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Under the condition of the two rights separation and
the authorized management in modern enterprise, we
need to control the enterprise, in order to effectively
solve the conflicts of interests among the managers,
owners and other stakeholders, to coordinate the rights
and responsibilities of managers, and to ensure the
realization of the reliability of financial reports, the
effectiveness of business activities and the compliance
with local laws and regulations. Amounts of facts show
that “under — control enterprise is strong, out — of -
control enterprise is weak, and without - control
enterprise is disordered. ” In fact, the control issue
consists of two aspects, which are the external “want me
to control” and the internal “I want to control” . At
present, our academic researchers and regulators often
attach importance to external aspects “ want me to
control” In this paper, we argue that the listed
companies, which represent the benefits of investors,
should to progress the more significant concept “I want

to control”. Studies on the internal control quality and



its evaluation belong to the core categories of internal control research. As
internal control plays a more significant role in the management of modern
industry, the development of internal control and its evaluation should
transform from only meeting the requirements of auditing and laws, to
satisfying the needs of enterprise own management. Current theories can
not provide efficient back up for this trend, for it fails to breakthrough the
scope of auditing, fails to build a clear and complete system, and fails to
make a close connection with organization.

For the enterprise, whose common goal is to maximize its value, the
internal control becomes more and more important in business activities,
and the quality of the execution of internal control will make a direct
impact on the achievement of the value maximization goal. The
introduction of “ value philosophy” brings new opportunities to the
development of enterprise’s internal control. Internal control embodies the
basic connotation of the value chain management theory, and value
maximization is its goal. Internal control can improve overall value of
enterprise chain, and assures the all — around cooperation among value —
chain enterprises and the realization of chain — management goal. In the
literature of value relevance, the internal control quality is still an
unanswered question for the influence of enterprise market value. This
paper strictly follows the mainline of the evaluation of internal control
quality, the analysis of influencing factors, and the relation with the firm
value. First of all, this book makes preliminary analysis on the
relationship between internal control quality and firm value on the
theoretical level, and designs a feasible path to increase the firm value;
then makes a systematic research on the internal control quality, and
establishes the internal control quality evaluation indices system and the
internal control quality index calculation model, which are later on
applied in the evaluation of internal control quality of Shanghai — listed

companies; after that, theoretically analyzes the main factors which may



influence the internal control quality, and conducts a empirical test based

on the listed companies; Finally, carries a empirical test on the
relationship between internal control quality and firm value. This book is
divided into eight chapters, each chapter reads as follows

The first chapter is the introduction of this book. This part elaborates
the background, significance, objective, structure arrangement, technical
route, and the main methodology of this research.

The second chapter discusses the literature review. Literature review
consists of essential attributes of internal control, such as property
protection view, stakeholders balance view, etc; the evaluation of
internal control quality includes goal — oriented evaluation, defective
internal control evaluation, the quality of internal control elements
evaluation, signal — transmitted evaluation, analytical method evaluation,
and the reliability theory and mathematical statistic method evaluation,
etc; the influencing factors includes internal environment factors; external
environment factors and controlling behavior factors, etc; the relationship
between internal control quality and firm value includes direct correlation
and indirect ones; countermeasures to improve the internal control quality
includes the improvement of the information system of internal control,
dynamic combination of different internal control system, and the push
from market supervision external auditing, etc.

The third chapter describes the theoretical foundation, which
comprises principal — agent theory and signal transfer theory, system
theory and contingency theory.

The fourth chapter analyzes the basic theory of internal control
quality and firm value. Firstly, this part illustrates the emergence and
development of enterprise internal control, further clarifies the essential
attribute and development powers of internal control, compares related
concepts of internal control, and defines the concept of internal control

quality; and in the next, this part describes the basic theory of firm



value, which consists of its value causes, assessment, and definition;
later, explains the relationship between internal control quality and firm
value on the theoretical basis; at last, this part elaborates the method on
how to increase the firm value by means of internal control quality.

The chapter five discusses the internal control quality of listed
companies in our country. The goal of establishing internal control quality
evaluation indices system is to serve for the evaluation of the present
condition of the internal control quality in our country. First, this part
illustrates the related theory of the evaluation of internal control quality,
which includes the connotation and objective of the evaluation of internal
control quality, the subject and category of the evaluation of internal
control quality, and the method and standard of the evaluation of internal
control quality; with the reference to the related academic findings, this
part then designs certain index for the evaluation of internal control
quality ; later, on the basis of fundamental thread of the evaluation, this
part establishes the enterprise internal control quality evaluation indices
system ; ultimately, this part applies the above model to Shanghai — listed
companies and makes a evaluation and a preliminary analysis on the
internal control quality.

The chapter six empirically analyzes the influencing factors of the
internal control quality. There are many factors to influence the internal
control quality, and we need to study them all in order to make it more
applicable. At first, this part carries out a theoretical analysis of
influencing factors, including the internal environment factors, the
external environment factors, and the control behavior factors; after that,
this part defines and designs the research variables and testing model
respectively, also sets the internal control quality as the explanatory
variables and the internal environment factors, the external environment
factors, and the control behavior factors as the explained variables;

finally, based on the cross — sectional data, this part empirically



examines the relation internal control quality and its influencing factors.

The chapter seven is the empirical analysis of internal control quality
and firm value. Whether the objective of internal control contains three
aspects, four aspects or five aspects, the common goal of internal control
is to maximize the firm value. Initially, this part analyzes five elements of
internal control, which are strategic control, management control, report
control, compliance control, safety control and their relations with the
value creation; and then explains the role of internal control on how to
increase the firm value based on the data of Shanghai — listed companies,
this part later defines and designs the research variables and testing model
respectively, sets the internal control quality as the explanatory variables
and the firm value of the proxy variable Tobin’s Q as the explained
variables, and empirically examines the relationship between internal
control quality and firm value.

The chapter eight concludes the book and present policy suggestions
on how to evaluate, improve the internal control quality, and enhance its
relation with firm value. Meanwhile, this part also illustrates the
limitations and weakness of this book in order to show clearly direction for
further study of this issue.

After theoretical analysis and empirical research, this book argues
that; (1) The construction of internal control in our country should move
from the passive “want me to control” situation toward the active “I want
to control” situation, and value — oriented framework of internal control
ought to be established to highlight the value — added function of internal
control. (2) The overall level of internal control quality is relatively low,
and it is urgent for us to improve the internal control quality. In addition,
the financial report control quality is better than any other subsystem
quality. (3) Industrial differences exist in the internal control quality in
our listed firms, and appear different kinds of characteristics. (4) The

main influencing factors of internal control quality can be classified into



