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Credit Constraint Effect of Internal Control Deficiencies

LIU Zhonghua', LIANG Hongyu®
(1. School of Finance and Economics, Guangdong University of Foreign Language and Trade, Guangzhou 510006, China;

2. School of Finance, Guangdong University of Finance and Economic, Guangzhou 510320, China)

Abstract: Based on the data of Chinese A-share non-financial listed companies from 2008 to 2012, this paper explores the
effects of internal control deficiencies on the corporate credit constraints. It finds that based on the control of the sample self-
selection problem, the internal control deficiencies exacerbated the credit constraints of the enterprises; the severity of internal
control deficiencies is significantly positively correlated with credit constraints suffered; the corrective measures taken by the
enterprise can alleviate the credit constraints caused by the internal control deficiencies, but it doesn’t fundamentally eliminate
the negative impact of the internal control deficiencies on corporate credit financing; and after distinguishing the industries,
the internal control deficiencies have no impact on the enterprise financial constraints of the monopoly industries, but they can
significantly improve the credit constraints of the non-monopoly industries.

Key Words: internal control deficiency; credit constraints effect; credit risk; CPA audit; internal audit; earnings manage-

ment; corporate governance; audit opinion; credit management
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