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Can Internal Control Restrain the Risk of Major Shareholders Tunneling

Caused by Tax Avoidance?
ZHANG Xin-min'""", GE Chao®, YANG Dao-guang'

(1. a. School of International Business, b. Beijing Enterprises’ Global Management Research Centre;

University of International Business and Economics, Beijing 100029, China;
2. School of Economics, Shenzhen Polytechnic College, Shenzhen 518055, China)
Abstract: Tax avoidance has been a hot topic of theoretical exploration. While there are many researches on the economic conse-
quences of tax avoidance, few focus on the influencing factors. As a complete set of tools of risk management and control, whether
internal control restrain the risk of major shareholders tunneling caused by tax avoidance has yet to be tested empirically. Based on
this, the paper tests empirically how internal control affects the risk of major shareholders tunneling caused by tax avoidance. The
results show that high quality internal control can effectively control the risk of major shareholders tunneling caused by tax avoid-
ance. Further testing shows that the risk control effect of internal control lies in the private enterprises with strong demand for in-
ternal control and in the samples with poor quality of accounting information disclosure. By distinguishing the five elements of in-
ternal control, we find that risk assessment has a more direct impact on risk management and control. Generally, internal control
is an effective institutional tool of risk control.

Key Words: internal control; tax avoidance; risk; major shareholders tunneling; risk management and control ; risk assessment
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