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Internal Control Systems & Its Relationships With
The Financial Performance In Telecommunication
Companies ―A Case Study Of Asiacell‖
Amanj Mohamed Ahmed, Akram Ahmed Muhammed
Abstract: The overall objective of this study was to establish the effects of internal controls on the financial performance of Asiacell as a
telecommunication company in Kurdistan Region of Iraq. This was achieved by looking at the effect of control environment, risk assessment, information
and communication, control activities and monitoring on the return on asset of the selected company. The study used both primary and secondary
techniques to collect the data. In the model, the dependent variable is financial performance while the independent variables are the components of
internal controls. After analyzing the audited financial statements and filling the questioners by the employees of the selected company, the findings of
the study showed that there is a significant relationship between internal controls and financial performance. The dependent and the independent
variables in the study indicated a relationship with control environment, risk assessment. Information and communication and control activities illustrated
a positive relationship with the financial performance while monitoring showed a negative relationship with financial performance. The study also found
that, Asiacell had invested on effective internal control systems, thus, it had a better financial performance as compared to the related firms that had a
weak internal control system. The study further recommends that the governing body, possibly supported by the audit committee, should ensure that the
internal control system is periodically monitored and evaluated by the respective managers.
Index Terms: Internal Controls, Component of Control, Financial Performance and Telecommunication Company.
————————————————————

1 INTRODUCTION
INTERNAL controls are strategies set by the companies to
ensure the integrity of financial and accounting information,
meet operational and productivity targets, and transmit
administration arrangements all through the association
(Shokoohi et al., 2015; Channar et al. 2015; Ngari, 2017;
Eniola and Akinselure, 2016; Asiligwa, 2017; Hamed, 2009
and Bett and Memba, 2017). Internal controls work best when
they are connected to the different divisions and manage the
communications between the different business offices (Treba,
2003 and Bett and Memba, 2017). While there is a little
frameworks of internal control are indistinguishable, yet many
center methods of insight in regards to monetary
trustworthiness and bookkeeping rehearses have turned out to
be standard administration hones (Asiligwa, 2017). It is
important that internal controls just give sensible however not
outright affirmation to an entity’s management and board of
directors that the firm’s goals will be accomplished (Hayes et
al., 2005). ―The likelihood of achievement is affected by
limitation inherent in all systems of internal control‖ (Hayes et
al., 2005). Cunningham (2004) states that the framework of
internal control starts as inner procedures with the positive in
order to help the company to meet the destinations.
Administration principally gives oversight actions. It sets the
substance of destinations and has generally speaking
obligation over the internal control systems (Cunningham,
2004). Internal controls are an indispensable piece of any
organization's financial and business approaches and systems
(Nyakundi, 2014 and Vadiei and Kuchaky, 2008).
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Inside controls comprise of the considerable number of
measures taken by the association with the end goal of;
securing its assets against waste, extortion and wastefulness;
guaranteeing precision and unwavering quality of bookkeeping
and working information; guaranteeing consistency with the
strategies of the association; assessing the level of execution
in every hierarchical unit of the association (Enwelum, 2013
and Ngwenya, 2013). To modify the running headings, select
View | Header and Footer. Click inside the text box to type the
name of the journal the article is being submitted to and the
manuscript identification number. Click the forward arrow in the
pop-up tool bar to modify the header or footer on subsequent
pages. Mawanda (2008), states that "there is a general
recognition that establishment and requirement of appropriate
inside control framework swill dependably prompt enhanced
money related execution". It is likewise a general conviction
that appropriately organized frameworks of internal control
enhance the revealing procedure and furthermore offer ascent
to solid reports which improves the response capacity of
administration of a substance. Get ready dependable
monetary data is a key obligation of the administration of each
open organization (Cahill, 2006; Inusah and Abdulai, 2015;
Kaplan, 2008 and Rahmany, 2013). Further, positive financial
performance in a telecommunication company can be
accomplished by annihilating waste in benefits of
administration procedures and framework. The "basic
achievement factor" for a telecommunication company is how
much it satisfies its set goals and mission regarding being
productive, successful and sparing (Hayes et al., 2005 and
Shokoohi et al., 2015). The data acquired from a sound inward
control framework as reflected from monetary articulations will
give a provide details regarding a firm's money related
execution (Hayes et al., 2005). In this essence, internal control
systems are very instrumental in achieving the firm's set
mission and objectives. The main approach to value for money
is the firm's control over the use of resources in order to
achieve its set objectives (Hayes et al., 2005). Thus, head of
departments should establish sound arrangements for
planning, appraising, authorizing and controlling operations in
order to achieve positive financial performance. Dixon et al.
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(1990) also discovered that fitting execution measures are
those which empower associations to coordinate their
activities towards accomplishing their key objectives. Collins
(2014) alludes to execution as the capacity to work effectively,
productively, survive, develop and respond to the natural open
doors and dangers. As of late the part of internal control
framework has accomplished awesome significance since it is
intended to protect the company's resources against abuse,
guarantee consistency with the company's laid arrangements,
guarantee the company's workforce are productively used and
the organization keeps running in a deliberate and effective
way. Therefore, the purpose of this study is to investigate and
establish the relationship between internal control systems and
the financial performance of Telecommunication Company in
Kurdistan Region of Iraq.

2 PROBLEM STATEMENT
Despite the fact that internal control systems have been
considered by many telecommunication companies, but still
they have an issue with poor financial performance,
manipulating financial statements and fraudulent in using the
company’s assets. Thus, this study will investigate to find that
is there any relationships between internal control systems
and financial performance in telecommunication companies.

3 OBJECTIVES OF THE STUDY
The main objectives of this paper are to: (i) show how useful is
internal
controls
to
organizational
performance
in
telecommunication companies, (ii) explorer the relationship
between the components of the internal control and the
financial performance of Asiacell as a telecommunication
company in Kurdistan Region of Iraq.

4 LITERATURE REVIEW
4.1 Theoretical Review
Various theories have been developed on internal control,
internal audit and financial performance. This paper describes
some of them as follows:
4.1.1 Agency Theory
The agency theory proposes that a firm’s main objective is to
amplify the investors’ riches. The theory expresses that the
association comprises of principals who are the proprietors of
the financial assets and the agents who are the supervisors of
the company’s assets (Jensen and Meckling, 1976; Jussi and
Petri, 2004; Tuan 2015; Al-Matari et al. 2014 and Ngari, 2017).
The specialists don't generally partake in the principals
destinations and may on occasion act to promote their own
particular advantages at the investor's cost. Thus, internal
control is one of many mechanisms that used in business to
address the agency problem. Also include financial reporting,
budgeting, audit committees, and external audits. This
argument assumed that providing this additional information to
the shareholders about the behavior of the management
reduce information asymmetry and lowers investors risk and,
therefore, the cost of equity capital (Jensen and Meckling,
1976).
4.1.2 Contingency Theory
Contingency theory is utilized to describe the connections
between the context and structure of internal control
effectiveness and organizational performance, especially
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reliability of financial reporting. Empirical study proposes that
internal auditors who are specialized and higher in internal
audit capacity will accomplish viable internal controls that help
the firm to earn more profit (Cadez and Guilding, 2008 and
Woods, 2009).

4.2 Determinants of Financial Performance
Financial performance alludes to how much budgetary targets
being or has been proficient. It is the way toward measuring
the consequences of a firm's arrangements and operations in
financial terms (Whittington and Pany, 2001). It is a subjective
measure of how well a firm can utilize resources from its
essential method of business and generate revenues (Ejoh
and Ejom, 2014). Financial performance is utilized as a
general measure of a firm's general money related wellbeing
over a given time frame, and can be utilized to look at
comparative firms over a similar industry or to compare
industries or sectors in aggregation. Details, for example,
revenue from operations, operating income or cash flow from
operations can be utilized, as well as total unit of sales (Ejoh
and Ejom, 2014). Further, internal control includes various
techniques and measures that are practiced by the
management to guarantee smooth and monetary working of a
business substance (Kumar and Sharma, 2005). Hence, it is
intended to give sensible affirmation that the entity's general
targets are being accomplished (Ejoh and Ejom, 2014). This is
also supported by Kumar and Sharma (2005), they argued
that clear targets are an essential for an effective internal
control process. The general targets being achieved include;
executing orderly, moral, economical, efficient and effective
operations, satisfying responsibility commitments, consenting
to appropriate laws and regulations and defending assets
against loss, abuse and harm. Internal control consists of five
interrelated components namely; control environment, risk
assessment, control activities, information and communication
and monitoring.
4.2.1 Control Environment
A study conducted by (Ntongo, 2012 and Whittington and
Pany, 2001) the control environment is influenced by the
history and the culture of organizations and has an insidious
influence on the way organization activities are structured.
4.2.2 Risk Assessment
Risk Assessment refers to the identification and investigation
of applicable dangers related with accomplishing the
destinations of the association (COSO, 2011 and Lannoye,
1999).
4.2.3 Control Activities
They include a range of detective and preventive activities
such as; Authorization and approval procedures, segregation
of duties (authorizing, processing, recording, reviewing),
controls over access to resources and records, verifications,
reconciliations, supervision, reviews of operating performance
and reviews of operations, processes and activities (Aikins,
2011 and COSO, 2011 ).
4.2.4 Information and communication
According to Asiligwa (2017) information systems produce
reports that contain operational, financial and non-financial
and compliance-related information and that make it possible
to run and control the operation.
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4.2.5 Monitoring
Ongoing monitoring activities cover each of the internal control
components and involve action against irregular, unethical,
uneconomical, inefficient and ineffective internal control
systems. Monitoring can be achieved by regularly supervising
and managing activities like monitoring of customer complaints
and feedback and audits that conducted periodically by
internal auditors (Bowrin, 2004 and Simmons, 1995).

4.3 Review of Empirical Studies
Mawanda (2008) conducted a research on effects of internal
control systems on financial performance in institution of
higher learning Uganda. In his examination, he explored and
looked to set up the connection between internal control
systems and financial performance in an Institution of higher
learning in Uganda. Internal controls were looked at from the
perspective of control environment, internal audit and control
activities, whereas financial performance focused on liquidity,
accountability and reporting as the measures of financial
performance. The researcher set out to build up the reasons
for steady poor financial performance from the viewpoint of
internal controls. The examination set up a critical connection
between internal control system and financial performance. It
suggests capability profiling in the internal audit division which
ought to be founded on what the University anticipates that the
internal audit will do and what fitting number staff would be
required to carry out this job. The examination accordingly
recognized part of internal audit division to set up internal
controls which affect the money related execution of
organizations. Olumbe (2012) conducted a study to establish
the relationship between internal controls and corporate
governance in commercial banks in Kenya. The researcher
conducted a survey of all the 45 commercial banks in Kenya. It
was presumed that the majority of the banks had joined the
different parameters which are utilized for gaging internal
controls and corporate governance. This was shown by the
methods which were acquired the Kenya’s procedures. The
results demonstrated that banks had established great
corporate governance with a strong system of internal controls
and that there is a connection between internal control and
corporate governance. A study connected by Wainaina (2011)
examined the internal control function. The researcher
established that, other than the prevention and detection of
fraud, internal controls should reflect the quality of the general
bookkeeping condition in an association and in addition to the
precision of its financial and operational records as well.

5 HYPOTHESIS OF THE STUDY
The study attempts to test the following hypothesis:
1- H1: Control Environment and financial performance is
positively correlated.
H0: Control Environment and financial performance is
negatively correlated.
2- H1: Risk Assessment and financial performance is
positively correlated.
H0: Risk Assessment and financial performance is
negatively correlated.
3- H1: Control Actives and financial performance is positively
correlated.
H0: Control Actives and financial performance is
negatively correlated.
4- H1: Information and Communication and financial
performance are positively correlated.

5-
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H0: Information and Communication and financial
performance are negatively
correlated.
H1: Monitoring and financial performance is positively
correlated.
H0: Monitoring and financial performance is negatively
correlated.
TABLE 1
CORRELATION MATRIX

6 RESEARCH METHODOLOGY
6.1 Research Design
The research design that was adopted for this study is
hypothesis testing research design. The study tested the
above hypothesis in detail. This sort of research design that
was chosen subsequent to consider the kind of universe and
its nature, the targets of the study, the testing outline and the
design standard of accuracy. This is because the production of
a sound internal control framework in a telecommunication
company enormously impacts the area of study.
6.2 Nature of the Data
Ary et al. (2006) notes that there are two major sources of data
that can be used by the researchers, that is primary and
secondary data. This study also relied on both techniques.
Primary data was collected by using observation and
analyzing the results of the questionnaires while the secondary
data was gathered from the audited financial statements of
―Asiacell‖ based on availability and accessibility of data.
6.3 Data Analysis
The statistical instrument that was utilized as a part of the
study is Multiple Regression (r2). It was utilized to discover the
relationships between internal controls and financial
performance. Data analysis was finished by utilizing ―Statistical
Package for Social Sciences‖ (SPSS Version 22.0) program,
using one way ANOVA, Regression, and Correlation. The
model communicating and the speculated connection between
the independent variables are (Control environment, Risk
Assessment,
Control
Activities,
Information
and
Communication and Monitoring) and the dependent variable is
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TABLE 2
MODEL SUMMARY

(Financial Performance of Asicell as a Telecommunication
Company in Kurdistan Region). Particularly the regression
model utilized as a part of this study was;
FP = B0 + B1C1 + B2C2 + B3C3+ B4C4+ B5C5+e
Where,
FP – Financial Performance of Asiacell.
B0 - Constant
C1 – Control Environment
C2 – Risk Assessment
C3 – Control Activities
C4 – Information and Communication
C5 –Monitoring
B1 - B5= Measure of sensitivity of variable C to changes in FP
e= Error term

7 DATA ANALYSIS AND INTERPRETATION
7.1 Data Analysis
This section presents analysis and findings of the study as set
out in the research objective and research methodology.
7.2 Response Rate
The study targeted 30 respondents from the Asiacell
employees. Out of the 40 questionnaires administered by the
researchers, 30 filled questionnaires were collected that
translated to 75% as a response rate. According to Babbie
(2002), any response of 50% and above is adequate for
analysis and therefore, the response rate of 75% is
satisfactory.
7.3 Correlation Analysis
The findings from table (1) demonstrated that, there is a
positive relationship between the dependent variable ―financial
performance‖ and the independent variables ―control
environment, risk assessment and control activities‖ and a
negative relationship between ―financial performance‖ and the
independent variables ―information & communication and
monitoring‖. The Pearson’s correlation coefficient between
financial performance and control environment is 0.687, this
means that the two variables move in the same direction. This
implies that an increase in control environment increases the
financial performance of Telecommunication Company.
Information & communication and monitoring affect financial
performance negatively with a Pearson’s correlation coefficient
of -0.051 and -0.323 respectively. This implies that an increase
in information & communication leads to a decrease in
financial performance. The same applies to monitoring.
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In order to explain the percentage of variation in the
dependent variable ―financial performance‖ as explained by
the independent variables, the researchers used the
regression model for determination (R Square) that is obtained
from the above. Based on the analysis, the findings show that
the independent variables contributed to 66.9% of the variation
in financial performance as explained by adjusted R2 of
0.660% while 33.1% is explained by other variables outside
the model and the error term.
7.4.2 Analysis of Variance
The study conducted an Analysis of Variance, in order to test
the impact of the relationship between internal controls and
financial performance of telecommunication company in
Kurdistan Region. The findings were as shown below:
TABLE 3
ANALYSIS OF VARIANCE

From table (3), F value of 10.398 is significant at 95%
confidence level. This is because the P value is greater than
0.05. The result means that control environment, risk
assessment, information & communication, control activities
and monitoring have effect on financial performance directly.
7.4.3 Test for Coefficients
This table demonstrates the level of significance on the
variables, it also provides the standardized and
unstandardized coefficients:
TABLE 4
TEST FOR COEFFICIENTS

7.4 Regression Analysis
The examination was directed to build up the connection
between internal control and financial performance of Asiacell
as a telecommunication company in Kurdistan Region. The
analysis applied the statistical package for social sciences
(SPSS) to register the estimations of the multiple regressions
for the study. Below are the findings;
7.4.1 Model Summary
Below table shows the summary of the regression analysis.
From table (4), the researcher sought to establish the
relationships between internal controls and the financial
performance in telecommunication companies. The following
regression equation was obtained:
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FP = -2.375+0.515X1+.030X2+0.015X3+0.231X4
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8 CONCLUSION

From the above findings, holding the various components
consistent, financial performance is measured by proficient
and powerful usage of internal controls. The consequences of
the various regression models show that there is a positive
connection
between
internal
control
and
financial
performance. This implies that a single unit increases the
results of independent variables (control environment, risk
assessment, control activities, information & communication)
at 0.515, 0.030, 0.015, and 0.231 respectively. Monitoring has
a negative beta coefficient of – 0.149, which indicates that one
unit increases in monitoring will cause to decrease financial
performance by 0.149 and the other indicators remaining
constant. The consequence of the examination demonstrates
that control environment, risk assessment, control activities,
information & communication influence the financial
performance positively, with control environment has a higher
significant impact. The outcome also shows that monitoring
has a negative effect on the financial performance.

7.5 Summary and Interpretation of findings
According to the respondents, it was revealed that the majority
of the HR employees in Asiacell were degree holders. On
whether the functionality of the internal controls of the
organization
affects
the
financial
performance
of
telecommunication company in Kurdistan Region. The results
revealed that most Asiacell as a telecommunication company
had a control environment as one of the functionality of
internal controls that greatly impact on the financial
performance in the company. It was also found that Asiacell
monitored their activities as part of the functionality of internal
control systems. However, some of the telecommunication
companies failed to provide checks and evaluation of control
activities on on-going basis. This showed that, even though
monitoring was an important function of internal control in the
telecommunication company, but not all telecommunication
companies implemented this practice. The statistical results
from the regression analysis show that there is a positive
relationship between internal control and financial
performance of Asiacell. This is demonstrated by the level of
significance, which attained by each of the independent
variables. The result illustrates that control environment has r
= 0.887 at P = 0.000. Monitoring on the other hand shows that
r = - 0.323 at P = 0.124, this indicates that monitoring has a
weak relationship with the financial performance. The
relationship being negative indicates that monitoring and
financial performance move in opposite direction. Table (2)
shows the coefficient of determination and provided that the
independent variables contributed to 66.9% of the variation in
financial performance as explained by adjusted R2 of 0.669%.
This shows that the model was a good predictor. Table (3)
shows the analysis of variance. From this table, the sum of
squares due to regression is (0.98) as explained by five
variables is more than the sum of squares due to residuals
(0.44). This implies that the relationship of the variables
according to degree of freedom of the variables is accurate.
The results in the table means that control environment, risk
assessment, information and communication, control activities
and monitoring reliably predict financial performance.

The main objective of the research was to determine the
relationships between internal controls and the financial
performance (return on asset) of Asiacell as a
telecommunication company in Kurdistan Region. By fully
investing in robust internal control systems, Asiacell was able
to reduce fraud. According to the findings of this paper, the
outcomes
determined
that
some
smaller-scale
telecommunication companies were in want of evaluations of
control activities and independent process checks on a
continual basis. In addition to this, financial constraints had
rendered periodic reviews of the system more challenging.
The study found that a positive relationship had been
established between financial performance with independent
variables for instance ―control environment, risk assessment
and information communication technology‖. The research
also concluded that by investing in robust internal control
systems telecommunication companies had significantly
enhanced financial performance in contrast to those
telecommunication companies that had insignificant internal
control system. Telecommunication companies employees
may not be involved in financial improprieties, they are more
subject to accusations when adequate controls do not exist.
Staff members, management, and other shareholders are
actively engaged in assessing internal accounting
mechanisms in telecommunication companies, which is an
essential area of the firm. To realistically rely on systems of
internal control, it must be designed, maintained, and
frequently reassessed. Unsatisfactory internal controls can
complicate the efficacy of the telecommunication companies,
as well as situate employs in a position where they may be
induced to engage in unethical activities or accounting
practices.
When
adequate
controls
are
lacking,
telecommunication companies employees are more likely to
be involved in financial improprieties.

9 RECOMMENDATIONS
Our study advises Asiacell and other telecommunication
companies to provide feedback to all the shareholders with
respect to the operation of the system, as well as to strongly
encourage and incentivize ethical principles. It is essential that
qualified and professional internal and external auditors should
be employed in telecommunication companies. To ensure
proper control over access to resources and records,
management must be fully committed to the operation of the
system. It is important to realize this commitment,
management must also put in place policies, procedures, and
mechanisms that ensure their directives are effectively carried
out.
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