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Internal Control Quality and Accounting Conservatism :
Empirical Evidence from Annual Reports of A-Share Listed

Companies on SZSE from 2007 to 2010
FANG Hongxing' , ZHANG Zhiping'

(1. School of Accounting, Northeast University of Finance and Economics, Dalian 116025, China;
2. School of Business, Shandong University at Weihai, Weihai 264209, China)

Abstract; This paper analyzes how the internal control quality affects accounting conservatism from the root and the process of
accounting conservatism. By using A-share companies listed on the Shenzhen Main Board from 2007 to 2010 as a sample, we
try to test the impact of internal control quality on accounting conservatism based on Ball and Shivakumar (2005) accrual/cash
flow correction model. The empirical results show that companies with higher internal control quality will prevent managers’ op-
portunistic behavior and increase the timeliness of identifying and confirming the expected economic loss. In the follow-up peri-
od, companies with improved internal control quality have a higher accounting conservatism compared with the companies with-
out such control; Companies with declined internal control quality have a much lower accounting conservatism as such.

Key Words: internal control quality; accounting conservatism; accrual/cash flow correction model; earnings management;

managers-opportunistic behavior
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