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Preface

The paper stems from the concern about listed companies’ internal control failures,
and begins thinking about global internal control problems. Based on Separation of Own-
ership and Control, Theory of Mordern Property Ownership and Corporate Governance
Theory, the paper finds out the relation between ownership structure and internal con-
trol. Ownership structure is the foundation of internal control institution, and internal
control institution is the tool to protect stockholders equity. The paper analysises the in-
fluence of ownership structure on internal control effectiveness, and finds that ownership
structure affects effectiveness of control from owners to operators, operators to managers
and managers to employees. Then the paper combines normative with empirical analyses,
and deeply analyzes how listed companies’ ownership structure influences on internal
control effectiveness.

The paper firstly analyzes the behavior of internal control subjects in different own-
ership structures along Stucture — Conduct — Effectiveness ideas. Based on the special in-
stitutional background of China’s capital market, relying on motivation theory, starting
from the rights imbalance of the internal control subjects, the paper analyses the selec-
tion from motivation of board of directors and manager in different ownership struc-
tures. Then the paper builds the long — term games model of Board of Directors and man-
ager including internal control system, with Mirrlees — Holmstrom condition, and finds
that their Pareto optimal risk — sharing and Pareto optimal level of effort are difficult to a-
chieve, but effective internal control system can be designed to meet the incentive con-
tracts, to achieve both maximum expected utility.

From the development and evolution of internal control at home and abroad, the
essential function of internal control is risk control, and the derivative function is strate-
gic orientation with association of internal control system and enterprise management, so
they constitute the function system of internal control at this stage. Then drawing on the
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idea of the target function model, the paper proposed a two — dimensional perspective e-
valuation system of internal control effectiveness: risk control + strategic orientation.

Then, the paper selects Chinese A — share listed companies as a sample, and e-
valuates internal control effectiveness of Chinese listed companies with two — dimensional
perspective evaluation system. Results show that the overall condition is low. But compa-
nies with different performances are compared in difference test, we find that internal
control effectiveness is not high in companies with high performance. At this point, the
paper analyzes empirically how ownership structure impacts on internal control effective-
ness.

With correlation analysis and regression analysis, the paper find that ownership
concentration influences internal control effectiveness greatly, in addition to innovation
orientation, and other functions are significant correlation, but their effects are not the
same. The nature of the largest shareholder is significantly negatively correlated with
compliance risk control, that is, compliance risk control is lower in the state — owned
holding company. Due to the very low percentage of management ownership (mean of
1.097E - 3), the incentive effects of management ownership is restricted, thus the
conclusion is that the correlation of percentage of management ownership and internal
control effectiveness is not significant.

Finally, for the problems, the paper proposes to combine “behavior constraints”
with “consciousness induction” . The internal control mode can regulate behavior of in-
ternal control subjects to enhance internal control effectiveness. Specifically, at one as-
pect of internal control institution, behavior of subjects are constrained by optimizing
the ownership structure and improving its internal control system, thus these ways can
reduce or suppress occurrence of internal control deficiencies, and motivate internal
control subjects to find, disclose and remedy internal control deficiencies. At another as-
pect of internal control implementation, through formulating effective executive incen-
tive plans and enhancing motivation that internal control subjects implement internal
control institutions, thus the consciousness is induced to achieve the internal control ob-

jectives effectively.
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