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Employee Equity Incentives and Internal Control Quality
YU Yaping, JIANG Yingbing
(School of Accounting, Dongbei University of Finance & Economics, Dalian 116025, China)

Abstract: Based on the data of A-share listed companies from 2008 to 2016, we examine the relation between non-executive
employee equity incentives and the quality of internal control. The result presents a positive link between non-executive em-
ployee equity incentives and the quality of internal control. Overall, the implementation of equity incentive plan helps to im-
prove the quality of internal control. On the one hand, non-executive employee equity incentives promote the implication of in-
ternal control elements, such as control environment, control activities and communication. On the other hand, non-executive
employee equity incentives also contribute to the realization of strategic and operational goals. Further analysis shows that the
positive effects of non-executive employee equity incentives are more significant in companies with lower level of marketing and
higher level of industry competition. In order to achieve the performance targets, employees are more likely to strengthen inter-
nal governance, such as improve the quality of internal control when the external environment is more severe.

Key Words: employee equity incentives; internal control quality ; marketization level; industry competition degree; quality of

financial reporting; earnings management; corporate governance
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