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The Effect of Internal Control Reporting on the Independent
Auditor’s Opinion Regarding Financial Statements of Listed
Companies on the Stock Exchange
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Abstract

Internal controls are critical in ensuring the reliability of financial reporting and mitigating
the risk of material misstatements. This study examines how internal control reporting
influences the audit opinion issued by independent auditors and the compliance assessments
conducted by statutory auditors. Findings reveal that material weaknesses in internal controls
significantly increase the likelihood of a modified audit opinion (qualified or adverse),
whereas effective internal controls correlate with a higher probability of an unmodified
(clean) opinion. Moreover, statutory auditors leverage internal control reports to enhance the
accuracy of their evaluations regarding regulatory compliance .Using descriptive statistics
and Microsoft Excel, this research analyzes data from 100 companies listed on the Tehran
Stock Exchange (TSE) between September 2023 and January 2024. The results confirm a
statistically significant positive relationship between robust internal control reporting and
favorable audit opinions. Additionally, the disclosure of internal control deficiencies reduces
auditors’ legal exposure in cases of misstatements attributable to control failures.
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