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Table 1 Results for Descriptive Statistics of Samples
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Table 3 Market Reaction and Statistical Significance
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Table 4 Results for Descriptive Statistics of Variables
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Table 5 Regression Results for the Regulatory Penalty
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Table 6 Regression Results for Litigation
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Table 7 Regression Results for Auditor Change
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Table 8 Regression Results for Market Reaction
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Table 9 Regression Results for the Adjustment Function of Internal Control Quality
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A Study of Negative Bias and Disclosure of Internal Control
Deficiency Information in Listed Companies

SHE Xiaoyan, Bl Jiangin

Accounting School, Yunnan University of Finance and Economics, Kunming 650221, China

Abstract ; The internal control deficiencies disclosed by the listed companies are widely disseminated by many news media as neg-
ative reports. At the same time, a large number of listed companies conceal or avoid the important and dwell on the trivial to dis-
close the actual internal control deficiencies. Under this background, it is of great significance to study negative bias on listed
companies’ disclosure of internal control deficiency information.

Taking the companies with internal control deficiencies in the market of A-share main board in China from 2012 to 2017 as
research samples, this study explored the relationship between the disclosure of internal control deficiency information and the
negative consequences from the two aspects of the negative preference, namely, bad news overreaction and category diagnosis.
We use the Tobit, OLS and Logit regression to explore the relationship between the disclosure of internal control deficiency infor-
mation and negative consequences from regulators, litigants, auditors, then analyze the relationship between the number of inter-
nal control deficiency information disclosed by companies and the degree of negative consequences. Based on this, we further ex-
plore the regulatory effect of internal control quality on the negative effects of disclosure of internal control deficiency information.

The results show that; (DFor companies with signs of internal control weakness, disclosure is more likely to result in nega-
tive consequences than concealing deficiencies. The internal control supervision mechanism at this stage does not constitute an ef-
fective deterrent to this; (2)The overreactions of external stakeholders to internal control deficiencies information have a substan-
tial impact on the enterprise, and disclosure of internal control deficiency information significantly incur regulatory penalties, liti-
gation, abnormal auditor change and negative market reaction; (3)There exists an inverted-U-shaped relationship between the de-
gree of full disclosure of the company$ deficiencies and the severity of negative consequences, and full disclosure of internal con-
trol deficiency information can weaken the corresponding negative consequences; @lInternal control quality and the quality of in-
ternal control information disclosure can positively regulate the weakening effect of adequate disclosure on negative consequences.

Negative Bias weakens the endogenous motivation of listed companies to disclose the information of internal control deficien-
cy to some extent, and it is easy to lead to more concealment and inadequate disclosure, which was called “bad money drives out
good”. The conclusion of the study provides a new perspective for the research on the facticity of internal control deficiency infor-
mation, and also provides relevant empirical evidence for the improvement of the internal control system and the supervision of
relevant departments.

Keywords: internal control deficiency information ;internal control quality ; negative bias ; negative consequences
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