directs 
the managers’ attention on the importance of the internal control structure as a 
means to improve the financial performance of the firm. This will motivate them 
to have an effective and efficient internal control structure through continuous 
monitoring and improvement of ICS and training and teaching the staff and em-
ployees how to strengthen the quality of the internal control structure  so that 
they can survive, succeed, maximize profit, achieve their objectives and don’t be 
driven out of the business, which will finally be reflected in improving the firm’s 
financial performance of firms and the economic sector as whole.  

The research contributes to prior literature by narrowing the gap between the 
academic and empirical research in Egypt in studying the relation between the 
internal control structure quality and firm’s financial performance. In addition, 
the research tests its hypothesis empirically not through field methodology using 
questionnaires like most of the studies in this field (Muhunyo & Jagono, 2018; 
Ng’etich, 2017; Mwangi & Muturi, 2018; Etengu &Amony, 2016; Mary et al., 
2014; Aiash, 2014; Gift, 2018; Ejoh & Ejom, 2014).   

The research paper is organized as follows: The study’s hypotheses are formu-
lated and presented in section 2.  Section 3 discusses the research design and the 
measurement of variables, Section 4 presents the empirical results and the discus-
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sion of these results, and finally the last section in the paper is concerned with the 
conclusions and implications for future research.  

2.Literature Review and formulation of Research hypotheses 

2.1 The Internal Control Structure Quality and its Components 

 The internal control structure (ICS) has many definitions, the most known 
one is the definition provided by COSO in 2013 which defined the ICS as  “a 
process affected by an entity’s board of directors, management and other person-
nel designed to provide reasonable assurance regarding the achievement of ob-
jectives relating to operations, reporting and compliance” (Kinyua et al., P.31). 
According to the Institute of chartered Accountants of England and Wales 
(ICAEW), ‘’ internal control system is the whole system of controls, financial or 
otherwise, established by the management in order to carry out the business of 
the enterprise in orderly and efficient manner ensure adherence to management 
policies, safeguard assets and secure as far as possible the  

completeness and accuracy of records’’ (Gamage & Fernando, 2014). Saedi 
and Dastgir (2017) defined the ICS as a ‘’ process that is executed by the manag-
ing council, management and other employees in an institution and its purpose is 
to gain reasonable confidence in achieving the purpose of effectiveness and effi-
ciency of operations, trustworthiness in financial reporting and binding to the 
current rules’’.  Hence, ICS is considered as an approach that enables the manag-
ers to assess how effectively an organization functions and how its resources op-
erate (Mahadeen, Al-Dmour, Obeidat & Tarhini, 2016).  

Another definition for ICS which is provided by the Office of internal con-
trols is, that the ICS is ‘’ the integration of activities, plans, attitude, policies, and 
efforts of the people of an organization working together to provide reasonable 
assurance that the organization will achieve its objectives and mission’’ (Ma-
hadeen et al., 2016). From the above-mentioned definitions, it can be said that 
the internal control structure is a mean and a tool to an end and not the end itself 
and it aims to achieve objectives in one or more separate but overlapping catego-
ries. Moreover, the internal control structure is affected by people at all the levels 
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of the organization. It provides only a reasonable assurance and not an absolute 
assurance to the entity’s management and board (Cheng et al., 2013; Nashwan, 
2018; Onumah, Kuipo & Obeng, 2012). ICS is important since it provides the 
financial statement users with an early warning about future problems (Tseng, 
2007). Regarding the definition of effectiveness, effectiveness means achieving 
the predetermined goals (Gift, 2018).  

According to COSO framework in 2013, there are 3 predetermined goals for 
the ICS: effectiveness and efficiency of operations, reliability of financial report-
ing, compliance with applicable laws and regulations (COSO framework, 2013). 
So, it can be concluded that an organization which has an effective ICS is the 
one which has effectiveness of internal control (IC) over compliance, effective-
ness of IC over reporting, effectiveness of IC over operation (Ying &Niu, 2009). 
In other words, the ICSQ can be measured based on the management’s percep-
tion of how well the three objectives of ICS are met (Jokipii, 2010); the degree 
to which the directors believe the organizational goals have been met or by how 
reliable are the published financial statements, or by the degree of compliance 
with appropriate laws, regulations, rules and guidelines (Onumah et.al, 2012). 
Besides, the effectiveness of ICS depends on the flexibility of the ICS and how it 
is rooted and merged in the processes of the organization. Another definition of 
ICSQ is that it is an ‘’ integrated measurement of internal control capability and 
operational effectiveness’’ (Du &Lei, 2016 p.17). An ICS is considered effective 
when it is built into the entity’s infrastructure and forms an integral part of the 
organization (Ng’etich, 2017). An effective internal control structure increases 
the likelihood that an entity will reach its goals (GAO, 2014). Based on COSO 
framework (2013), researchers concluded that an ICS is considered effective if it 
meets the “key attributes of sound control environment, sound risk assessment 
process, sound control activities, effective information and communication sys-
tem and effective monitoring and evaluation system” (Onumah et.al, 2012, p.6).  

Prior studies measured internal control structure quality through various 
methods such as investment in internal control structures or by voluntary disclo-
sure of auditors’ reports on internal control structures and financial restatements 
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(Khilf &Samaha, 2016). ICS effectiveness can be assessed through the cost of an 
internal audit function, existence of an audit committee (Länsiluoto et al., 2016), 
the existence of internal control structure material weaknesses (ICSMW) (Lai et 
al., 2017). However, a study of Chan et al. (2008) found that the larger the firm’s 
size and firm growth, the higher the probability of management and auditors to 
fail to report internal control structure material weaknesses. Thus, we cannot de-
pend only on reported material weaknesses to evaluate the effectiveness of inter-
nal control structure since sometimes the problems of internal control structure is 
not reported or detected by the managers and auditors or they miss categorize 
them as control deficiencies or significant deficiencies which are not considered 
as material weaknesses. Moreover, SOX is not obliged to be applicable in many 
countries. Even if the firm hasn’t reported material weaknesses this doesn’t mean 
that its internal control structure is effective (Onumah et. al, 2012). In other 
words, the absence of material weaknesses can’t be always by itself work as a 
standalone indicator for the effectiveness of internal control structure.  

That’s why firms have to use other alternatives to measure the internal control 
structure effectiveness to be a supplement to the ICSMW. This can be done 
through indexes that take into consideration more than one aspect since the in-
ternal control structure effectiveness is more a multidimensional concept rather 
than one dimensional concept by considering the relationship between the five 
ICS components and evaluating all of them when firms assess their internal con-
trol structure effectiveness (Länsiluoto et al., 2016; Chen et al., 2017).  

The most common determinant and measure of ICSQ is the presence and 
function of all 5 COSO components of ICS provided by COSO framework 
(Adu-Frimpong, 2015). According to COSO framework (2013), the 5 COSO 
components are control environment, risk assessment, control activities, infor-
mation and communication and monitoring, which should exist and function 
together in an integrated manner to achieve the organizational objectives (Mu-
hunyo & Jagono, 2018). Some studies used all these 5 components to measure 
the ICSQ (Sharma & Senan, 2019; Onumah et al. 2012; Kumuthinidevi, 2016; 
Sultana & Haque, 2011; Wang, 2018; Nashwan, 2018). While others used only a 
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few of them to measure the ICSQ (Etengu & Amony, 2016; Gift, 2018; Mwangi 
&Muturi, 2018; Bett & Memba, 2017). Since the current study used them all to 
evaluate the ICSQ, we have to discuss each one of them in details as follows: 

Control environment: It is considered the tone of the top of the organization 
and its foundation and the base of all other ICS components since it provides dis-
cipline, structure, integrity, ethical values, employee competence, management’s 
philosophy, operating style, the leadership and participation of senior manage-
ment, board of directors and audit committee, assignment of authority and re-
sponsibilities, human resource policies (Frazer, 2016; Gamage & Fernando, 
2014). For this component to be considered as effective, managers should be a 
positive example for the staff in the context of high-quality work and compli-
ance to firm’s policies and regulations. They should also set clearly the firm’s ob-
jectives, set clear job description to ensure that the employees understand their 
tasks and responsibility. The staff should be also rewarded for high qualified work 
for example: incentives (IFAC, 2018). 

Risk assessment: Every organization –regardless its type – is exposed to internal 
and external risks that must be determined, analyzed, managed to reach its objec-
tives, this process is called risk assessment. The company should assess risks con-
tinuously to adjust the mechanisms that are responsible to identify and deal with 
risks related to internal or external changes that arise in its environment, econo-
my, industry, laws and regulations and operating circumstances (Frazer, 2016; 
Gamage & Fernando, 2014).  

Control activities: According to COSO (2013), control activities are policies 
and procedures that assure how management instructions are implemented. They 
include activities such as approvals, authorization, safeguarding of assets, segrega-
tion of duties, physical control, actual results reviews, job rotation and adequate 
documentation. These actions prevent fraud or theft which can result in losses 
(Frazer, 2016).  

Information and communication: Relevant information should be identified 
and communicated in a suitable time so that the people can carry out their re-
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sponsibilities and make decisions adequately. Information systems provide reports 
of operational, financial and compliance and other related information that ena-
ble the users to run and control the business (Frazer, 2016). Effective information 
and communication processes have to be conducted across two levels: external 
and internal communication. For external communication (the relation between 
the firm and the outside stakeholders: financial institutions, regulators, and gov-
ernment agencies) that is done through the published financial statements. Other 
important information for the decision- making process should be also declared 
in separate reports or on the company’s website. Regarding the internal commu-
nication, high quality information should be communicated down, up and across 
reporting lines to all levels of the entity on a timely basis to appropriate person-
nel. The means of communication may be informal (verbal) or formal in form of 
documents and financial reporting (Frazer, 2016). This enable personnel to un-
derstand their responsibilities and tasks so that they can perform adequately their 
key roles to achieve the organization’s objectives and make appropriate decisions. 
Moreover, period meetings should be conducted to communicate any problems 
or new events. This information is needed by management and other personnel 
in charge with governance to enable them to manage the entity through plan-
ning, budgeting, monitoring performance, allocating resources, pricing, and pre-
paring financial statements for reporting purposes. It is also needed to allow them 
to identify, assess, and respond to risk factors to reach the organization goals 
(IFAC, 2018) 

Monitoring: It is a process to evaluate the ICSQ over time to take timely cor-
rective actions. This can be done through ongoing monitoring activities, separate 
evaluations, or a combination of both methods. It can be also conducted via in-
ternal auditor’s evaluations that may help in detecting deficiencies and recom-
mending methods to correct them (Frazer, 2016; Al-Thuneibat, Al-Rehaily & 
Basodan, 2015). For effective monitoring, ongoing monitoring is important to 
be conducted by managers to update the ICS with new changes in the organiza-
tion or in the environment and to correct any detected weaknesses. 
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The importance of an effective internal control structure has its theoretical 
perspectives that shows the importance of its presence and evaluation to the or-
ganization. The first theory is the agency theory which attributes’ management 
opportunistic behavior to the conflicting interests between them acting as agents 
and the owners who are the principals in this relationship (Chenbungwen and 
Kwasira (2014). This conflict is caused by the information asymmetry  caused by 
the separation of ownership and control since the agent has more information 
than the principle –since he as manager is involved more in running the business 
operations and have a direct access to the information- which might affects the 
principle negatively. This raises the need for the principle to check and monitor 
whether the agent is working on behalf of the principal’s best interest or not. 
This could be performed through monitoring activities such as a high-quality 
ICS that includes internal audit, periodical evaluations and ongoing supervisions) 
(Asiligwa & Rennox, 2017; Muhuyo & Jagongo, 2018; Mwangi & Muturi, 
2018; Kisanyanya, 2018). 

The positive accounting theory developed by Watts and Zimmerman (1986) 
can also be used to justify the need for a high-quality internal control structure. 
According to this theory, management opportunistic behavior has different mo-
tives and is driven by self-interest to create wealth and maximize it which raises 
the need for a high-quality ICS as a tool for the investors to monitor the manag-
ers, their behavior and to assure that their actions are in line with the sharehold-
er’s interests (Kisanyanya, 2018). Third, the reliability theory which is the core of 
the current study as it describes the reliability of the system by its ability to com-
plete a certain task within a specified period of time. This could be applied on 
the ICS and its 5 components mentioned before where each component should 
be evaluated whether it is successful and reliable or not and as a result, the entire 
ICSQ is a combination of two possible values ‘’success’’ and ‘’failure’’ which 
based on its components’ reliability (Ng’etich, 2017).  

The last theory that justifies a need for a high quality internal control structure 
is the “Fraud triangle theory” developed in 1971 by Dr. Donald Cressy, where 
he specified three factors that should present for fraud to occur; these are oppor-
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tunity, pressure and rationalization representing the three corners of the fraud 
triangle theory (Gunduz &Önder, 2015; Bonsu, Dui, Muyun, Asare & Amank-
waa, 2018). According to the fraud triangle theory, ICSQ is important since it is 
one of the three corners to commit fraud, it is considered the opportunity and 
chance for the fraudsters to perpetrate fraud and without a high –quality ICS the 
fraud is easy to be committed which highlights the importance of ICSQ.  

2.2 Financial performance  

In general, performance is defined as ‘’ the level of attainment achieved by an 
individual, term, organization or process” (Ghalem, Okar,Chroqui & Semma, 
2016 p.3). While in the business field, performance is understood as the ability of 
a company to reach its objectives and fulfill its expectation (Grüning, 2002). Ac-
cording to Krause (2005), Performance refers to the level of achievement of pre-
determined objectives or it answers the question of how well or badly a work is 
done (Ghalem et al., 2016). The organizational performance can be divided in 
various types of performance such as operational performance that can be reflect-
ed by the quality of products and services and cost of production (Jahanshahi, 
Rezaei, Nawaser, Ranjbar & Pitamber, 2012). Customer related performance is 
also another component of organizational performance that can be measured by 
customer satisfaction, number of customers’ complaints, solutions provided for 
customers in case of complaints, number of shipments returned because of poor 
product quality (Bosilj-Vuksic, Milanovic & Indihar-Stemberger, 2008). Em-
ployee performance is also one of the types of performance that influences the 
organizational performance. It refers to how well the employees perform the 
tasks assigned to them. This type of performance can be improved by employee 
trainings to allow them to minimize waste and time while working and operate 
in an effective and efficient way. It can be measured by employee self - assess-
ment report or an assessment report that is filled by the employee’s manager or 
employee’s peers. (Anitha, 2014). The most common type of performance espe-
cially in the accounting field is the financial performance that can be reflected by 
ROA, ROE, ROS, ROI, EPS, sales growth and profit growth (Jahanshahi et 
al., 2012).  
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Performance measurement is a process of quantifying the efficiency and effec-
tiveness of past actions to determine how well these actions are done in relation 
to the predetermined plan (Gift, 2018). The firm’s performance management is 
important for any firm to reach an effective management since it measures the 
outcomes to determine if the company and its processes need improvements (Al-
Matari, Al-Swidi & Fadzil, 2014). These measurements also provide significant 
information to help the managers to monitor the performance and identify need-
ed progress – if any -, improve motivation, detect and communicate problems. 
That’s why we can conclude that the performance evaluation is to the firm’s best 
interest. The firm’s performance measurements are usually categorized into two 
different categories these are: financial performance (that can be measured by re-
turn on assets, profit growth, return on investment, these information can be ex-
tracted from the financial statements and reports) and non-financial performance 
(such as quality of products and services and customer satisfaction). The former 
provides information about past performance that can be easily measured in 
terms of money while the latter is more common measured by qualitative 
measures such as quality, innovation and customer satisfaction (Tavakoli & Abu 
Talib, 2014). In the current study we will focus on the financial performance 
which depends mainly on accounting - based indicators to be the dependent 
variable of the study. 

Financial performance is considered the top priority of an entity (Al-
Thuneibat et al., 2015). One of the most important goals of the company is to 
enhance and improve their financial performance (Kinyua et al., 2015). It can be 
defined as a process of measuring the results of a firm’s policies and operations in 
money terms (Etengu & Amony, 2016). In other words, it presents the ability of 
an organization to run its operations efficiently to be able to create profits 
(Kisanyanya, 2018). It gives information about the overall financial health over a 
given period of time. Financial performance is a measure of company’s policies, 
procedures and operations in monetary terms. In other words, it measures the 
firm’s overall financial health over a given period of time (Kinyua et al., 2015). 
The financial performance is also defined by Njeri (2014) as the ability to operate 
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efficiently, profitably, survive, grow and react to the environmental opportuni-
ties and threats. Managers use financial performance also to evaluate and compare 
the firm with its competitors in the same year or to compare the firm’s perfor-
mance of the same firm for different years to know its trend whether it is im-
proving or is experiencing a deterioration in its performance. This is important 
to decide whether the firm needs improvements or correction of weaknesses. 
The financial performance of the organization is important to many stakeholders 
whether inside or outside users, the inside users such as the managers who need 
to know the financial performance to evaluate how well they performed their 
tasks and to determine the incentives they will receive based on the financial per-
formance, this appraisal of the manager’s performance motivate the managers for 
better revenue generation (Beeler, Hunton & Wier, 1999; Kinyua et al., 2015). 
In this context they use some indicators to evaluate the financial performance 
such as the key ratios (ROA, ROI, and ROE), trends (sales, profit, and growth), 
and operating statistics or through variance analyses between budgets (forecasts) 
and actual performance or by departmental performance reports (Ng’etich, 
2017). 

On the other hand, external users seek to know the firm’s financial perfor-
mance because it plays an important role in their decision - making process, for 
example the creditors will decide whether to lend the organization. Schneider & 
Church, (2008) found a negative relationship between lender’s decisions and the 
disclosure of material weaknesses of internal control structure, also the suppliers’ 
decision whether to deal with the organization or not. Moreover, investors de-
cide whether and how to allocate their resources in the organization (Tavakoli & 
Abu Talib, 2014). Besides, it is considered as an indicator to know how well the 
enterprise is achieving its goals and objectives specially the financial ones (Gift, 
2018). It explains the firm’s success over a certain period (Al-Matari et al., 2014). 
From the shareholder’s perspectives, the financial performance is a measure of 
how better off the shareholder is at the end of a period in comparison to his state 
at the beginning (Ng’etich, 2017). It is also a measure of the added value a com-
pany has provided to its shareholders over the total amount of their investments 
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(Eniola et al., 2016). High financial performance of the company indicates that 
the firm succeeded in reducing the waste related to its processes and that it 
achieved its objectives and mission in terms of being efficient, effective and eco-
nomical meanwhile reaching customer satisfaction (Kinyua et al., 2015; Ejoh & 
Ejom, 2014).  

2.3 Hypotheses Development 

Low quality and ineffective ICS could increase the risks faced by the firm 
(Ashbaugh-Skaife, Collins, Kinney & Lafond (2008). Low ICSQ is a sign that 
the firm’s financial reporting is less reliable, hence the risks which can raise inves-
tors’ concern about the reliability of financial reports. High risk levels can nega-
tively affect the firm’s value and reputation (Ashbaugh-Skaife et al., 2008). Firms 
with low ICSQ are valued 13% lower (reflected by a decrease in stock prices) 
than firms with high ICSQ (Li et al. 2016). The disclosure of the ICSMW (a 
proxy for low ICSQ) has a negative effect on the firm’s value due to the negative 
market reactions, whereas the correction of such weaknesses in the following 
year improves the stock performance which lessen the public concern towards 
the company and motivate investors to invest in the firm which has a positive 
effect on the firm’s financial performance.  

Regarding the reputation, firms with high quality ICS with no material 
weaknesses and low risk level usually have good and strong reputation since rep-
utation represents ‘’the extent to which external stakeholders see the firm as good 
or bad’’ and it is also the picture of how the public view the firm and its opera-
tions. Good reputation can positively affect the firm’s financial performance be-
cause it is an indicator for the customers that the firm’s products and services are 
valuable, thus; they are ready to pay more for them which is reflected in higher 
revenues according to Roberts and Dowling (2002). From another point of 
view, employees are motivated to work harder in firms with high quality ICS 
and good reputation which could decrease salaries expense and the remuneration 
costs for these firms.  This could be reflected in better cost savings and higher 
profits which in turn improves the financial performance of these firms. Besides, 
shareholders and suppliers are also less concerned about risks while dealing with 
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such firms, so they offer better deals to the firm which results in enhancement of 
firm’s financial performance (Roberts & Dowling, 2002). 

From an audit perspective, firms with high ICSW and low ICSQ could suffer 
higher audit fees. This is because auditors for these firms need more time and ef-
fort conducting audit procedures and thus may ask for higher audit fees for these 
extra efforts and as a compensation for potential litigation risk they can face from 
unknown material misstatements since these weaknesses are considered as risk 
factors that can result in material misstatements in financial reports (Lee, 2018). 
Not only this, but the weak ICSQ could misrepresent outsiders’ interpretation of 
the firm’s financial statements by turn can expose it to noncompliance fees and 
litigation expenses which are considered also as additional expenses that reduce 
the financial performance. 

In addition to this, low quality ICS might stimulate managers to make incor-
rect investment decisions that motivates managers to use the organizational re-
sources inefficiently and inadequately and to allocate the cash flow resources in 
inadequate and non-profitable investment projects that could increase manage-
ment’s compensations and rewards and prioritize their own interests at the ex-
pense of shareholders (Saedi &Dastgir 2017). From another perspective, low 
quality ICS with ICSW decreases the information quality thus the investors per-
ceive this information as unrealistic and noisy, hence they reevaluate the firm’s 
risks and future cash flow and might ask for higher risk premiums. This could 
stimulate managers to reduce the firm’s investment levels and by-pass good in-
vestment opportunities because investors could not be willing to finance projects 
for firms suffering from ICSW (Sun, 2015). Such weaknesses could act as indica-
tors for the riskiness for future operations which will result in negative market 
reactions and investors’ uncertainty about the company (Schneider & Church, 
2008). 

In sum, reviewing the results of above mentioned studies, it can be argued 
that ICSQ has a positive effect on the investment level and investment efficiency 
which positively impacts the firm’s financial performance. Accordingly, the main 
research hypothesis can be stated as follows: 
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H1: Higher internal control structure quality positively impacts the fi-
nancial performance of firms listed in the Egyptian Stock Exchange 

Many research papers focused on studying the effect of each of the five com-
ponents of the internal control structure individually. Etengu and Amony (2016) 
examined the impact of some of the  control environment, control activities and 
monitoring- on the budget performance, financial reporting as proxies for finan-
cial performance by using 5 moderating variables: qualifications, experience, 
availability of funds, change in policy and information technology. Results re-
vealed that control environment, control activities and monitoring significantly 
impact the financial performance, since control environment contributes by 21% 
of the changes in financial performance, the control activities contributes by 23% 
and monitoring contributes by 26% of these changes. Mwangi and Muturi (2018) 
confirmed these results using semi-structured questionnaire distributed to 1102 
employees in super markets in Kenya and provided evidence that the control ac-
tivities and monitoring positively and significantly affects the financial perfor-
mance.  

Al-Thuneibat et al. (2015) investigated the effect of each of the five COSO 
components individually and found that firms having a strong control environ-
ment can positively affect their financial performance. They argued that if man-
agement is harsh towards wrongdoing, employees would await rigorous penalties 
and only this will discourage employees to perpetrate fraud individually or in 
collusion with others (Magu & Kibati, 2016). Moreover having competent em-
ployees, staff and managers who have the knowledge and skills to perform their 
assigned tasks properly increase the financial performance because when the op-
erations are done by skilled people, they will be usually efficient and effective 
with low level of errors and waste and this will affect the financial performance 
positively.. This agreed with Paul (2015) who concluded that firms with strong 
corporate governance – which is one of the most important components of con-
trol environment – have higher valuation, higher profits and higher sales growth.  

A company that has a strong control environment, is a company that has a 
strong management system, the management gets focused about the operation of 
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the system and gives feedback to the junior officers about the operation of the 
system which in turn positively affects the firm’s financial performance 
(Njeri,(2014), Kinyua, Gakure, Gekara & Orwa (2015) and Bett and Memba 
(2017),  

Accordingly, the first research sub-hypothesis can be formulated as follows:  

 H1a: Higher quality control environment of the firm’s internal control 
structure positively impacts the financial performance of firms listed 
in the Egyptian Stock Exchange 

Concerning risk assessment, Al-Thuneibat et al., (2015) believed that through 
identifying risks, assessing the likelihood of their occurrence and determining the 
actions that manage and mitigate the risks and their consequences, the volatility 
in financial performance can be reduced which can be considered as a positive 
impact on financial performance. Mualeetharan (2013), (Njeri, 2014; Bett & 
Memba, 2017) added in this respect that when the managers determine the suita-
ble and desired organizational objectives and therefore the risks related to the at-
tainment of these objectives, they can easily respond to these risks to reduce the 
critical risks such as fraud risks. The mitigation of the risks positively affects the 
firm’s financial performance. Accordingly, the second research hypothesis can be 
formulated as follows: 

H1b: Higher quality risk assessment of the firm’s internal control struc-
ture positively impacts the financial performance of firms listed in 
the Egyptian Stock Exchange  

For control activities, studies found contradicting evidence regarding the ef-
fect of this component on the firm’s performance. Ejoh and Ejom (2014) failed 
to find an evidence for the existence of a significant effect of control activities on 
the financial performance of Cross River State College of Education in Tertiary 
Institutions in Nigeria. On the other hand, Al-Thuneibat et al., (2015) showed 
that including such policies and procedures that help ensuring that the manage-
ment directives are carried out as segregation of duties, authorization, documen-
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tation, physical count over assets help in enhancing the firm’s financial perfor-
mance.   

Njeri (2014) argued in this respect that the execution of control activities such 
as segregation of duties, implementation of corrective action to respond to 
weaknesses, train the staff how to implement the accounting and financial man-
agement system in an appropriate way, the safeguarding of the company’s assets 
will positively affect the firm’s financial performance. Mwangi and Muturi (2018) 
studied one of the most important control activities which is the actual review 
for example the budget review that compares the actual expenditure and the 
budgeted expenditure, determine the variance (if any) and explains the reasons 
for the variance. These reviews in line with the security system to safeguard the 
assets rise the cost of committing fraud and this decrease fraud and increase the 
firm’s financial performance. This is in line with the studies of Etengu and 
Amony (2016), Ibrahim, Diibuzie and Abubakari (2017) and Muraleetharan 
(2011) that showed that control activities have a positive and significant effect on 
the financial performance, hence the third research sub-hypothesis could be stat-
ed as follows:  

H1c: Higher quality control activities of the firm’s internal control struc-
ture positively impacts the financial performance of firms listed in 
the Egyptian Stock Exchange 

With respect to information and communication, Al-Thuneibat et al., (2015) 
emphasized that having a high quality information system that positively influ-
ences the management ability to make proper decisions such as investing in prof-
itable projects, decrease costs, increase capabilities, set plans to increase sales and 
revenues may enhance the financial performance if the correct information is 
transferred on time by a strong information system to appropriate parties. Be-
sides, a strong information system makes sure that all the employees at all levels 
of the organization fully understand ICS and the tasks they are required to exe-
cute and hence they will follow it correctly and accordingly, improve the finan-
cial performance of the organization. Bett and Memba (2017) adds that an effec-
tive information and communication system can be achieved through setting 
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clear guidelines and policies throughout the organization as a weak information 
and communication system can encourage the staff to commit fraud and embez-
zlement which results in loss of revenues  Accordingly, the forth research sub-
hypothesis can be stated as follows: 

H1d: Higher quality information and communication component of the 
firm’s internal control structure positively impacts the financial per-
formance of firms listed in the Egyptian Stock Exchange 

Finally, monitoring can help improve the firm’s financial performance. Ac-
cording to Al-Thuneibat et al. (2015)  by continuously evaluating the effective-
ness of the ICS to take timely corrective actions, firms can better be able to de-
tect deficiencies, recommend methods to correct them which increase the effi-
ciency and effectiveness of operations and hence increase the financial perfor-
mance. Njeri (2014) added that the periodic and continuous assessment of the 
internal control structure to make sure that it is working as intended is important 
to timely correct any weaknesses of the internal control and avoid their reoccur-
rence in the future, thus monitoring positively affects the financial performance 
(Njeri, 2014). This agrees with many previous studies such as Ibrahim et. al., 
(2017), Mwangi  and Muturi (2018), Muraleetharan (2011) and Etengu and 
Amony (2016) that concluded that monitoring has a positive and significant im-
pact on the financial performance. Accordingly, the last research sub-hypothesis 
can be stated as follows:  

H1e: Higher quality monitoring of the firm’s internal control structure 
positively impacts the financial performance of firms listed in the 
Egyptian Stock Exchange 

3. Research methodology 

The empirical study aims to test the impact of the ICSQ on the financial perfor-
mance of the companies listed in Egyptian Stock Exchange in addition to testing 
the impact of each of the 5 COSO components of the ICS individually on the 
firm’s financial performance. 
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3.1 Population and sample of the study 

The population of the study consists of all listed companies in Egyptian Stock 
Exchange after excluding the financial companies due to their special nature that 
is different from the nonfinancial companies (Sharawy, 2016; Ali, 2018).   

The study used secondary data extracted from publicly available reports by 
companies listed in the Egyptian Stock exchange during the period from 2012 
until 2017. This period was selected because Egypt went through two major 
changes that had a huge effect on the Egyptian economic environment. These 
events are the Egyptian revolution in 25th of January in 2011 and its long-term 
effect on the next years in addition to floating the Egyptian currency in Novem-
ber 2016. Sixty companies were selected during the above-mentioned sample 
period resulting in 360 firm year observations.  

3.2 Definition and Measurement of Study Variables 

3.2.1. Measurement of Internal Control Structure Quality (ICSQ) 

This is the independent variable defined as “integrated measurement of inter-
nal control capability and operational effectiveness’’ (Du &Lei, 2016 p. 17). 
ICSQ is determined by the effectiveness of the internal control structure in terms 
of absence of material weaknesses, the existence and function of the 5 COSO 
components and its 17 COSO principles measured by the internal control struc-
ture quality index (Chen et al., 2017) based on the COSO framework and the 
analytical hierarchy process (AHP) method which is used to quantify a qualitative 
problem through decomposing a complex problem into easier sub problems.  
Because each item of the evaluation structure has different effect on the firm’s 
internal control structure quality, a different weight is given to each item.  

The framework includes five COSO components: control environment, risk 
assessment, control activities, information and communication, monitoring. 
Each one of them contains more than an evaluation item. The overall structure 
consists of 5 levels and 77 indicators (in terms of questions in the checklist based 
on 5 COSO components. The first level includes the five COSO components 
where each of them is assigned a weight using pilot study while the second level 
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includes 17 items used to measure the previous five components. Meanwhile the 
third level contains 21 items related to the previous 17 items that are measured 
through 77 items that are presented in the form of questions to measure the ef-
fectiveness of each component of the above level and the commitment to it 
(Chen et al., 2017). In the fourth level, the checklist includes two groups of 
questions based on how they are answered: The first groups of questions are an-
swered by 1 or 0 (1 for yes, 0 for no or vice versa for questions that imply nega-
tive attitude) and the second group of questions are having standardized answers 
(Chen et al., 2017). To standardize the score which is considered the answer of 
the question, the actual score on this item for the evaluated firm is divided by the 
maximum score on the same item for all the listed companies in the sample 
(Chen et al., 2017). For example for the question “IC41101” that asks about the 
number of board meetings, if the actual number of the board meetings is 12 
meetings for a particular firm and the maximum number for meetings for all the 
evaluated firms in the sample is 24 meetings, then the standardized score for this 
item is 0.5 (12/24). 

After calculating the ICSQ index for each company of the 60 Egyptian listed 
companies, the degree of each company’s commitment to ICSQ. This is done by 
calculating the mean of the overall ICSQ index to set it as a cutoff point and the 
mean of the ICSQ index for each company through the 6 years starting from 
2012 till 2017 to reflect the degree of commitment to ICSQ for each company 
and then setting a decision rule according to which the researcher will decide 
whether the sampled firms have high or low ICSQ (Kumuthinidev (2016) as fol-
lows:  

If the Mean of the ICSQ index of the company ≤ mean of the overall ICSQ 
index, then this implies a low ICSQ, and  

If the mean of the ICSQ index of the company > mean of the overall ICSQ 
index, then this implies a high ICSQ  

Applying the previous decision criteria and rules, the mean of the overall 
ICSQ index is 0.389 which is almost 39%. This implies that the Egyptian com-
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panies score 39% out of 100% which is a low score since it doesn’t reach even the 
average (50%). This indicates that the Egyptian companies have a low ICSQ and 
they should put more emphasis to improve their ICSQ. By considering the mean 
of each company individually, the researcher concluded that 32 company out of 
60 companies have a low ICSQ while the remaining 28 company has a satisfac-
tory ICSQ. In other words, almost 54% of the companies in the sample suffer 
from low ICSQ which can be logically explained due to the poor ICS regula-
tions in Egypt. Such results agree with a study conducted in Ghana (Onumah et 
al. (2012) and can be attributed to the fact that these developing countries such as 
Egypt and Ghana have no mandatory regulatory requirements for listed firms to 
make any disclosure on the state of their ICS (Samaha, Dahawy, Hussainey and 
Stapleton (2012).  

3.2.2 Financial performance 

 Is the firm’s ability to operate efficiently, profitably, survive, grow and react 
to environmental opportunities and threats (Njeri, 2014) which measured by 
earnings per share (EPS). EPS are the portion of the company’s profit allocated to 
each outstanding share of a common stock. It is calculated by dividing the net 
income after subtracting the dividends on preferred stock over average outstand-
ing shares (Magu, 2012; Al-Thuneibat et al., 2015). This measure was selected 
since it is one of the most important indicators in financial reports representing 
the company’s after-tax profit per share. It is a relatively objective and direct ra-
tio indicator that measures corporate profitability and can better reflect operating 
conditions (Yang, Gan, Su, 2020; Al Thuneibat et al., 2013 and Paul, 2015) 

3.2.3 Control variables of the study 

Firm’s size: Prior studies concluded mixed results concerning the effect of the 
firm’s size on the financial performance. Some studies of them showed a negative 
effect based on the structural inertia theory that states that as the organization be-
come larger, the degree of bureaucracy increases. This makes the managers refuse 
any new changes which results in a deterioration in the profit levels (Ilaboya & 
Ohiokha, 2016). On the other hand, other studies provided an evidence that the 
firm’s size affects the firms’ financial performance positively. Large firms can ben-
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efit from economies of scale, higher power and higher competitive level, which 
give them the chance to enjoy better and higher financial performance (Liargo-
vas& Skandalis, 2010). Firm size is measured by the natural logarithm of client’s 
total assets (Chan et al., 2008; Ali, 2018). 

Firm’s age: An approximate measure of how young or old is the company and 
its ability to maintain its image (Ali, 2018). The firm’s age can be reflected by the 
number of years from the firm’s founding (Ilaboya & Ohiokha, 2016). The im-
pact of age on firm’s financial performance is controversial. Some previous stud-
ies agreed that there is a positive impact of the firm’s age on the financial perfor-
mance. Firms which are mature in R&D generate more profit comparatively to 
younger non-innovative firms (Rafiq et al., 2016). Another study of Ilaboya and 
Ohiokha (2016) found a  significant positive relationship between firm’s age, 
firm’s size and profitability as one of the measures of financial performance , 
which is consistent with the theory of learning by doing since the productivity 
and efficiency of the firms increase over time through learning from their past 
experience, in other words as the age of the firm increases, the productivity of 
the firm increases and thus its financial performance (Balk & Gort, 1993).  Hence 
there is a significant positive impact of the firm’s age on the financial perfor-
mance (Chen et al., 2017). On the other hand, based on the liabilities of obsoles-
cence, organizational performance decreases as age increases. This decline is due 
to the environmental drift resulted from the manager’s belief that the firm is too 
old to change (organizational inertia). The liabilities of obsolescence assist in ex-
plaining this negative impact of the firm’s age on the financial performance. 
They provide an evidence that aging organization with the same strategies results 
in an external mismatch with the environment which results in an internal ineffi-
ciency arising from the organizational aging (Ilaboya & Ohiokha, 2016). The 
firm’s age is measured by the natural logarithm of the number of years since a 
firm’s founding (Ali, 2018). 
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Table 1: Description and measurement of variable for simple  

regression analysis 

Variable Measurement 
Independent Variable:  
Internal control structure quality 

Internal control structure quality index (Chen 
et al, 2017) 

Control Environment (CE)  Control environment quality index 
Risk Assessment (RA) Risk assessment quality index 
Control Activities (CA) Control Activities Quality index 
Information and Communication (IC) Information and Communication index  
Monitoring (MO) Monitoring index 

Dependent Variable:  
Financial performance 

EPS is calculated by dividing the net income 
after subtracting the dividends on preferred 
stock over average outstanding shares (Mugwe, 
2012). 
 

Control Variables: 
Firm Size: 
 

Natural logarithm of client’s total assets (Chen 
et.al, 2017; Ng’etich, 2017) 

Firm Age Natural logarithm of the number of years since 
a firm’s founding (Ali, 2018) 

4. Empirical Results 

This part of the research includes the statistical analysis results. The researchers 
used a group of statistical analysis as person correlation analysis and regression 
analysis 

4.1Correlation Matrix           

Table (2) presents the correlation matrix of the research variables. The results 
show that there is a significant positive correlation between the internal control 
structure quality (ICSQ), control environment, risk assessment, control activities, 
monitoring and the firm’s financial performance at 0.01 level of significance. 
While the correlation between the ICSQ and information and communication is 
positive and significant at significant level less than 0.05. Regarding the correla-
tion of each of the 5 COSO components independently, we can conclude that 
there is a positive and significant correlation between control environment, risk 
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assessment, ICSQ and monitoring at significant level less than 0.01. On the other 
hand, there is a negative significant correlation between control environment, 
information and communication at the same level of significance. Meanwhile at 
a significant level less than 0.05, the control environment has a positive and sig-
nificant level with control activities. Concerning the risk assessment component, 
analysis showed a positive and significant correlation with ICSQ, control envi-
ronment at the 0.01 and 0.05 significance levels.  

Control activities had a positive and significant correlation with monitoring 
and firm’s age and firm’s financial performance at significant level less than 0.01. 
For information and communication component it has a positive and significant 
correlation with firm’s age at significant level less than 0.05.  

Regarding the Monitoring component, it has a significant and positive corre-
lation with firm’s financial performance at significant level less than 0.05. Con-
cerning the firm’s size, it has only a positive and significant correlation with risk 
assessment at a significance level less than 0.05. Regarding the firm’s age, analysis 
showed a positive and significant correlation with firm’s financial performance at 
a significant level less than 0.01. Concerning the dependent variable (firm’s fi-
nancial performance), it is concluded that it has a positive and significant correla-
tion with ICSQ, control activities and firm’s age at significant level less than 0.01 
and also a positive and significant correlation with monitoring at a significant 
level less than 0.05. 
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Table 2 Correlation matrix 

**Correlation is significant at the 0.01 level (2-tailed) 

* Correlation is significant at the 0.05 level (2-tailed) 

4.2 Research Model  

Multi linear regression analysis is used to test the effect of the independent 
variable on the dependent variable taking into consideration two control varia-
bles which are the firm’s size and firm’s age. Then a multi-linear regression is 
used to test the effect of each of the 5 COSO components (independent varia-
bles) on the firm’s financial performance (dependent variable). The model was 
run using Statistical Package for the Social Sciences (SPSS) (Chen et al., 2017). 

4.2.1 Testing the main hypothesis 

To test the main hypothesis, concerning the effect of internal control struc-
ture quality on firm’s performance, the following research model is used (Chen 
et al., 2017; Njeri,. 2014; Ng’etich, 2017) 

FP= β0 +β1ICSQ+ +β2AGE+ +β3SIZE+e  
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FP= Financial performance of companies measured by EPS. 

β0= the y-intercept or constant 

ICSQ= internal control structure quality level measured by ICSQ index. 

AGE: the natural logarithm of the number of years since a firm’s founding.  

SIZE: the natural logarithm of client’s total assets 

β 1 and β 3= regression coefficient of the study variables. 

e: error term 

The following table represents the result of testing the hypothesis by multiple 
regression model analyzed by SPSS  

Table 3: Result of testing main hypothesis using multiple                 

regression model 

Model Beta t-statistics Significance 
Constant -11.465 -3.206 0.001 
ICSQ 6.245 3.212 0.001 
Firm’s size 0.619 1.996 0.047 
Firm’s age 4.097 2.660 0.008 
R2 0.060                                                                            
Adjusted R2 0.052                                                                            
F 7.602                                                                             
Sig (F) 0.000                                                                           
Dependent variable: Firm’s financial performance (EPS) 

The summary table (3) above shows that the level of significance was p= 0.000 
which implies that the regression model is a suitable and good predictor of the 
effect of the independent variable on the dependent variable. Furthermore, it 
shows that the independent variable (ICSQ) and the control variables (firm’s size 
and firm’s age) contribute to 5.2% (Adjusted R squared) of the variation in the 
dependent variable (firm’s financial performance). Meanwhile, the remaining 
94.8% can be due to other factors that are not covered by the model. 
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The previous table demonstrate the regression coefficient of the predicted 
variables to determine the significance and the nature of the effect of the inde-
pendent variable on the dependent variable. The results indicate that the ICSQ 
(independent variable) (β2=6.245, p=0.001), firm’s size β3=0.619, p=0.047) and 
firm’s age (control variable) (β2=4.097, p=0.008) all have a significant and positive 
effect on the firm’s financial performance (dependent variable). This agrees with 
the study of Ng’etich, (2017) as well as the study of Ilaboya and Ohiokha (2016). 
Accordingly, an increase in any of the three variables will result in an increase in 
the dependent variable; thus; the alternate hypothesis will be accepted. There-
fore, placing the values into the formula of the multiple regression model will be 
as follow: 

FP= -11.465+6.245 ICSQ+4.097 AGE+ 0.619 SIZE +ε 

4.2 Testing Subhypotheses  

In order to test the effect of each of the 5 COSO components on the firm’s 
financial performance individually, a multilinear regression model was construct-
ed in which the 5 COSO components (control environment, risk assessment, 
control activity, information and communication and monitoring) are consid-
ered as independent variables, while the firm’s financial performance measured 
by EPS is the dependent variable. The 5 COSO components are measured by 
the ICSQ index. This relationship can be represented by the following equation: 
(Njeri,. 2014; Muraleetharan, 2011; Ng’etich, 2017; Muhunyo & Jagongo, 
2018; Kisanyanya, 2018) 

FP= β0+ β1CA+β2RA+ β3CA+β4IC+β5MO + β6AGE + β7SIZE + ε       

FP= firm’s financial performance measured by Earning’s Per Share  

β0= the y- intercept or constant 

β1 - β5= regression coefficient, a measure of sensitivity of variable FP to changes 
in independent variables. 

CE: Control environment measured by ICSQ index. 

RA: Risk assessment measured by ICSQ index. 
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CA: Control activities measured by ICSQ index. 

IC: Information and communication measured by ICSQ index. 

MO: Monitoring measured by ICSQ index. 

AGE: the natural logarithm of the number of years since a firm’s founding.  

SIZE: the natural logarithm of client’s total assets 

Table 4: Result of testing subhypotheses using multiple   

regression model 

Model Beta t-statistics Significance 
Constant -10.978 -3.006 0.003 
Control environment 0.050 0.927 0.354 
Risk assessment -0.025 -0.470 0.638 
Control activities 0.195 3.631 0.000* 
Information and 
communication 

-0.050 -0.969 0.333 

Monitoring 0.073 1.382 0.168 
Firm’s size 0.119 2.316 0.021* 
Firm’s age 0.140 2.675 0.008* 
R2    0.092                                                                                         
Adjusted R2 0.074                                                                         
F calculated 5.083                                                                          
Sig (F) 0.000                                                                         
Dependent variable: Firm’s financial performance (EPS) 

The previous table shows that the level of significance was p=0.000 which 
implies that the regression model is significant in predicting the relationship be-
tween the dependent and independent variables. Furthermore, it explains the 
percentage of the dependent variable (firm’s financial performance) that can be 
interpreted by the independent variables (5 COSO component) and the two 
control variables (firm’s size and firm’s age). According to the table, the depend-
ent variable is explained by 7.4% (Adjusted R2) by the independent and control 
variables. Meanwhile the remaining 92.6% can be due to other factors out of the 
scope of the model.  
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The previous table demonstrates the regression coefficient of the predicted 
variables to determine the significance and the nature of the effect of the inde-
pendent variables on the dependent variable. The results indicate that the Con-
trol environment (β1= 0.050, p=0.354) and monitoring (β5=0.073, p=0.168) 
have an insignificant positive effect on the firm’s financial performance. Unlike 
the risk assessment (β2=-0.025, p=0.638) and information and communication 
(β4=-0.050, p=0.333) that have an insignificant negative effect on the firm’s fi-
nancial performance. The only component that positively and significantly affects 
the firm’s financial performance is the control activity (β3=0.195, p=0.000). This 
means that improving the control activities in the firms will result in an increase 
of the firm’s financial performance. Regarding the control variables, the table 
reveals that firm’s size (β6=0.119. p=0.021) and firm’s age (β7=0.140, p=0.008) 
positively and significantly impact the firm’s financial performance. Such results 
agree with Ng’etich (2017), Muhunyo and Jagongo (2018), Etengu and Amony 
(2016) Ibrahim et. (2017) Mwangi and Muturi (2018) and Njeri (2014) while it 
contradicts with (Ejoh & Ejom, 2014) who didn’t find any significant effect of 
control activities on the firm’s financial performance.  

Conclusion 

The study investigated the effect of the ICSQ on the firm’s financial perfor-
mance and showed that the ICSQ has a positive and significant effect on the 
firm’s financial performance. In other words, an improvement of the ICSQ leads 
to an enhancement of the firm’s financial performance. A detailed analysis was 
conducted to investigate which of the 5 COSO components can specifically af-
fect the firm’s financial performance. Results showed control activities was the 
only component that has a significant and positive influence on the firm’s finan-
cial performance, while the other 4 COSO components have an insignificant 
effect on the dependent variable. Firm size and age were used as control variables 
in the study and showed a significant positive effect on the financial performance 
of firms listed in the Egyptian Stock Exchange.  This means large old firms that 
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possess an effective ICS have a chance to have a better financial performance 
than small, young firms and firms with ineffective ICS.  

The study was also able to measure the degree of sampled firms’ commitment 
to high quality internal control structures and found that majority of the firms are 
suffering from a low ICSQ. This could be attributed to the non-regulatory dis-
closure environment in Egypt and the absence of any laws or regulations that 
oblige managers to disclose the companies’ ICSQ status, specially that the inter-
nal audit that bear the responsibility to assess the ICSQ is not mature yet in 
Egypt.   

Accordingly, Egyptian regulatory bodies are advised to mandate the disclosure 
on firm’s ICS and penalizing any breach to such disclosure requirements. This 
will motivate the managers of the Egyptian firms to put great emphasis on the 
ICSQ and thus increase the firm’s financial performance since Egypt has no 
regulatory requirements for listed firms to make any disclosure on the state of 
their ICS. Control activities should be further enhanced due to their unique ef-
fect on firm’s financial performance, by improving the accounting control, 
budget control, property control, operating control and performance. 

The study also provides implications for future research studies as the effect of 
the ICSQ and its components can be further examined on banks’ financial per-
formance. The study can also be replicated with other measures of financial per-
formance such as ROA. ROE in addition to market-based measures such as To-
bin Q and Market share prices. The researchers also recommended the extension 
of the study period to include the effect of the pandemic COVID 19 on the 
firm’s operations, procedures, and financial performance. 
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 المراجع
 أولًا: المراجع بالمغة العربية

أثر المراجعة الداخمية للاستدامة عمى قيمة الشركة فى ظلل الافصلا  ال5102لsaid-(Elدر    لمحمدا) 
الس ددارىل لتددوسدلالللخددىلدراسللة ميداريللة وتجريبيللة –عللو وبللداال واسللراد دورييللا كوظيفللة

 درتااسلالاا  ىلد  لن سسى

 سد دىلل–الأ دسلت ر دقلا دسللدر ادا سل لدالدي د لدر دارالرلشدسلىل5102ل(Sharawy)درشد سدوى لح دا ا
لاالللخددىلدرتادداسلمجمللة كميللة التجللارة لمبحللوث العمميللةت رخىخددىل لددالدرشددسلابلدر يددسسىال

لاا  ىلد  لن سسىالدر   ل

أثر جودة المراجعة الداخمية عملى الحلد ملو السلمون الارتيلادا للودارة ومرلع ال5102ل(Ali) لا لنهدلا
 سد ىلت رخىخىل لالدرشسلابلدر ى  للثارروسيىلدر يسسىالس ارىلل–للغش بالقواام الماليةا

ل لتوسدللغ سل نشوسلالللخىلدرتااسلالاا  ىلد  لن سسىال
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