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Abstract

The practices of Internal Control germinate in human man-
agement activities, which have been lasted for thousands of
years. Along with the continuous development of the economy,
the rising and prosperity of and capital markets, the effectiveness
of the internal control of listed company have becoming the focal
points of investors and regulators. As to our country, the reform
of internal control has also been springing up. Since 2008, A se-
ries of internal control regulations have been partially estab-
lished, and the implementation and reporting of internal control
were acquired from 2011. The high-quality information is the
blood of the market, and plays an increasingly important role as
an bridge links listed companies and capital markets. As to the
information supplier, the management reporting of internal con-
trol not only reflects their understanding of information disclosure
obligations, but also reflects the healthy development and the fu-

ture prospects of their company. As to the information users, the
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management reporting of internal control not only affect the judg-
ment and decision-making of investors, creditors and regulators,
but also express the different level of the internal control require-
ments among the different types of stakeholders.

From the theoretical point of view, the research on internal
control information disclosure is in its infancy, the theoretical
framework is not completed and integrated; the empirical re-
search of Internal Control Information Disclosure are glutted with
different results and luck of systematic research. From a practical
point of view, Although our country has drafted a timetable for
the mandatory internal control information disclosure, and has
implemented in the overseas and Main Board listed companies in
Shanghai and Shenzhen stock exchange committee, but the cur-
rent situation of disclosure is not as the uses’ expect. So system-
atic research on management reporting of internal control in our
country will better serve china’s vigorous development of capital
market and the innovative enterprises, is the internal requirement
of building the market economy of socialism with Chinese charac-
teristics, and is also to improve the level of information disclosure
of listed companies in china.

This paper applies the accounting, economics, management
science and other discipline of basic theories and worldwide re-
search results, based on the gap between theoretical research and
practice, and combines the normative research with empirical re-
search, focuses on the management reporting of internal control
in our country. The main contents of the full text are as follows:

Firstly is the theoretical basis. Based on the traditional



“shareholder primacy” enterprise concept, we introduce the ma-
ture efficient market theory, asymmetric information theory and
signal theory, and analyze the supply and demand of management
reporting of internal control and their impacts. Furthermore,
based on the traditional “stakeholder primacy” enterprise con-
cept, we illustrate the interests relationship between the stake-
holders and the business, found that “stakeholder theory” pro-
vides a theoretical premise for multi-level management reporting
on internal control.

Secondly is the regulation Comparison. We summarized and
commented on the regulations of the United States, Britain, Eu-
ropean Union, and Canada.

Thirdly is the present situation Analysis. This chapter com-
bined with special institutional background of information disclo-
sure in China’s A-share market. Overall, the numbers of manage-
ment reporting on internal control are increasing from 2009
to 2011.

Fourthly is the empirical analysis. We examine the relation-
ship betweeninternal governance mechanisms and management re-
porting on internal control, such as the ownership, the character-
istics of board directors and audit committie; the external govern-
ance mechanisms and management reporting on internal control,
such as legal system, efficiency of government administration and
the development of market.

Fifthly are the research implications and policy suggestions.
based on the normative research and empirical research on the

management reporting of internal control in our country, we com-

Abstract



bined with the current situation, put forward useful proposals
and countermeasures.

The main conclusions of this paper are as follows:

1. The “principle based” managements’ internal control re-
porting of the Britain has developed from the accounting control
to risk control. The “rules based” managements’ internal control
reporting of the United States also has developed from the ac-
counting control to internal control on financial reporting. Their
research and practice of internal control are the leadership of the
other countries in the world. On this basis, through the compari-
son with regulations of listed company’s management reporting
on internal control with the west, we can get the reference and
inspiration of how to establish and develop the related regulations
in our country.

2. Compared with the rising quantities, the quality of infor-
mation disclosure improves slowly. We search, summarize, clas-
sify, quantify and summary the text information from the Shenz-
hen stock exchange market’s management reporting of internal
control in 2009—2011, made descriptive statistics and analysis on
such data. Find that, the format of management reporting on in-
ternal control is not standardized; basis for evaluation is not uni-
form; criteria on the evaluation internal control deficiencies are
lack and not comparable; the results on the efficiencies of internal
control are not relevance; the information disclosure are inade-
quate etc. Further specification, there are a range of reasons for
the low level of management reporting on internal control in our

country, from the legal factors, the business internal factors and



market factors.

3. Through the empirical analyze between the external gov-
ernance mechanisms and management reporting, we found that
normally quality of management reporting in central-government-
controlled enterprises are higher than the non-government enter-
prises, the central-government-controlled enterprises is higher
than the local-government-controlled companies. At this stage,
quality and behavior of the listed company’s information disclo-
sure on internal control are significantly affected by the external
governance mechanisms factors. The more sound legal system,
the higher the efficiency of government administration, the better
the business environment, the quicker development of the inter-
mediary market, government market intervention more areas, the
quality of management reporting of such listed companies are
higher than the others. The development of the product market
and factor markets, the development of the element market have
the less impact on the management reporting of internal control.
This fully proves that the mandatory requirements on internal
control information disclosure have gradually affected the infor-
mation behavior of listed companies in China since 2008.

4. Through the empirical analyze between the internal fac-
tors of governance mechanisms and management reporting, we
found that the ownership control plays an important role in inter-
nal control evaluation of information disclosure of listed compa-
nies. For non-government-controlled companies, the higher the
concentration of ownership, the more conducive to the implemen-

tation of the system of internal control of the listed company, the

Abstract



A SR IBIEFFEBREGR

Rencarch o0 Managemen: Rep orting oo Iaterd  omiro
Listed Companie

higher quality of information disclosure, further proof Lin
Zhonggao’s conclusions of the study in 2009. There is not signifi-
cant relationship between internal factors of governance mecha-
nisms and management reporting on internal control for the cen-
tral government-controlled enterprises. Overall, the internal fac-
tors of governance mechanisms have lower effect on management
reporting of internal control.

5. Based on the normative research and empirical research
on the management reporting of internal control in our country,
we combined with the current situation; put forward useful pro-
posals and countermeasures. First, based on current conditions,
establish the integrated internal control and information disclo-
sure system, enhance the authority of regulation institutional,
adopted with companies’ practices pronounce the internal control
information disclosure rules; combine principles-based and rules-
oriented, give enterprises more initiatives. The second is to opti-
mize the external environment, strengthen the supervision of in-
ternal control information disclosure, strengthen the legal protec-
tion of investors’ mechanism, build rational internal control infor-
mation needs of the market, complementary and Alternative play
intermediary organizations’ monitoring. The Third is to clarify
the responsibility of the Board of Directors on reporting, further
implement the operation of the Audit Committee, strengthen the
degree of restriction, strengthen the “supervision” functions of
the Board Supervisors, establish the mechanism of Independent
Directors, form join forces of corporate governance in listed com-

panies.



