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Ab_str—é@_t

Subject: Internal control between practice &

theory in Palestinian Corporations

Prepared by
Nae’l H.Qubbaj

Supervised by
Ph.D. Neser Abed AlKareem

This study has been conducted to explore the extent of
awareness & application of internal control (IC } in Palestinian
corporations, since it is considered an important element in administrative

and financial systems .
To accomplish that, the literature of auditing was reviewed.

For this purpose two questionnaires was designed to collect data ,
The Sample: out of 40 public corporate registered in the country , 27 of
them ( 67.5% ) responded , out of the 52 privet corporate suitable for the

sample ,32 of them ( 61.5% ) responded.

Also External auditors sector has been included in this sample study , out
of 110 External Auditors practicing in the West Bank , 30 of them (
27.27% ) responded .
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By using appropriate statistical method _-(\.Véighted average SPSS), the
major findings were as follows: N T
*Low awareness& applications of Internal Control

*LLack of independence of internal auditors.

* Adverse relationship between capital concentration & Internal Control.

*Significant lack of quality experience among the External o

Auditors.

Recommendations:

I-The necessity of internal lows & controls to assure segregation of
duties and clear lines of responsibilities.

2- The necessity of special qualifications, experience & independence of
Internal auditors.

3- The necessity of certain and clear legislation’s in order to help in
developing the profession.

1- The necessity to develop external auditors abilities through extensive

annual training.
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.(165 +2000 &ixe) Extent Of Reliability 4l slaie¥) a0 il (4iilia
Lol ) ol s Aadiall Jgall 3 Alla < 5ua Lo Ciluan 3 538 Ga poaial) ZDAN 20l 00y
Cinan (g y—ill Gl gled 5 Lol iDL iy lels <Yy &l 1S 4l
el Aol puted) Gadits Slbual it caa il g A Jpall (any Lty Joh 2lle
sl N e jlall (400) 85 (At Smad by el y LB gLl pa
(1998 & G gl sl 2 5alh gandll) ¢ (IFAC) (ppulaall

“The auditor should obtain an understanding of the accounting &

Internal control System Sufficient to_plan the audit and develop an

effective  audit approach, the auditor should use proficienal

Judgment to assess audit risk and to design audit

Approach to insure it is reduced to an acceptable low level "
(2000 : 3as)
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PkRal iy a3
. 4y asal ATCPA 45,6 clilund) 8 Luaes i 0
“A systematic process of objectively obtaining and evaluating evidences
regarding assertions about economic actions and events to ascertain the

degree of correspondence between those assertions and established criteria

and Communicating the results to interested users".

( AAA, 1973).

e (7uas 4 o= 2000 « F.J Missier , Kely,Boynton&Zieglr)oe JS <
rady gaal g

“A systematic process of objectively obtaining and evaluating evidences
regarding assertions about economic actions and events to ascertain the
degree of correspondence between those assertions and established criteria

and communicating the results to interested users".

Aol eaay Aty il 3l A A AW iy pand Aulaia Longle dkee

) gl g 5l ulaally gl oda oo SNy G A 3 301 o guia ga S
Al el el Aiedd

1Sy ) daudawall Apman (o Al (38450 astlie Laad iy a3 (5 g ¢ 1999 thaan ) 2

O (3iliny (3het Lagh Lpar gty il Al o Jpemall B g gag 2alite koo " AAA

e s aall ol aally 3l Gall @l o G a0 (e @A Gl gdpoladl Sl y w3li

gl ey gl Cilagheall adiiue ) il Juad
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el sl y Adalall 280 Akl alindll galiEY) gandl (1996 ¢ Gy sam L sill) Wl g
$la 0F Ao 3 gl el deal shonddl Llad 28 8y Blandy olally Zdall dpuilaal
ede slaieWt daay <liladl o3 483 daua

it oal y @l g Adatal A6 Adad asd 4y @A ((130a 2000:8102) 5y
8 79030 aaly Ladite Lol Lasd (A5N Caal g g pdally Laladl slialy Sluad
a3 b Adg g g odal I M gl pe A LAl AYS (520 e o 8
.';J:me_mc,gbmjemﬂ.umémuw@dw‘a,.,s._.

— oAl y ) read Aadate Llee " Ll (13 G 5 12 01999 iz siaay (oBlEl) Wy
G Al sae paatl Apalai®Y laally Al ity 3l ) = oo gin e S8 Lea s
Mieall Gl Y o Jaa sy b il uleally gl o3 oy (3l

e AN oy aan " 4dls GBS 6 5ey (9 0= 12000 Arens&Loebbecke) Ul
Sl gl g sanaddl ulaaly Cilaslad) Glb G B3 5N (530 22n1] Cila gl

“The accumulation & evaluation of the evidence about information to
determine &report the degree of correspondence between the

information & the established criteria.”

VR AT L EUR SR P | laal alia jileas Sl (50 ¢ Gaw Lo ) ol
Ll y sty A sty pand sy Tadaiall Aumgiall Aobaally ddia gy (BENYN Clyyes A -
sl i LU A UL o ey yailiy il ldaal) oy UL G dnld G
S W e il b gl 00T e U sl ld 3 Gl S e (S8 Lalis! Lasd

Lg.._-#.b-c:m»da)mQum\ﬂjﬁ}QLU\uﬂbﬁ\ML&ﬁ‘rﬁd.bJ
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b o3 o8 Ayprn S0 35000 dage 5% @iy ¢ ALY Gl pariliue 23 33

- (2000 : Zran ) J A0 a3 3 1 sariiosa Lgal] Sty (A 5550 o
o Lele 855 Lay 3 13y g Dlall o 483l Agency Theory A M Ak S LS
N e Sl Juail il sliad) Ml gudasll o sl Cileslaall 3 )Y \Saal
Saias 8 Lala 150 (Jall g gl Aas g el il Led b arind sl dgad Aalal 4
. { Messier :2000) et Lusal Jaliae e tia of QL3 Yy ¢ GANN igaal
aland o3l ) ALY by gest Alae (530 00 e gl elan) g a0 of WS
bl e Aol el el o 480 cliny s L saall Hen o Jal oSa ba Ga
- alandl ot
Dol il 3 3R Laaal Jlea) (S
e (Pla (e AN padlad) (2l 3 peidlial o Al b ediiue mie 1
. (Missier : 2000 ) ytaab ) Aand 53 Lgd Aial 55 pall o

) H—"-'-'l;h 33\—.’.}) ?.-.'l—“n d—ﬂt-“ G‘J‘Y :Ln‘}m‘ i.'_:‘_)l.g.g“ g_iL...ﬁS\ u.j,:, Qg:é.lnl‘ Jas -2
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Auditing Standards (@830 s

8 ol S ey ooual ol s U e 55 laa e ¢ A 3 JUE)
ar AE A by ¢ A0 Ly i Jeh La s o gl e g ¢ Ainam 8 yual o iy Ainil
. (540 (ac1998 : saidl ) o'yt
Ll e Jeall e agd 0o S o zdsad [ Jle 58 Agall i ey Jad Dol e i
e

) Pronouncements ¢l ¥ 5 yuleall facals (asie cu il Cpatadl S ¥t 2gaall
Le Wi o ol el 3y ¢ eliae) GBS e oy
“That all members and other practicing CPAs must follow”.

. (280= 2001 : Arense & Loebbeck)
= ASB 80l julas dial jiady dzzall Waaasy sl d:ég.ac‘_;)”_, el 238 C...a_,'i_,

Guidelines to aid C_ﬂ.\L.:u! ALl o _);x;:l:_a.’il o:‘A_, ;é__@ﬁl _)g.jbu Jh"al.ﬁ 3....;\_)4.; RSN

auditors in fulfilling their professional responsibilities in the audit.
Ji e Wgile oy Lealasind (s 0 laall (e e pans gainss 85,800 Aialll cudli
Ped A Gle gana B 4 Cidlay ¢ (yiead
General Standards 4elad! juledll —1
Standards of Field Work @1@\ Jandl jlea =2

Standards of Reporting s &l julxas =3

(25 = 2000 :daea)c (30 U= <2001:Arense Loebbeck) ulaalt o3¢ Ladls JLiled,
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Generally Accepted
Auditing
Standards ( GAAS)

v

General Standards
Qualifications & Conducts

y

Adequate training and
proficiency

Independence in mental
attitude.

Due professional care

:

v

Standards of Field Work
Performance of the Audit

Reporting Standards

v

!

Proper planing and super vision

Sufficient understanding of
internal control

Sufficient competent evidence

Whether statements were
prepared in accordance with
GAAP.

Circumstances when GAAP
not consistently followed.

Adequacy of informative
disclosures.

Expression of opinion of
financial statements.

(25 <2000 ; dxen )¢ (30 o «2001:Arense Loebbeck)
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e YU Sl Ll atlil f Llaad puags ¢ 5 psiaall 5 230,00 gl s
oS La 58l ) (e pemnany Conal g 2l ol Caes La 13 5 ¢ Leillday (o I3 4
skl Alee (B iy LY 1l il ypunaly ClaSlal (o e iy 42 458
slacd) Cilaaly e 38a3 lauat ol gadl s1d) 48 ya g Aasia (ge (80 Aima 201 e 2 Y
L) Sles) ol gl AT A e gty ¢ (240619821 Jida gl g aaiall a)
adala 24850 Al of ( 2000: Kell, Boynton & Ziegler Yoo JS 5 WS
ol 8 cpaladll S gaall 38 e s oY) 3 o A0 Shadly 31 e OSS

Lo 32 ati Cua o 1947 Je 3 (AICPA)
oATYYE

The following factors as contributing to the constantly of expanding

recognition of the significance of internal control:

1- the scope & size of the business intity has become so complex &

widespread that the management must rely on numerous reports & analyses to

effectively control operations.

2- the check & revue inherent in a good sys. Of internal control afford

protection against human weakness & reduce the possibility that errors

or irregularities will occur .

3.it is impracticable for auditors to make audits of most co,s within

economic fee limitations without relying on the Clint system of internal

control.
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e ih ¢ Ltglne o le—asgie B ok ol Caalia 8 308000 3850 enl B3 3Y Lasiy
o ains 1949 2 al ATCPA Cis e Lysay ¢ S8 Gl iyl (a g 2l 55
ey 4 2 Ca MalaNAN 408,
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Lede aLaieY! Ay apaady sl UL Agudadd) 2530 sl -2

- " .

a guapal 2 1Y) i) Cony el g Aaalid) 5o SH (35253
—~SAS No I(New York:AICPA;1973)P.15. 4} 5_pti b Lgd e 4013 agaal ¢ LS

“Internal control comprises the plan of organization and all of the

coordinate methods and measures adopted within a business to:

1- safeguard its assets,

2-check the accuracy and reliability of its accounting data.
3- promote of its operational efficiency.

4- and encourage adherence to prescribed managerial policies”
Jals Aeadt udll punlBal g &3 gbaadl BohY S Apadanil Aay A (e o550 Adadall A8
A SH 5 iady Lo 3ol A2y Apsaladl Ll 360 (g3a i) Jpea Blanl 30a )

AL Al sa) s 38 sgaall (958 el e pun gal 2 ) Slabsally I N1 gy Al

il 31 RV S PO (- ST |00 .0\ - S |\ P VU Py SRV PR
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(40 L= ¢ 1985 @ A Uae)(13
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r b Adalal 36, of (Pranda & others ) s » <

A process effected by an entity's board of directors, management & other
personnel, designed to provide reasonable assurance regarding the achievement of the

following objectives:
*Effectiveness & efficiency of operations.
*Reliability of financial information.

*Compliance with applicable laws & regulations.
{Pranda Porter, Jon Simon, David Hatherly: p177: Principles of External
Auditing: John Wily&Sons N Y)

: Messier (5 O 4

“A process effected by an entity’s board of directors, management, and other personnel
that is designed to provide reasonable assurance regarding the achievement of

objectives in the following categories:
(1) Effectiveness and efficiency of operations.
(2) Reliability of financial reporting.

(3) Compliance with applicable laws and regulations.
o o Jgeanll pancy Lilsgas 531 o ¢ LN odaa o 3landl O (e 30 Aplee”

Jolel 5 sSaal slaiadl e y Cilaal Bdan) J ine

3ty adalal 48i ) TAS Pra. 8 Chapter 8 ayal duladll julee iy po3 elay

: Maia Sl Uiy o5 — Lhlaal
e
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Safeguarding of Assets.3Laid) J gl dAtas—1

oe g alaidl of Ly ¢ Z Y1 i g pdal) Loy () clShadl (b Jgeall
1iay ¢ dlal glazal Jead! el e dbilaall ond ¢ g S e B3 g g hal 6l
sltidl Jgead Al ) 1936 A alaall AICPA ¢53S3 ye ¥} Csulaall aana Ciy 35 2a Gy
SAS No I(New 1973 i a3 o anall iyl gay (vonenne s
=l iy sl 3 aay o -ee et st L) =Y ork:AICPA;1973).P.15.
Alabal 85 Ciloal e Lasty Baa Len 0 Alda gl o3 e Ciagd 138 e Cuaal
S el Ledasid ¢ g Jgnadt el 1 aial dilide YIS gV Alea 2315
- (139> Kell,Poynton& Ziegler) (5 29 ¢l yuu

The safeguarding of assets includes any precautionary measures taken by the management to

prevent any thing undesirable from happing to the company's resources.

1o Adlesdl oda (GEaT
Intentional Errors ssasidl othall oe ai -1
— elead Z159 5 ¢ Blaudly DK 5 — Gl gl 38 2328 - Aima 24 ol g a2 xS
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Unintentional Errors saiecd e elhall o 45,02
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(e GhsY a0y el il

Messier s Pranda ye JS <y ety Caagll &3 s 0

*Reliability of financial information.
Pranda Porter, Jon Simon, David Hatherly: p177: Principles of External

(Auditing: John Wily&Sons N Y)

(2) Reliability of financial reporting.
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*Effectiveness & efficiency of operations. ( Messier  Pranda )i a3 3,
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A plan of organization, which provides appropriate segregation of functional -
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“An Independent appraisa! function established within an organization to examine and evaluate its activities as

service to the organization”.
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(Arens Loebecke, 2000,p.792, printce - hall )
The institute of internal auditor’s statement of responsibilities of internal auditing indicates that internal

Auditors should do the following: -

1- review the reliability and integrate of financial and operating information and the means used to
Identify, measure, classify and report such information.

2- review the systems established to insure compliance wither those polices, plans, procedures lows,

regulations and contracts which could have significant impact on operation and reports and should determine

whether the organization is in compliance.
3- review the means of safeguarding assets and as appropriate verify the existence of such assets.
4- apprise the economy and efficiency with which resources are employed.

5. review operations or programs to ascertain whether results are consistent with established objectives and

goals and whether the operation and programs are being carried out as planned.
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. Management Audit —

Operational Audit is a review of any part of organization operating procedures and methods for the purpose

of evaluating efficiency & effectiveness. (Arens Loebecke, 2000,p.12, printce hall).
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. Management Audit

Operationa! Audit is a review of any part of organization operating procedures and methods for the

purpose of evaluating efficiency & effectiveness. (Arens Loebecke, 2000,p.12, printce hall).
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The term reasonable assurance Implies Some risk that a material misstatement could be

present in the financial statements and the auditor will fail to detect it.
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The auditor has decided not to rely on the entity’s controls and to directly audit the related

financial statement accounts. (Messir: 2000,196)
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controls do not pertain to an assertion <3S gill Jad gl aBha a2 ~1

70

All Rights Reserved - Library of University of Jordan - Center of Thesis Deposit



Controls are assessed as ineffective Allad y& Ciepf o guall g -2

Evaluating the effectiveness of controls is inefficient 448 2 Ll gl Allad -3
Reliance Strategy
SN 333 (B2l (oS A pn ) I AEAYH A Laa 210 208 )1 Gae ST Lagh ket
chad gl e

The reliance strategy requires 2 more detailed understanding of I C than the substantive

*strategy dose because the auditor intendsto rely on the controls. (Messir: 2000.p196).
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Inherent Risk : The likelihood of material misstatement of an assertion .

) aS s b gote ek aga s - Jldial - AnlSd Hha
Control Risk: the likelihood that material misstatement will not be prevented or detected
by ICS.
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Missier 2000 g8 y=3 9

The magnitude of an omission or misstatement of accounting information that in the light
of surrounding circumstances makes it probable that the judgement of a reasonable person

relying on the information would have been changed or influenced by the omission or

misstatement "
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“The audit risk could be controlled by the effectiveness and extent of audit work

conducted”

The more effective and extensive audit work the less the risk that misstatement will

go undetected. ( Misser 2000) .
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