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Can internal control quality decrease the probability of
receiving inquiry letter s? Evidence from stock exchangeinquiry letters of
annual reports

YU Minggui, BIAN Shihui

(School of Finance, Zhongnan University of Economics and Law, Wuhan 430073, China;
School of Economics and Management, Wuhan University, Wuhan 430072, China)

Abstract: In recent years, the increasing number of inquiry letters issued by Shanghai and Shenzhen Stock Exchanges
has gained widespread attention from investors and the media. Based on the evidence of inquiry letters of annual
financial report, this paper tests the impact of internal control quality (ICQ) on the probability of receiving inquiry
letters. It’s found that firms with higher internal control quality are more likely to receive inquiry letters. And ICQ is
negatively related to the extent of inquiry letters measured by the number of questions and length of the letter. After
limiting the sample to standard unqualified opinion, the internal control quality is still negatively correlated with the
probability of receiving inquiry letters, indicating that besides the external supervision of auditor, the review of annual
reports by the Shanghai and Shenzhen Stock Exchanges can play an additional regulatory role. And the marginal
contribution of one standard error of ICQ to the probability of receiving inquiry letters is about —1.5%. Also, political
connection can weaken the effect of internal control on the probability of receiving inquiry letters. These empirical
results show that strengthening internal control construction can avoid supervision and inquiry, and promote the healthy
development of listed companies.

Key Words: inquiry letters; internal control; quality of information disclosure
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