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Internal Control, Zombie Enterprise and Audit Characteristics

LI Yachao', WANG Yufa*, LI Siyuan’
(1. School of business, Nanjing University, Nanjing 210093, China;

2. School of Finance and Economics, Henan Polytechnic University, Jiaozuo 454003, China;
3. The School of Finance, Hunan University of Technology and Business, Changsha 410205, China)

Abstract; Taking all A-share listed companies in Shenzhen and Shanghai from 2010 to 2017 as a research sample, this paper an-
alyzes the audit characteristics of zombie companies and explores the moderating effect of internal control on the relationship be-
tween them. The study finds that compared with non-zombie companies, zombie companies tend to pay lower audit fees, and are
more likely to receive non-standard opinions, to choose non-high-quality auditors for audit. Besides, their internal control envi-
ronment is more likely to be weaker. Further research finds that higher internal control quality makes zombie enterprises more
likely to receive standard and unreserved audit opinions, but non-zombie companies with better internal control quality tend to pay
higher audit fees and to choose high-qualified auditors. Further research based on the nature of property rights finds that; (1)
state-owned zombies tend to pay lower audit fees, in which the central state-owned enterprises’ audit fee is likely to be even low-
er; (2) private zombies are more likely to receive “non-standard” audit opinions; (3) private zombies and local state-owned
zombies are more likely to choose unqualified auditors, and local state-owned zombies are more inclined to do that. The study a-
bout the audit characteristics of zombies from the perspective of corporate governance provides empirical evidence for identifying
zombies.

Key Words: internal control; zombie enterprises; audit characteristics; nature of property right; audit fee; audit quality; inter-

nal control system; government intervention
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