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The Interactive Effect of The Quality of Accounting Earnings
and Governance Mechanisms on The Vulnerability of The
Company to The risk of Financial Failure: Empirical
Evidence From The Egyptian Environment

Abstract:

Research Obijective: to explore the adequacy and accuracy of the financial ratios
solely in predcting financial failure, and the possibility of improving the accuracy of
predictive models to predict the failure of the company through the strengthening of
these models to both the quality of accounting earnings and mechanisms of good
governance variables.

Design and Methodology: The study is based on the analysis of financial reports of
listed non-financial firms in the Egyptian Stock Exchange analysis the period (from
Y)Y to Y.Ve), with a total sample of (°A¢). To test (1Y) research hypotheses
representing the interactive impact of the quality of accounting earnings and
mechanisms of good governance as well as financial ratios on the accuracy of predictive
models to predict the failure of the company. Logistic regression was used for analyzing
the results.

Results and recommendations: The results of this research proved that the integrated
model to predict financial failure, which depends on the interaction between the quality
of accounting profits, and mechanisms of good governance as well as financial ratios
has high predictive accuracy of (2V.Y7) of the possibility of the Company's exposure to
the risk of financial failure, and based on that the study recommends the adoption
importance of this model as it provides an early warning signals, helping stakeholders in
the assessment of the company's status and to take better decisions in order to achieve
sustainability of the company's performance.

Research originality: this study contributes to the accounting literature through its
development of an accounting model that depends on the interaction between the
quality of earnings and mechanisms of good governance as well as financial ratios to
improve the accuracy of predictive models predicting the failure of the company, as
well as the submission of an evidence from the Egyptian environment about the level
earnings quality and the governance performance of non-financial listed in the stock
exchange.

Keywords:

Financial failure; quality of accounting earnings; governance mechanisms; Modified Z-
score model; theories of accounting literature; Listed non-financial firms in the
Egyptian Stock Exchange.
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