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A Study of the Impact of Weakness of Internal Control Systems
on The Detection of Financial Fraud in Financial Statements
and Its Impact on Investment Efficiency: An Applied Study on Companies
Listed on The Egyptian Stock Exchange

Abstract

The main objective of this research is to study the impact of weakness of internal control systems on the
detection of financial fraud in the financial statements. And the extent of its reflection on investment
efficiency. To achieve this objective, the researchers examined a sample consisted of (106y companies
listed on the Egyptian Stock Exchange during the period from 2010 to 2024, with (794) observations.
The data was collected and the financial statements, audit and governance data were obtained through the
statements and reports published on the (Icon Thomson Reutersy database - and the statements and
reports published on the Egyptian Stock Exchange website and the Mubasher Misr website - and some
artificial intelligence tools were used to prepare this data so that it would be suitable for statistical analysis,

such as the Manus tool.

To prepare the research the researchers developed theoretical framework based on agency theory,
asymmetric information theory, and signaling theory, and a quantitative methodology using linear
regression models and path analysis to test the research’s hypotheses. This analysis relies on panel data. To
achieve the research's objective, descriptive statistical analysis and correlation analysis were used, in

addition to presenting the mathematical models used to test the reasrch's four main hypotheses.

Multiple linear regression analysis was used to test the first, second, and third hypotheses. For the
fourth hypothesis, mediation analysis was conducted using the Baron and Kenny (1986 model. The
statistical results derived from the data analysis were interpreted using Stata statistical software and
Python programming language, which provides powerful and reliable statistical tools.

The results of the research revealed a positive and significant relationship between the weakness of
internal control systems and fraud in financial statements. It was also concluded that there is a positive and
significant relationship between financial fraud and investment efficiency, in addition to a positive and
significant relationship between the weakness of internal control systems and investment efficiency.
Finally, financial fraud plays a mediating role in the relationship between the weakness of internal control
systems and investment efficiency.

This research contributes to bridging the research gap related to the role of internal control systems as a

tool for improving investment efficiency by reducing the chances of manipulation in financial reports.

KGYWOI'dSZWeakness of internal control systems, financial fraud, investment -efficiency,

governance.
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Cipiall Ll ¢laay) :2-4 (g2

ICW Fraud InvestEfficency Size ROA LEV
count | 793.000000 | 793.000000 | 793.000000 793.000000 | 793.000000 | 793.000000
mean | 0.499369 0.418663 0.002018 15.700989 | 0.055484 0.220741
Std | 0.500315 0.493651 0.004997 1.720896 0.127187 0.217637
Min | 0.000000 0.000000 -0.030000 10.819778 | -1.417562 | 0.000000
Max | 1.000000 1.000000 0.030000 20.000000 | 0.548463 2.098666

(2-4) al) Jgaad st
rclyial) Joa 2000 llaadall i (Say odlel (2/4) a8y Jsaal) (e
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ICW Fraud Invest Efficency Size ROA LEV
ICW 1.000000 | 0.195335 0.078129 -0.264024 | 0.079357 | -0.170166
Fraud 0.195335 | 1.000000 0.278159 -0.127227 | 0.112742 | -0.108445
Invest Efficency | 0.078129 | 0.278159 1.000000 0.009407 | 0.178687 | 0.033737
Size -0.264024 | -0.127227 0.009407 1.000000 | 0.039414 | 0.275327
ROA 0.079357 | 0.112742 0.178687 0.039414 | 1.000000 | -0.362863
LEV -0.170166 | -0.108445 0.033737 0.275327 | -0.362863 | 1.000000
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it = Bo + B1ICW;; + B,Size;; + B3ROA;; + B4LEV; + €;¢ ‘

Fraud

Js¥) Gl SLEAY jlasay) milii :4-4 Jgaa

Coef | stderr T P> T
Intercept | 0.8635 | 0.245 3.521 | 0.000 | 0.382 | 1.345
ICW 0.1601 | 0.036 4.487 | 0.000 | 0.090 | 0.230
Size -0.0247 | 0.011 -2.171 | 0.030 | -0.047 |-0.002
ROA 0.3660 | 0.146 2,503 10.013 | 0.079 | 0.653
LEV -0.0549 | 0.089 -0.617 | 0.537 | -0.229 | 0.120
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Caaly cAdalal) A e & Caaal) o) LS LAIWD) SIED 8 gally Aalal L ol b
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InvestEfficency;; = Bo + f1ICW ; + B2Size;; + B3ROA;; + B4LEV;; + €4 ‘

Y Q) JLEAY sy @il :5-4 Jaaa

coef std err T P> T
Intercept -0.4010 0.198 -2.028 | 0.043 -0.789 -0.013
ICW 0.0675 0.027 2.460 0.014 0.014 0.121
Size 0.0140 0.009 1.536 0.125 -0.004 0.032
ROA 0.5571 0.110 5.082 0.000 0.342 0.772
LEV 0.1766 0.067 2.620 0.009 0.044 0.309
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Coef std err T P> T
Intercept | -0.3125 | 0.181 | -1.725 | 0.085 | -0.668 | 0.043
Fraud 0.2031 0.027 | 7.491 | 0.000 | 0.150 | 0.256
Size 0.0083 | 0.009 | 0.969 | 0.333 | —0.008 | 0.025
ROA 0.5274 | 0.106 | 4.986 | 0.000 | 0.320 | 0.735
LEV 0.1936 | 0.065 | 2.976 | 0.003 | 0.066 | 0.321
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adgia b say e dplaing 3o S Lol 5 o Y
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Aglas) A2 53 zhsall o Y s (Prob (F-statistic) = 1.26e-17)
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Invest Ef ficency;; = o + B11Cw;; + B, Frude; + B3Size; + B4ROA;; +
BsLEV; + €;;

(Asbas) 7z 3gad) gl QAN LERY jlaady) ilii s 7-4 Ja

coef std err T P> T
Intercept -0.3787 0.191 -1.983 | 0.048 | -0.754 | -0.004
ICW 0.0296 0.027 1.094 | 0.274 | -0.023 | 0.083
Fraud 0.1972 0.028 7.130 | 0.000 | 0.143 | 0.251
Size 0.0107 0.009 1.216 | 0.224 | -0.007 | 0.028
ROA 0.5206 0.106 4913 | 0.000 | 0.313 | 0.729
LEV 0.1971 0.065 3.026 | 0.003 | 0.069 | 0.325
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