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Abstract. Effective internal control serves as a safeguard for global firm projects. It safeguards
their assets from depletion and mismanagement while ensuring the enduring sustainability of
enterprises through prudent strategic choices. This study seeks to evaluate the impact of adequate
internal controls on the financial performance of Iragi telecommunications companies. The
survey includes three telecommunications companies: Zain lIrag, Asia Cell, and Korek. Due to
Korek's closure in 2024, the study sample was picked from Zain Iraq and Asiacell. To achieve
the study's objectives and answer its questions, we gathered data on the financial performance of
the companies investigated from financial statements issued on the Iraq Stock Exchange for
2018-2023. Data on the most frequently utilized performance indicators in the strategic decision-
making process were examined. Audited financial statements for the years 2018-2023 were
analysed using the most prevalent financial analysis ratios to assess the efficacy of internal
control. The study found that financial analysis indicators reflect the effectiveness of internal
control in Iragi telecommunications businesses in 2023. However, it failed frequently between
2019 and 2021, which might be attributed to the COVID-19 epidemic and the following
economic impact on all enterprises in other countries worldwide.
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1. Introduction

The telecommunications sector is one of the world's most active and developed sectors,
notably Iraq. Rapid advancements in the telecommunications sector have brought about
substantial alterations at the economic and social levels since 2004. This situation is mainly
linked to the rising internet usage and cell phones. Communications and technology have
become important to the country's social and economic growth. This sector has expanded to
include diverse capabilities that have changed how consumers interact regarding searching for
goods and making purchases, opening their doors to investment projects, and keeping pace with
the global innovation movement and the development of modern technologies. To ensure their
quality and sustainability, telecommunications companies must. .

Internal control is one of the key management functions; without it, it is impossible to
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manage an economic entity effectively. It enables companies to develop and implement
solutions for efficiently using resources. The management system of any company is closely
linked to accounting and control systems. Accounting and control in a company are explained
by the need to produce information related to each fact, which allows for increased efficiency
in the financial and economic activity of the economic entity (Po'latov & F Larionov, 2023).
Effective internal control systems are important not only for the financial performance of
companies but also for their social and ethical responsibilities towards owners and enhancing
public confidence in companies (Alzoubi, 2025). Since financial performance control reflects
the various activities of the company over specific periods, the importance of the financial
function in these companies has increased as a result of the development of capital markets and
economic globalization, in addition to the accompanying complexity and expansion of this
financial function, which has led to the study and analysis of the content of these companies'
financial reports (Lénsiluoto, 2016). The boards of directors of companies bear the ultimate
responsibility for the effectiveness of internal control, as management is responsible for
designing and implementing it and maintaining sound internal control systems. The company's
control system should include internal auditors who can implement adequate controls that
achieve the objectives for which they were established. If the company does not have adequate
internal control, the company's financial statements may contain weak financial performance
(Fourie & Ackermann, 2013).

Investors seeking to invest in equity securities must analyze company factors affecting
revenue. Financial ratios assist investors in comprehending a company's intrinsic value.
Financial analysis encompasses assessing performance and evaluating future cash flow, firm
assets, organizational structure, technology, and human resources. It encompasses
management's financial policy over that period, highlighting its strengths and addressing efforts
to rectify flaws. This enhances the complexities of developing strategic financial or investment
decisions, bolstering the company's ability to survive, flourish, and succeed in a highly
competitive market over time.

This study's findings will assist Iraq's telecom companies in recognizing the need for
efficient performance monitoring to formulate long-term strategies. = Consequently, the
company's market viability will be enhanced, and management's objectives will be achieved.
Telecommunications operators in other countries may also utilize the findings.

2. Literature review

2.1 Effective Internal Control is a Guarantee of Business Success

Control activities, information and communication systems, and internal control (ICS)
components are critical to business success. This has important implications for politicians and
regulators attempting to increase the efficacy of internal control systems in supporting economic
growth in nations. The expanding importance of sustainability across economic sectors involves
recognizing the relationship between compliance with internal control systems and financial
sustainability, which is critical for guaranteeing long-term business continuation. (Hamed,
2023). The internal control system is a risk management framework that helps organizations
seize opportunities and augment stakeholder value. It is a coordinated and interconnected
framework essential to corporate governance requirements. (Harasheh & Provasi, 2022).
Internal controls are a significant mechanism for mitigating fraud, influencing its approach and
reduction (Irwansyah & Zega, 2023). Companies must enhance the effectiveness of internal
control and conserve resources to achieve their objectives by implementing a routine method to
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assess and improve risk management, control, and governance processes (Handoyo &
Bayunitri, 2021).

Practical internal control activities are essential for minimizing risks and achieving
organizational objectives. Numerous studies indicate that management must regularly assess
control activities to ascertain their relevance and implement necessary modifications (Otoo et
al., 2023). A practical ICS enhances operational efficiency. It strengthens the company's strategy
by recreating a vital role in risk prevention across all organizational levels and mitigating risks
that could adversely affect financial performance (Boulhaga et al., 2023). Effective internal
control guarantees the accuracy of financial reports, identifies fraud, evaluates risks, safeguards
assets, and ensures adherence to regulations and laws. These activities enhance confidence in
the efficacy of corporate control environments and may identify opportunities for improving
financial performance (Abdullah, 2023).

2.2 A Conceptual Approach to Financial Performance Analysis

Performance evaluation is part of the control process. It measures the organization's
results using a set of efficiency and effectiveness indicators and compares them to pre-
determined standards. It thus provides a comprehensive picture of the organization's activities,
including evaluating the efficiency of allocation and use (Ogbi, 2017). Ratio analysis helps
evaluate the financial position and performance of the organization over time by comparing the
ratios of one period with those of another, identifying strong and weak areas (if any), and taking
the necessary corrective actions (Porter, 2015). In the financial analysis process, the financial
analyst uses absolute, historical, target, or industry standards to ensure the soundness of the
company's financial performance. It studies the relationship between the various financial
factors in the business through one set of data with another set in the same year or previous
years or industry standards (Bondu & Sangisetti, 2020). The profitability index, return on assets,
and return on equity are used as measures of financial performance. At the same time, ESG
ratings play a significant role in enhancing financial performance (Sandberg et al., 2023)
through a fair presentation of financial data, thereby increasing stakeholder confidence in
financial statements (Bilal et al., 2018). Liquidity risk is a significant challenge as it occurs
when a company cannot meet short-term obligations, and liquidity ratios help measure its ability
to pay its debts when due (Maulana et al., 2024).

Current assets include cash, marketable securities, receivables, and inventory. Current
obligations include accounts payable, accruing wages and taxes, and short-term bank notes due
within a year (Saoud, 2011). Working capital is an important financial indicator that reveals
how much operating liquidity a corporation has available. Operating capital, which includes
fixed assets such as plants and equipment, is calculated by deducting liabilities from current
assets (Nour, 2001: 382). Activity ratios assess the effectiveness of an organization's
performance at many operational levels, such as inventory management, accounts receivable,
and fixed assets, clarifying the operating ratios.

The considerable association between current and fixed assets and sales can be
determined. As aresult, an organization's effective and efficient use of these assets is expected
to increase sales volume and rates, as demonstrated by its profitability and liquidity
(Sarngadharan, 2011). The debt ratio measures the proportion of total liabilities to total assets.
This ratio is important since it determines the margin of safety for lenders and shows how much
the project relies on external money for asset finance (Sharan, 2009). Profitability ratios are
critical for determining profit from the relevant income statement or balance sheet. Numerous
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profitability ratios, including margin ratios, are commonly represented in percentages (Kenton,
2024).

3. Research Method

3.1 Study Tool Description

The study population consists of three telecommunications providers operating in Iraq.
Two firms, Asiacell and Zain Iraq, were chosen as samples for the study since the third company
(Korek) was involved in a legal dispute with the government for failure to pay its dues. As a
result, the sample accounts for 67% of the total research population. To meet the study
objectives, the approved financial statements for 2018-2023 were analysed using liquidity, debt,
activity, and profitability ratios. The data were analysed using Excel to extract the ratios of the
research sample companies during the study years and investigate the reasons for their increase
and decline and their link to internal control efficacy.

3.2 Study Aim and Objectives

The current study seeks to assess internal control by analysing the financial performance
of a sample of Iraqi telecommunications businesses to identify how it influences profits,
sustainability, and the achievement of strategic goals.

3.3 Problems and hypotheses of the study

Financial analysis is essential for assessing a company's performance over time and
estimating its financial condition. The organisation's success is contingent upon the policies and
objectives it formulates and the degree of compliance by its board of directors and subordinate
management levels. This illustrates either the inadequacy or effectiveness of internal control
systems. This study uses financial performance analysis to assess the efficacy of internal
control within a sample of Iraqi telecoms firms. The research poses the subsequent enquiries:

( Does effective internal control, assessed by financial performance analysis, facilitate

the attainment of long-term financial success in Iraq's telecommunications sector? )

Based on the research questions, the study hypothesizes that adequate internal control
enhances the financial performance of Iraqi telecommunications firms, as delineated by their
objectives.

4. Results

To achieve the study objectives, Asia Cell's financial analysis will use indicators,
liquidity ratios, debt ratios, activity ratios, and profitability ratios to evaluate the effectiveness
of the company's internal control system. The final accounts for the financial period (2018-
2023) will be relied upon.
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4.1 Financial Performance Analysis of Asiacell
Table 1: Financial performance analysis of Asiacell Telecommunications Company
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2018 | 0.795 -293,483 0.5 1.003 0.474 85.96 5414 0.05 0.099
2019 | 0.965 -532,263 0.528 1.117 5.07 88.807 5.075 0.059 | 0.125
2020 | 0.850 -317,395 0.621 1.636 0.431 81.208 3.399 0.071 | 0.188
2021 | 0.787 -243,169 0.467 0.876 0.489 117.987 | 3.974 0.126 | 0.237
2022 | 0.771 -184,635 0.397 0.752 0.609 146.371 7.578 0.117 | 0.194
2023 | 0.946 35,047 0.359 0.561 0.744 145.164 | 3.152 0.16 0.249
1- Liquidity ratios

The above results show that the current ratio was less than (1) in 2018, 0.795 and rose
in 2019 to 0.965. This indicates the company's weak liquidity and lack of financial position due
to the decline in current assets compared to current liabilities. We note the decline in liquidity
for the years 2020, 2021, and 2022. We believe that the reason for the decline is due to the
coronavirus pandemic and its economic effects and has nothing to do with the effectiveness of
internal control; the findings suggest that working capital exhibited a negative value from 2018
to 2022, indicating that current assets were insufficient to meet current liabilities. This reflects
the company's financial distress and failure to fulfil current obligations, suggesting inadequate
internal control mechanisms. The liquidity ratio rose by 0.946 in 2023, which is close to (1),
indicating the effectiveness of internal control. We note that the value of working capital
increased during 2023, indicating that the company has implemented effective internal control
systems and addressed deficiencies in previous years.

2- Debt ratios

Asiacell's debt ratio rose in 2019 and 2020 but fell dramatically between 2021 and 2023,
hitting 0.467, 0.397, and 0.359, respectively. This means reducing the company's reliance on
external financing sources to fund its assets and strengthening its financial position. The
liabilities ratio rose in 2019 and 2020 but fell in the subsequent three years, hitting 0.561 in
2023, the lowest level since 2018. This demonstrates the company's reliance on internal funding
and shareholder funds to support its operations, paving the way for an optimistic future.

3- Activity rates

We note that the asset turnover ratio earned its lowest level of 0.431 in 2020, while the
company's highest level was conducted in 2019 at 5.05. The inventory turnover ratio indicates
a continuous increase, except in 2020, when it dropped to 81.208 due to the COVID-19
pandemic. It has also grown over the past three years, leading to increased sales and,
consequently, increased profitability. We note that the accounts receivable turnover ratio has
steadily declined from 2019 to 2021, indicating that the administration's debt pack approach
was not cruising well during this period. However, this ratio increased in 2022 by 7.578,
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showing management's efficiency in collecting customer debts, which raised the company's
profitability.

4- Profitability ratios

The data presented indicates an upward trend in the return on assets ratio throughout the
study period, with a minimum of 0.05 recorded in 2018 and a maximum of 0.16 in 2023. This
indicates the efficiency and effectiveness of the company's management in utilising its assets to
generate profits. In 2022, this ratio experienced a decline, indicating a decrease in the efficiency
of the company's management in utilising assets to generate profits. The return on equity ratio
has shown a consistent upward trend throughout the study period, with a minimum of 0.099 in
2018 and a maximum of 0.249 in 2023. This indicates the management's effectiveness in
utilising shareholders' funds to generate increased profits, encouraging investor participation
during this period. This also reflects the efficacy of the company's control system.

4.2 Financial Performance Analysis of Zain Iraq
To achieve the study objectives, the financial analysis of Zain Iraq will be conducted
using indicators, liquidity ratios, debt ratios, activity ratios, and profitability ratios to evaluate
the effectiveness of the company's internal control system. The final accounts for the financial
eriod (2018-2023) will be relied upon.

Table 2: Financial performance analysis of Zain Iraq Telecommunications Company
- ~
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2018 | 0.722 | (202,538,346) 0.36 0.563 0.267 57.205 2.131 | 0.018 | 0.027
2019 | 0.683 (323,304) 0.452 0.827 0.246 46.133 | 2.016 | 0.022 | 0.04
2020 | 0.777 (272,647) 0.477 0.912 0.187 37.282 1.659 | 0.022 | 0.042
2021 | 0.635 (429,6606) 0.476 0.907 0.165 30.113 1.282 | 0.013 | 0.026
2022 | 0.574 (516,565) 0.474 0.866 0.172 22.703 1.378 | 0.005 | 0.009
2023 | 0.859 (112,348) 0.404 0.678 0.114 11.479 | 3651 | 0.031 | 0.051
1- Liquidity ratios

The above results show that the current ratio was less than (1) throughout the study
years, with its lowest ratio being 0.574 in 2022 and its highest ratio being 0.859 in 2023. This
indicates the company's weak liquidity and that it is not in a good financial position due to the
decline in current assets compared to current liabilities, which indicates weak internal control.
The effects further reveal that working capital has a negative value for 2018-2023, indicating
the inadequacy of current assets to meet current liabilities. This means the company's financial
difficulty and incapacity to fulfil its current responsibilities, highlighting the ineffectiveness of
internal controls.

2- Debt ratios

Throughout the years of study, Zain Iraq's debt percentage stayed the same. However,
in 2023, it fell to 0.404, which means the company's financial situation improved as it became
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less dependent on external financing sources to fund its assets. The COVID-19 pandemic
caused the liabilities-to-equity ratio to rise in 2019, 2020, and 2021, although it fell by 0.866 in
2022 and 0.678 in 2023. Because of the efficiency of internal control, the firm can support its
operations entirely from internal sources, including shareholder cash.

3- Activity rates

The asset turnover ratio has steadily reduced since 2020, plugging a high of 0.267 in
2018 and a low of 0.114 in 2023, according to the overhead data. This is a manifestation of
inadequate internal control as it indicates that management is not using the company's assets
agreeably, reducing sales and impacting liquidity. Since the inventory turnover ratio peaked in
2018 at 57.205 and bottomed out in 2023 at 11.479, it shows a steady fall. A decline in sales
and, by stretching, the company's bottom line directly results from management's incompetence
in stock management and sales. Additionally, it shows that the inventory management's internal
control tools are lacking. We also note that the accounts receivable turnover ratio has been
continuously declining from 2020 to 2023, at rates of 1.659, 1.282, and 1.378, respectively,
while it rose in 2023 to 3.651. This indicates that the management's policy for collecting its
debts from customers is not going well, which indicates the management's efficiency in
collecting them, which may lead to a decrease in the company's profitability. It is also a negative
indicator of weak internal control in the company.

4- Profitability ratios

From Table No. (2) above, we note that the return on assets ratio was at varying rates
during the study years, with the lowest rate being 0.005 in 2022 and the highest rate being 0.031
in 2023, which is a positive indicator of efficiency in the final year of the study. It also indicates
the effectiveness of Zain Iraq's direction in using its assets to generate profits. The return on
equity ratio jumped from 0.027 in 2018 to 0.04 in 2019 and 0.042 in 2020. Investors were
inspired to invest their money in the company during this period since management effectively
invested shareholder money to achieve higher profits. The ratio hit a low of 0.009 in 2022,
suggesting that the Zain Iraq management was ineffective at investing shareholder funds, which
casts doubt on its track record when handling its money. In 2023, it earned the highest rate of
0.051, which indicates that the corporation conducted Improvements to its policies, an
indication of its efforts to enhance the effectiveness of internal control.

5. Conclusion

The country's highly developed and dynamic telecom sector is integral to Iraq's
economy. It has grown substantially in the past several years, mainly due to FDI in mobile and
internet tech. This is because of a newly formed regulatory agency and a reopened door to
international investment. The construction of regional wired and wireless communication
networks ranks high among Iraq's most noteworthy telecom achievements. Traditional landline
and broadband internet services can be provided to users via Iraqi telecommunications networks
without extending cables across the country. Success in this area results from a legally mandated
cooperative effort between Iraq's public and commercial sectors. The country's preeminent
operator is the business-sector-affiliated General Company for Communications and
Informatics. The Iraqi Communications and Media Commission oversees three major telephone
operators: Zain, Asiacell, and Korek.

By analysing the financial performance of telecommunications companies, we can see
how important internal controls are for these businesses. This is because adequate internal
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controls ensure that assets are balanced so the company can run efficiently and liabilities are
balanced so investors pay the least amount possible. The positions of assets and liabilities are
balanced, so the company stays in the black. With all this information, managers can make
knowledgeable financial decisions based on the company's policies, both now and in the end.
As an essential component of the governance committee's policies and procedures, effective
internal control ensures that all corporate departments adhere to them.

Financial performance analysis helps monitor a company's activity by evaluating its
financial position over a specific period to obtain information that helps make sound decisions.
It is also the tool through which the analyst can direct attention to sensitive points that require
study and making the necessary decisions to improve the financial position, which is supposed
to be efficient and effective so that it can survive and continue by relying on financial analysis
tools, which are of great importance in revealing the problems that the company may face, as
they help to know the liquidity that the institution enjoys and its financial balance.

The results indicate that Asiacell and Zain Iraq have continuously improved since 2022
in achieving their goals by generating profits and developing their capabilities. This indicates
the effectiveness of internal control at Asiacell and Zain Iraq. The telecoms sector was among
many that felt the effects of the coronavirus pandemic in Iraq in 2020 and 2021, which had
more of an effect on the country's economy than on any lack of internal control. Throughout the
research period, it became clear that adequate internal control over administrative expenses and
sales substantially affected net profit. Improving processes and implementing policies that align
with the necessary standards are necessary to increase the efficacy of internal control in this
area.
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