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Abstract

The Study aims at knowing the effects of the amaytprocedures on the ability to predict the ficiah failure

in the Kingdom of Bahrain. The suitable hypothebase been made concerning the abnormal clauses and
guidelines. Therefore, a questionnaire has begraped and distributed to all auditing offices ie tingdom of
Bahrain. The samples of study are 35 auditors.

The Study Produces the Following Results:

There is a statistically functioning relation beemethe analytical procedures and the abnormal efaus
discovered in the financial statements by the esfeauditors in the Kingdom of Bahrain. The value o
correlation coefficient amounts to (.421) and thedue statistically functions att 0.01) . The results show
that the analytical procedures explain 117% ofdifference.

There is a statistically functioning relation beemehe available analytical procedures and thetyabal discover
the indicators of the warnings about the compameiady enough before their bankruptcy. The correfati
coefficient amounts to (.553) and this statisticdlinctions at ¢ < 0.01). The results show that the warnings
about companies if found early enough before thaitkruptcy they shall explain 305 % of the diffaren

Important Recommendations

Legislation must be enacted to oblige the compatoigsveal the abnormal clauses in their finansiatements
if their relative significance exceeds 3% of th@akdudget.

Raising the awareness among companies to issueligiisl for predicting any future financial failusad about
their importance in determining the future stragsgi

Keywords: The analytical procedures, The abnormal clauséseiinancial statements Discovering guidelines,
Predicting the inability of the companies, Analg@i©perations Are Carried out, Normal Modeling aygmh

1.Introduction:

In the nineties of the last century, important égenok place such as globalization and the relptedalence of
the market economy; dissemination of knowledge enon freedom of goods transport, services and invest
and the obviously increased holding and affiliabethpanies. In the communities, the cognitive thesidgiave
developed in respect of the investment nature énjdint stock companies. Such events resulted weldping
the financial markets and their qualitative progrdhese events and variables obliged the accauptofession
to get ready to face the globalization requiremamd its produced developments and showed the ungeual
for an effective evaluation and financial risks mgement. This coincided with the great responsissliof the
governmental control, the invitation to develop tegal accounting system and the supervision orottiput
quality and promotion. All these developments ariglently reflected on the monitoring process anditing
which examines the application of the methods auwhrologies providing indicators useful for preiigt
expected defects suffered by business organizatidnss, the auditing process is conducted throwgjhguthe
financial analysis or analytical auditing which derto determine the expected value of the acthéised on the
historical relation between the financial stateragraragraphs and their precedents. The expectad wélany
account is determined according to the historiedhtions between the financial statements. Theytoal
procedures are a contemporary technology used dnatliditing process conducted by the auditors during
preparing auditing programs. Thus, the clausesa&gdeto contain essential errors are focused onfianider
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evidence is requested if the internal monitoringtesy is weak and remarkably unreliable. Thereftine,
external auditor necessarily needs to carry ouytioal procedures because the report system amnttdiditional
financial statements are insufficient or for savihg time and the costs of the auditing process.

Therefore, the research studies the analyticalguhaes used by the external auditors to find oetdlaring
errors and to predict the failure of the busineggwizations through case study on legal auditifiiges in
kingdom of Bahrain.

1.1 Problem of Study

Severe competitiveness and the several busineasinagions emerged due to the globalization sysesulted

in making incorrect decision badly affecting thesganizations future. Therefore, the external audiias to
follow up these cases and to use technologies sigptiie weaknesses and strengths of the businagdsésres
Thereupon, the study problem focused on the alofitthe external auditor to find out the glaringogs in the
financial statements through analytical procedugesh statements may contain relatively signifieanbrs and
deviations affecting the continuity of the businesgyanizations due to deluding the decision maker.
Consequently, it is important to determine the igbibf the auditor to predict the failure of the diness
organizations.

1.2 The Study Questions
The study questions are based on the requiredtokge@nd they include the following:

a. What is the relation between the analytical proces and the abnormal clauses in the financial
statements?

b. What is the relation between the analytical procesl and the warnings about the companies
discovered early enough before their bankruptcy?

c. What is the relation between the analytical proces and predicting the inability of the comparnes
prospectively engage in their usual activity?

1.3 The Study Importance

Such study determines the ability of the externalitar who uses the analytical procedures to find the

glaring errors in the financial statements whichyroantain relatively significant errors and deweat affecting
the continuity of the business organizations dueetuding the decision maker. Moreover, it detegsithe

ability of the external auditor who uses the anefftprocedures to provide the indicators predgtime business
failure.

This study shows important corroborative evidendsactv is the analytical procedures and determined th
relation to discovering the essential errors andatiens and to predicting the business failureer€fore, the
study helps the auditor to correctly plan the andiprocess and to get the required reliabilityrdego ensure
good results produced from the statistic sampleisThuditing risks are reduced. Furthermore, tpeseedures
help the auditor to save the time and the costh@fauditing through using the statistic sampletaiomg the
most important clauses.

1.4 The Study Objective
The study aims are as follows:

a. Studying the relation between the analytical proces and the abnormal clauses discovered in the
financial statements.

b. Studying the relation between the analytical pdoces and discovering guidelines of the warnings
about the companies early enough before their lgdy.

c. Studying the relation between the analytical proces and predicting the inability of the companes
prospectively engage in their usual activities.

1.5 The Study Hypotheses:
The study hypotheses in the nihilism form are dsic:
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a. There are no statistically functioning relationgvieen the analytical procedures and the abnormal
clauses discovered in the financial statements.

b. There are no statistically functioning relationgwesen the analytical procedures and discovering
guidelines of the warnings about the companiey esrbugh before their bankruptcy.

c. There are no statistically functioning relationgween the analytical procedures and predicting the
inability of the companies to prospectively engagtheir usual activities.

1.6 The Study Variables

Table 1. shows the relation between the analyticatedures as an independent variable and the diepndent
variables as herein referred.

1.7 The Study Methodology

1. The study sample and community: the study commueodgsists of 21 legal auditing offices in
kingdom of Bahrain. The study sample is randomsngble and includes only 33 external auditors.
2. The study tool and data collection methods:

a.The relevant theoretical studies which are coneilegood references in this field, periodicals,
specialized researches and previous studies.

b. The method of data collection is through the qoestaire prepared for this purpose.

c. The used statistic methods: the statistic progrargrahall be used T-SPSS test.

2. The Previous Studies
There are several studies focusing on the impogtarficusing the analytical procedures to infer theolvent
companies expected to collapse. Some of such stadéeas follows:

1) (William F & Others) 2011 Two Decades of BehavioraResearch on Analytical Procedures: What
Have We Learned?

Such study shows the nature of the researchesingféo the analytical procedures used by the esfeauditors
during the two past decades and focuses on fouavimtal results which are as follows: "develop an
expectation, establish tolerable differences, comphe expectation to the recorded amount and figegs
significant differences, and evaluate explanati@mmg corroborative evidence”. The research resndieate that
most researches focus on the performance of theoesigvho use the analytical procedures such asshigating
differences and evaluating evidence. A few researdiocus on the essential aspect of the proceds &sic
creating expectations and determining thresholdb @rases. Moreover, the research results showntbat
researches focus on the preliminary analysis astthtpthe auditor ability to make judgments andislens.

2) (Nassar and Others) (2008) “the Importance of Usind\nalytical Procedures in Auditing Phases
Carried out by the Department Auditor and How Much They Are Reliable Based on the General Audit of
Accounting Department”

The research confirm the importance of the analyficocedures steps followed by the auditor inabeounting
department in Kuwait with all their planning andagtical phases in revealing weaknesses and stengthe
balances through which the clauses subject to aillibe determined. Through the investigation cactgd by
the researchers, it is established that there wefects in using the analytical procedures in tbeoanting
department due to failing to understand and redlizegeneral guide. Moreover, the time sufficientarry out
the analytical procedures is undefined and thet tighe, whether to be before, after or during thei is not
exactly determined.

3) (Steven M.G & Others) (2004) “Why Do Auditors OverRely on Weak Analytical Procedures?
The Role of Outcome and Insensitivity to Precision”

Such study aims at doing two tests. First testistuathy the external auditors rely on weak procesanalysis
without using their experience and knowledge inestigating the causes when the balances refer to
unsatisfactory results. Such tests conclusivelwerthat the external auditor gives more importatecehe
weaknesses. The second test focuses on how thetewtbviousness and clearness draw the externé&baud
attention and increase his sensitivity to the weakas when he uses the analytical procedures.eshessults
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affirm the relation between the importance and dili of the analytical procedures to the clearnard
reliability of the evidence used in the analysisgass.

4) AlGhosin Study (2004) “Using Financial Percentageof Predicting Companies’ Solvency —
Applied Study on the Construction Sector in Gaza”

The study aims at developing a mathematical modakisting of financial ratios according to whichist
distinguished between solvent and insolvent comphnthis study, logistic regression is used tachethe best
model of financial ratios.

The most important result is a model consistindirdincial ratios giving indicators upon which thesélvent
organizations are inferred in construction Sector.

The study recommends using the financial ratiodyaisa This analysis is important for providing mificant

indicators to the companies’ condition and dravitmgjr attention to its significance.

5) (Islamaboly ) study (2003) ““Using Financial Ratiosfor Predicting the Insolvency of Public Food
Industry Companies in Syria”

This study aims at testing the possibility of usthg financial ratios in developing the mathematitadel
which can be used in predicting the insolvent pufidod industry companies in Syria. Ten financitias are
tested and the analytical method is applied to thewwrder to select the best ratios in distinguighbetween
successful companies from insolvent ones.

The most important result is a three ratio modales profit, quick liquidity ratio and the totallite against the
total assets.

This study is more distinctive than the precedbetsause it discusses the ability of the legal aglibvffices in
Oman to use the analytical procedures in ordersimoser the glaring errors and to predict the bessrfailure.

6) (Asare S & Others) Study (2003) “Consideration folResearch on Analytical Procedures”

This study discusses the contribution of the aredlprocedures researches to the auditor perfazendrately,

there are trends towards depending on these teadiael Thus, the research attempts to understathégain

the analytical procedures. The research focus oeetlaspects: accepting the logical analysis, doligc
information to test the logic and recognizing thigedent cases which should be analyzed and foltbwe. The
research concludes that following the steps of astdeding the surrounding circumstances of workueately

analyzing the ratios and then correctly evaluatirggbusiness results will lead to choose the ateanad correct
decision from the possibilities.

7) (Steven M.G & Others) Study (2001): Analytical Proedures and Audit Planning Decision

This Study aims at using the analytical procedurgganning the auditing decision on time and sciied. The
oscillation of information quantity unsupervised bye auditor and the results produced from audit wi
inevitably lead to risks increase and errors neglag. Thus, the decision making process will bekw&ae
research examines the decision made by the exteudifor concerning his ability to review the pnalary
auditing process after the analytical proceduresgss is conducted. This measure will increaseértise in the
auditing process clearly manifested in the appdigske conducted by the researcher.

3. The Concept of Auditing

Auditing is a word derived from Latin language andans someone who speaks loudly. Auditing mainlgnmae
that information or financial data of any organiaat irrespective of its aims and size or legalnfprare
inspected by an independent and neutral person.ridame Accounting Association defines auditing as
procedures organized for obtaining evidence relédedconomic acknowledgments (balances) and ewrts
objectively evaluating them to determine the relatbetween these acknowledgements and a certdén $tas,
the results will be delivered to the beneficiari@d-Tamimi. 2006)

4. Nature of Analytical Procedures

The analytical procedures include various techriegsed by the auditor to study the relations betwthe
given data and to ascertain its reasonablenes$ data may be financial or nonfinancial and obtifrem
external or internal resources. Again, the anaytjsrocedures generally examine the numbers usdtein
financial statements to ascertain their relateda@skif they are in harmony with the auditor knadge of the
organization and its activity.
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The auditor may adopt the analytical proceduresnwhe supposes that there is a relation between the
mathematical operations contained in the financiahdition and between operations in the accounts to
nonfinancial data. The analytical procedures inetuds follows:

e Studying the change of the account balance in pusvperiods shall result in expecting the condgion
the present period (for example, regularly payragrtain loan for years)

e Comparing the financial information to the potehti@sults (for example, inspecting the final nunsber
variables in relation to budgets and expectations)

e Studying the relation between the account balafares certain period (for example interests payainle
loans)

e accounts enabling to create expectations relateal ¢ertain balance (for example, through using data
from an independent source and related to avemagard numbers and equation to prematurely know
total costs of users during the study period. Beugh using the data given from farmers environnent
prematurely know the yield produced from a heciarffavor of the farmers)

e studying the relation between financial and nomdficial information ascertaining the knowledge
acquired by the auditor around the data; drawirg dttention to unfamiliar and unexpected numbers
reflecting the internal operations (for example tf&) licenses income against their numbers (b) itnpo
rights against imported materials data (c) farnstayage costs against stock records)

¢ The anticipatory analytical procedures are largelgd to get the convincing elements in the framkwor
of conducting affirmative investigation.

4.1 Possibility of Using Analytical Procedures
The use of analytical procedures is related tcagedlements such as

The agency nature and activity: the procedure tiinauhich the account balances and the operatitairig and

accurately expected, the organized knowledge addafrom the previous monitoring operations, infotioa

availability whether being financial or non-finaakireliability of all available information formsnd harmony
and independence of the information obtained frifferént sources.

4.2 Analytical Operations Are Carried out

The financial information is evaluated through sind the relation between the financial and nomdficial
paragraphs (balances). The analytical procedusesszd for the following purposes:

1. In the preliminary planning to assist the auditbodétermine the nature and time of the auditing@dares.
2. In the detailed auditing phase to obtain evidermacerning certain acknowledgments related to dgtior
balances.

3. In the final phase, to compare the ostensible lsekam the financial statements of the present withrtheir
previous year precedents to discover any deviatonsinspect their causes.

In addition to all the aforementioned informatighe analytical procedures are useful for plannihgse in
understanding the client activity and in recogrizithe deviations and financial fluctuations whiclayrbe
considered an indicator to matters should be takenconsideration in the previous detailed auditiase.

4.3 Analytical Procedures in revenue and receivslolecle

These procedures show the relation between theuat@and unclear errors during the phase of evafyidte
risk monitoring. Such procedures may show the imrlabetween sales, revenue and debt collections Thi
measure assists the auditor in evaluating risks.rélation between revenue and other accountsugiited and
compared to their precedents and to the expectatidrnthe estimative budget. Such relation incluties
indicator of the cash receivables in relation tesaFurthermore, it includes allowances, salessafithg costs
(Dahdoh et al. 2009. p 125). Production line oésahay be compared with another and account balanaeg

be monthly compared with their precedents.

The client’s reaction to the results of the anabftiauditing procedures can give some indicatothéoauditor
concerning the client's monitoring quality. For exale, prompt and logical answers to questions auiig
fluctuation of total profit margins from last yetr the present one provide indicators during latlkedverse
evidence that the organization conditions are noo@d by the client management and monitoring procedare
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properly working as planned. The analytical procedihave an effective impact on conducting esdeantits as
ability to debt repayment.

4.4 Analytical Procedures in Purchases and Expemei Cycle

Analytical procedures show the relation betweenat®unts and the inherent risks in the operatiomsained

in purchases and expenditures cycle. The analypicatedures can show the expenses trends whichtielp
auditor to evaluate the risks volume. The relatimiween the expenses account and other accountbecan
analyzed and compared with their precedents andl evipectations set forth in the budget of theseaijpns
(Dahdoh et al. 2009 p 178)

The auditing and comparisons documents are prep@sea guide referred to in the reports preparedhby
external auditor. Some of the auditing conductedhegymanagement and appearing in the internal t®poe as
follows:

1. Total profit against the budget
2. Revenue and allowances trends
3. Term of the debt

4. Open purchase contracts

4.5 Types of Analytical Procedures

The analytical procedures depend on several irmtisdd accurately produce results ensuring thesctress of
the relation between the variables which are inmoany with the strategic objectives of the econonmity.
Such indicators include as follows:

First: financial ratios are considered an analyticel used for a long time and study the elemeéntshe
financial statements as well as the accountingrtedo give significance to the data of these stat@s. The
financial ratio refers to the relation between tveosiables which are numerator and denominatortherovords,
such proportion studies the relation between elésremd others. (Mohammed, et al. 2005)

5. Analysis of Trends

The analysis of trends is considered the most popuay of the analytical procedures. It is the gsial of the
changes in the balance of a certain clause or elfechgring the previous accounting period. The asialy
generally focuses on comparing the balances impthsent year with their precedents in the previgesr to
ascertain if there an obvious difference betweenstims and the trends. Thus, the trend is expeotazkrning
the present year (Lotfy. 2005)

There are several analysis technologies of tre@snplex technologies result in accurate expectation
harmonizing with the affirmative investigations.iBg complex, such technologies require enormousrtefii
monitoring to make balance between costs and eatimblogy merit. Such technologies include as fadto

e Planning methods

e Comparing each practice with another

e Equilibrium equation

e Dynamic equation

 Serial analysis

« Multivariable technologies as used in regressiaalyesis

First: regression analysis is a statistical method hglpd predict average random variable (s) basedabres
and measures of other random variables. It alwasends on the relative relation. Thus, the independ
variable change mainly results in changing the ddpet variable.

Second indicators analysis depends on comparing the¢ioeldbetween the accounts in the financial statésen
to non financial data or comparing the relationwesstn organizations working in the same industryt Fo
example, analyzing all account balances eitheatigs to total assets or ratios to total reventehvis called

131



Research Journal of Finance and Accounting www.iiste.org
ISSN 2222-1697 (Paper) ISSN 2222-2847 (Online) JLINE|
Vol4, No.9, 2013 STE

revenue analysis deemed to be the most suitableochethen the relation between the accounts is olsiyand
stably predictable” (Lotfy .2007)

6. Commonly Based Indexation

Commonly based indexation depends on comparingmacand expenses books with all income books or
comparing receivables books to total assets. Fample, comparing paid interests rate with loanss fethod
is useful for comparing revenue and expenses baikdotal revenue from one practice to another.

7. Analysis of Financial Ratios

Analysis of financial ratios depends on compariatabces representing the financial conditions togeize the
mutual link between them and to determine the casgcurring to this link in a certain period. igering the
link between the account balances helps the asdibounderstand the information in the financiatesnents.

The auditor can use various financial ratios adogrdio the organization nature and conditions. iFhgortant
ratios inspected in the commercial constructionaardollow: total profit margin (adding the exphtion result
to sales), savings turnover (adding selling castsaving value) and term for paying debt (addinigt de total
sales). In the short run, some financial ratioateal to liability are an important procedure shaptime ability to
meet commitments. Moreover, such method drawstaiteto financial liquidity problems:

Analyzing ratios is an ineffective method unless fibllowing conditions are fulfilled:

 Ratios are always calculated with the same metlogyaduring comparison

* Numbers of different operation and/ or differenfalp@es subject to comparison must be reckoned
according to the same accounting methods

e The share is supposed to be relatively stable finenfinancial year to another.

7.1 Prediction Analysis

It is an analytical procedure with certain calciglas which use financial data and exploitation dat@repare
sums expectation based on understanding posslaters:

Prediction analysis is the most effective methoowklver, it s effectiveness depends on the follovidgors:

e Determining reasonable relations

e Taking into consideration suitable anticipatoryigadors

« Unsuitable anticipatory indicators must not be tek#o consideration

« Suitable non financial exploitation data as welfinancial data should be used

7.2 Anticipatory Monitoring Models

Anticipatory monitoring processes can be used pyaiiditor to inspect the accuracy of remuneratigenses
and comprehensive quality. The auditor may use Isimpcomplex technologies to create expectatioto dbe
nature and quality of the available data (for exi@nuging normal modeling approach)

7.3 Normal Modeling approach

This approach aims at expecting remuneration exggentis considered effective when reliable infation is
used concerning the actual numbers and ranks frodependent employees system through which the
remuneration data is obtained. To get preliminatyngtion, the auditor tries to predict the toemnuneration
during the period under study. Thus, the actual emof each rank is multiplied by the average vatfie
remuneration scale of each rank. However, this egugr disregards the actual number of each rankfareht
remuneration scale. Previous information may bed usg the auditor concerning each rank. To clear the
atmosphere, an average rate for each rank is Usedbetter to use the average value of each s€itleer
variables may be taken into consideration as anmolises related to the good performance. Suchsesrare
important for the total value of the account unidspection.

8. Analyzing and Discussing the Study

8.1 Results of Study
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First: Results concerning the Responses Made by thHadividuals of the Study Sample to the Abnormal
Clauses in the Financial Statements

To recognize the responses made by the indivicafalse study sample to the abnormal clauses irditla@cial
statements, the arithmetic mean and standard dmsasre calculated as to the response made bgtticky
sample to external auditors in Kingdom of Bahraimeerning the paragraphs about such matter anddoge
the response according to variation coefficienbl&43) shows the results of analysis.

According to table (3), the fifth paragraph stiging “Can the auditor discover insolvency of thejpct through
the analytical procedures conducted on it?” is ednfirst as to the lowest value of the variatioeftioient of

(12.8%), arithmetic mean of (4.82) and standardadiewm of (0.55). The first paragraph stipulatinDd' the

analytical procedures assist in discovering theipndation into sales to increasingly affect theihass results
in order to raise the share price in the stock et&fkis ranked fifth and last as to variation cimééit of

(51.1%), arithmetic mean of (3.61) and standardadien of (0.71).

Second: Results of the Response Made by the Indivdls of the Sample Study to Discovering Guidelines
of Warnings about the Companies Early Enough Beforéheir Bankruptcy

To recognize the responses made by the indivichfalke sample study to discovering guidelines ofniveys
about the companies early enough before their logtdy, arithmetic mean and standard deviations are
calculated as to the response made by the indilchfathe study sample to external auditors in Kiowap of
Bahrain concerning the paragraphs about such matidrto arrange the response according to variation
coefficient. Table (4) shows the results of analysi

According to table( 4) , the third paragraph siinlg “Do you think that analytical procedures ¢mnused for
measuring and evaluating profitability and liquddf the project and recognizing its efficiency dinthncial

increase?” is ranked first as to the least valueasifation coefficient of (11.5%), arithmetic meah(4.68) and
standard deviation of (0.58). The first paragragipulating “Do you think that comparing profit tisution

ratios in the present year with their precedentsufh the analytical procedures provides an indicaf

financial deficit faced by the project?” is rankésurth and last with variation coefficient of (2404 and
arithmetic mean of (3.71) and standard deviatio(Odd1).

Third: Results related to the Responses Made by théndividuals of the Study Sample concerning
Predicting the inability of the Companies to Engagén their Usual Activity in the Future

To recognize the responses made by the individofaltudy sample related to predicting the inabitifythe
companies to engage in their usual activity inftitare, arithmetic mean and standard deviationscaleulated
by the external auditors in Kingdom of Bahrain @$he response rate made by the study sample congehe
paragraphs related to this matter. The responssnised according to variation coefficient. The el results
are shown in table (5).

According to table( 5) , the first paragraph stilg “Can the auditor use the analytical procesltoeevaluate
whether the project shall continue the usual a@tiwiaccording to which the financial statements made or
not?” is ranked first as to the least value offficient correlation of (9.22%), arithmetic mean @f.79) and
standard deviation of (0.41). The third paragragukating “Do you think that the external audit@ilure to

provide early warning about the problems facing pghgects in the near future contributes to theahility to

engage in activity?” is ranked last.

8.2 Results of Hypotheses
Results Related to the First Hypothesis:

“There is no statistically functioning relation beten the procedural analyses to the abnormal dause
discovered in the financial statements by the eslesuditor in Kingdom of Bahrain”.

To ascertain the first study hypothesis, Pearsame@ion coefficient is used. It is used to diseothe relation
between the procedural analyses to the abnormasetadiscovered in the financial statements byeiternal
auditor in Kingdom of Bahrain”.
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According to results of analyzing table (6), thése statistically functioning relation between tm®cedural
analysis and the abnormal statements discover#ifinancial statements by the external auditdKimgdom
of Bahrain. The correlation coefficient reache4?2Q) statistically functioning ata(< 0.01). The results shows
that available analytical procedures explain 117difference and the abnormal statements discovargde
financial statements by the external auditor. Tlins,available analytical procedures contributentweasingly
discovering the abnormal statements in the findistédements.

Results Related to the Second Hypothesis

“There is no statistically functioning relation taeten the analytical procedures and discovering wgsnabout
companies early enough before their bankruptcy.

To ascertain the second hypothesis, Pearson Ciorel@oefficient is used to find out the relatioetlveen the
available analytical procedures and discoveringmgs about companies early enough before thekrbatcy.

According to the results of table (7), there istatisally functioning relation between the availfanalytical
procedures and discovering warnings about compag@ly enough before their bankruptcy. Correlation
Coefficient reaches (0.0553) which is staticallyndtioning at ¢ < 0.01). The results show that available
warnings about companies early enough before Hagikruptcy explain 305% of difference. Thus, theilable
analytical procedures contribute to improving tbéity to discovering early warnings.

Results Related to Third Hypothesis

“There is no statistically functioning relation tten the analytical procedures and predicting tttatcompany
is unable to continue the usual activity in the ocagrperiod”

To ascertain the third hypothesis, Pearson Coiwelaoefficient is used to discover the relationween the
available analytical procedures and predicting thatcompany is unable to continue the usual agtiwi the
coming period.

According to the results of table (8), there isedation between the available analytical procedwaed
predicting that the company is unable to continbe tisual activity in the coming period. The valude o
correlation coefficient reaches (.623) which idistezally functioning at ¢ < 0.01). The results show that the
correct prediction of the company inability to dooe the usual activity during the coming periocglains
388% of difference. Thus, the available analytpra@licedures contribute to improve the ability todicethat the
company is unable to proceed with the activity dgithe coming period.

9. Conclusion

e There is a statistically functioning relation beémethe procedural analysis and the abnormal statisme
discovered in the financial statements by the eslernuditor in Kingdom of Bahrain. The correlation
coefficient reaches (0.421) statistically functiogiat ¢ < 0.01). the results shows that available analytical
procedures explain 117% of difference.

e There is a statically functioning relation betwene@ available analytical procedures and discovering
warnings about companies early enough before taikruptcy. Correlation Coefficient reaches (0.0553
which is statically functioning ato(< 0.01). The results shows that available warnings abouipemies
early enough before their bankruptcy explain 3053%ifference.

e There is a relation between the available analyfoacedures and predicting that the company iblentp
continue the usual activity in the coming periotieTvalue of correlation coefficient reaches (.682Bich is
statistically functioning ate{< 0.01). The results show that the correct prediction ofdbmpany inability
to continue the usual activity during the comingiqe explains 388% of difference.

10. Recommendations

1- Legislation must be enacted to oblige the compatieseveal the abnormal clauses in their financial
statements if their relative significance exceeddsd the total budget.

2- Raising the awareness among companies to issueligisl for predicting any future financial failused of
their importance in determining the future stragsgi

3- Innovating courses specialized in the field o&finial failure and in prediction process. To holthgosiums
inside and outside the kingdom.
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Table 1 The Study Model

Independent Variables Dependent Variables

The abnormal clauses in the financial statements
The analytical procedures .| Discovering guidelines of the warnings about

| companies early enough before their bankrupicy

Predicting the inability of the companies to
prospectively engage in their usual activities

Table 2. The steps of the analytical procedures in revemakereceivables cycles

Analytical Procedure Potential Deviation
Comparing the tota_l prqflt W'th the precedent fof Increase or decrease in sales and debit
each production line in the last year

Monthly comparlngnstzlee;::; each production lir Increase or decrease in sales and debit

v}

Comparing the revenue and selling allowances [as .
. . . Increase or decrease in revenues, sales allowances
ratios of total sales with the same ratio for each

production line in the last year and debit
Comparing the individual's balances of certain L . . .
) ) Deviations in debits and income accounts
values with their precedents
Comparing bad debts as ratios of total sales witfRecognizing debit and uncollectible accounts whjch
their precedents have no allocation
Comparing number of days during which there greincrease and decrease in allocation of uncollextibl
uncollectible accounts with their precedents accounts and bad debts
Comparing dlscognt as ratios of total debit with Recognizing good debit accounts
their precedents
Comparing time categories as ratios of debits wijth Increase and decrease in the allocation of
their precedents uncollectible accounts and bad debts
Comparing the allocation of doubtful debts as &tio Increase and decrease in the allocation of doubiful
of debts with their precedents accounts and bad debts

Comparing selling expenses through multiplying pet . .
. . Increase and decrease in selling expenses and
sales by average expenses with the same recorded in

books of the present financial year related dues
Source: (Dahdoh & Others 2009 page 127)
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Table 3. Arithmetic mean and standard deviations to tpoase made by the individuals of the study samaple
measuring paragraphs related to the abnormal danghe financial statements

Arithmetic | Standard Variation
No Paragraph Text Mean Deviation Coefficient Rank

Do the analytical procedures assist|in
discovering the manipulation into
1 sales to increasingly affect the 3.61 0.71 15.1% 5
business results in order to raise the
share price in the stock market?

Can the auditor depend on the
analytical procedures to find out th

11°

2 ; . , . 4.20 0.70 14.2% 2
glaring errors in the financial
statements?
Is it possible to discover the deviation
3 in the cost of the sold goods through  4.55 0.66 13.8% 3

the material turnover?

Is it possible to discover the
4 deviations in selling commission 3.85 0.64 14.2% 4
through adding them to net sales?

Can the auditor discover insolvency
5 of the project through the analytical 4.82 .55 12.8% 1
procedures conducted on it?

Table 4. Arithmetic mean and standard deviations are tatled as to the response made by the individuals of
the study sample to discover guidelines of warnadgsut the companies early enough before theirroaidy

Variatio
Arithmetic Standard n
No Paragraph Text Mean Deviation | Correlati Rank
on

Do you think that comparing profit
distribution ratios in the present year with
1 their precedents through the analytical 3.71 0.91 24.4% 4
procedures provides an indicator of financial

deficit faced by the project

Can the auditor predict the project failure
through the analytical procedures (by using
2 ratios of revenue to costs and comparing the 4.42 0.68 14.4% 2
invested capital revenue with revenue of

similar investments?

Do you think that analytical procedures can

be used for measuring and evaluating

3 profitability and liquidity of the project and 4.68 0.58 11.5% 1

recognizing its efficiency and financial
increase?

Can the auditor discover through the
analytical procedures that the company is
intended to be liquidated by the management
rather than the shareholders?

4,03 0.98 23.1% 3
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Table 5. Arithmetic mean and standard deviations are tatled as to the response made by the study sample
concerning the measuring paragraph prepared faligtieg the inability of the company to engagehe usual

activity during the coming period.

No

Paragraph Text

Arithmetic
mean

Standard
Deviation

Variation

. rank
correlation

Can the auditor use the analytical

procedures to evaluate whether the project

shall continue the usual activities
according to which the financial
statements are made or not?

4.79

0.41

9.22% 1

Do you think if the project continuity is
doubted according to the analytical
procedures showing liquidity problems

profits decrease and loses increase in that
the auditor has to make reservations in hi

report?

4.55

S

0.66

16.22% 3

Do you think that the external auditor

failure to provide early warning about th

problems facing the projects in the near

future contributes to their inability to
engage in activity?

(1]

4.61

0.68

16.32% 4

Do you think that financial ratios and
equation (such as capital ratio to total

assets, retained profits ratios to total asgets
and sales ratios to total assets) made by

financial analysis experts are related to

predicting project bankruptcy and inability

to continue?

4.85

0.49

10.15% 2

Table 6.The relation between the procedural analysis aackimormal clauses discovered in the financial

statements by the external auditor in Kingdom dfiaa

Abnormal Clauses in Financial Statements

variable Correlation Coefficient Determination Functioning Level
(R) Coefficient (R2) 9
Analytical Procedures **0.4214 0.1173 0.000

Table 7. Results of Correlation Coefficient and DeterminatiGoefficient showing the relation between the

analytical procedures and discovering warnings tibompanies early enough before their bankruptcy

Discovering Warnings about Companies Early Enough &fore their
Bankruptcy
variable —
) . Determination Functioning Level
Correlation Coefficient (R) -
Coefficient
Analytical 05534 0.3051 0.000
Procedures

Such relation is ** functioning at level 0.01
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Table 8.The relation between the analytical procedurespaadicting that the company is unable to continue
the usual activity in the coming period

Predicting that Inability of the Company to Continue the Usual Activity in
the Coming Period
variable —
c lation Coeffici R Determination Functioning Level
orrelation Coefficient (R) Coefficient (R2)
Analytical * 0.6234 0.3883 0.000
Procedures

Such relation is ** functioning at level 0.01
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