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Abstract: From the perspective of the effectiveness of internal control, according to the Stakeholder
Theory, Principal-Agent Theory and Reputation Theory, this paper analyzes comparatively the
influences of internal control on the assumption of corporate social responsibility (SCPS) from the
accrual basis, and the fulfillment of corporate social responsibility (CSRF) from the cash flow system
respectively. Using a sample of 1767 firms listed in China between 2011 and 2016, we find that effective
internal control has significantly promoted enterprises to assume social responsibilities. Meanwhile,
effective internal control substantially improves the fulfillment of corporate social responsibility.
This study overcomes the current situation that the two concepts of assumption and fulfillment of
corporate social responsibility have not been distinguished in previous literature. We suggest that,
in the economic transition period, the positive role of internal control in corporate governance should
be promoted to protect the legitimate rights and interests of stakeholders; the adverse impact of
the principal-agent relationship between shareholders and management on corporate governance
should be avoided, building high-quality internal control; enterprises achieve steady and sustainable
development process by the positive reputation value and robust external monitoring mechanism.
This research is of practical importance to strengthen the subsequent construction of the internal
control system and the long-term practice of corporate social responsibility.

Keywords: corporate social responsibility (CSR); assumption; fulfillment; rights and interests;
sustainable development; control; comparatively

1. Introduction

In recent years, Chinese enterprises are accelerating the construction of internal control systems
to achieve their sustainable development. The structure of internal control involves various aspects of
production and operation, which is a complex system engineering. Enterprises design, and execute,
internal control according to laws and regulations to ensure the authenticity and reliability of financial
reports and achieve operational efficiency and effectiveness. The construction and implementation of
internal control is a significant strategic move of modern enterprises and has become an important
mechanism design to solve the principal-agent problem.

Enterprise management has more discretion in choosing accounting estimation methods [1].
Without the restriction of formal policies and procedures, it is difficult to guarantee the reliability
of the company’s external disclosure of financial reports, which will have a negative impact on
the protection of stakeholders’ rights and interests. Enterprise goals can be divided into economic
goals and non-economic goals. Economic goals are undoubtedly the primary goal, while social
responsibility is the spillover effect of pursuing the primary goal [2]. For state-owned enterprises,
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corporate social responsibility is a specific, mandatory and legal goal and responsibility. Social
responsibility includes both non-economic goals and economic goals. In 2008, China State-Owned
Assets Supervision and Administration Commission of the State Council issued the “Guiding Opinions
on the Implementation of Social Responsibility by Central enterprises,” which called for integrating
the concept and requirements of social responsibility into the development strategy of central
enterprises [3]. Where central enterprises are those enterprises that dominate in major industries
and key areas that are vital to national security and the lifeblood of the national economy. Central
enterprises are an important pillar of the national economy.

As the basic link between corporate governance and social governance, corporate social
responsibility is a good combination of economic and social goals. From the perspective of the
relationship between private cost and social cost, while pursuing their development, enterprises have
obvious “external effects.” The more prominent positive external effect and the practice of creating
positive benefits are charity activities [4]. This not only belongs to the category of corporate social
responsibility, but also mitigates the adverse effects of some acute social contradictions. However,
the absence of corporate social responsibility means that stakeholders are “absent” in the contractual
relationship, and their contractual demands cannot be satisfied with. Some large enterprises at
home and abroad have been discredited due to the loss of social responsibility concept and internal
control defects, and the lessons of the spectacular collapse are extremely shocking [5]. To improve the
performance level of corporate social responsibility, the relevant institutional environment should be
improved to provide effective external constraints and internal dynamic mechanism [6].

The Ministry of Finance of the People’s Republic of China and the other four Ministries issued
the “Guidelines on Application of Internal Control in Enterprises” on 15 April, 2010 [7]. Where, in the
article 1 of the “Application Guideline No.4 of Enterprise Internal Control—Social Responsibility”,
it is specified that “in order to promote enterprises to fulfill their social responsibilities and realize the
coordinated developments of enterprises and society, this guideline is formulated in accordance with
relevant national laws and regulations and the ‘Basic Norms of Internal Control’.” In the article 2 of
this guideline, it is explicitly mentioned that “the social responsibility as referred to in this guideline
refers to the social responsibilities and obligations that an enterprise should fulfill in its business
development.” Corporate social responsibility should be taken as the content of internal control
and the link between corporate social responsibility, and internal control should be strengthened.
Then, does internal control play a positive role in the practice of corporate social responsibility?

However, the existing literature often only analyzes the assumption of corporate social responsibility
based on the accrual basis [8–10], or analyzes the fulfillment of corporate social responsibility from the cash
flow system only [11,12]. Based on the research motivation of comprehensively evaluating the practice of
corporate social responsibility, from the perspective of internal control effectiveness, this paper analyzes,
comparatively, the influences of internal control on the assumption of corporate social responsibility from
the accrual basis, and the fulfillment of corporate social responsibility from the cash flow system respectively.
Figure 1 shows the research train of thought. Through the study, it is expected to overcome the status quo
that the two concepts of the assumption of corporate social responsibility and the fulfillment of corporate
social responsibility that, in previous literature, are not differentiated [4,6,13]. We hope to enrich the
achievements of the existing literature, to strengthen the in-depth construction of enterprises’ internal
control system and to strengthen the practice of enterprises’ social responsibility.

The remainder of this paper is organized as follows: Section 2 presents the literature review, theoretical
basis, and research hypothesis; Section 3 presents the data source, variable definition, and model setting;
Section 4 discusses the descriptive statistics and correlation among variables; Section 5 presents the model
regression analysis; Section 6 develops the caution test; Section 7 concludes the study. This paper clarifies
the mechanism of internal control on corporate social responsibility practice and provides empirical
evidence for “normalizing” the corporate social responsibility practice and weakening the corporate social
responsibility risk.
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Figure 1. The research train of thought.

2. Literature Review, Theoretical Basis, and Research Hypothesis

The concept of corporate social responsibility is an objective requirement for the development of human
society. As a means of social development for powerful resource accumulation and utilization, enterprises
have significantly improved the level of social welfare and realized positive externalities in the process of
realizing their utility. According to the Stakeholder Theory, an enterprise is a “set of contracts” concluded
by stakeholders [14], and stakeholders have invested necessary resources into the enterprise. In essence,
corporate social responsibility embodies the contractual demands of stakeholders [15]. There is a natural fit
between corporate social responsibility and stakeholders [16]. Specifically, corporate social responsibility
refers to the responsibilities that an enterprise should fulfill to creditors, suppliers, governments, employees,
customers, communities and other stakeholders, as well as the environment, while bearing the necessary
economic responsibilities to shareholders [13].

2.1. The Effectiveness of Internal Control and the Assumption of Social Responsibility

Smith’s moral philosophy holds that while pursuing entrepreneurs’ profits, enterprises should
combine their interests with employees’ health and social progress, which is the earliest exploration of
the practice of corporate social responsibility. The goal of corporate governance develops from the
maximization of profit to the maximization of shareholder equity, and then to the maximization of
stakeholders’ benefit. The Stakeholder Theory reasonably integrates enterprises’ interests and social
effects and emphasizes that enterprises should take similar responsibilities for employees, consumers,
communities and regional economic development while improving enterprise value [17,18]. When the
level of internal governance is relatively high, and power supervision and balances between the
governance and the management are in place, the enterprise will assume full social responsibility.
Internal control optimizes the efficiency of capital allocation and promotes the sustainable development
of enterprises. However, the main risk to internal control is the risk of fraud. The loss of control
of social responsibility risk will seriously delay the sustainable development of enterprises [19].
Social responsibility risk broadens the risk boundary of enterprises and intensifies the risk level
of enterprises.

Companies should control the risk of major behaviors that deviate from their goals. The significance
of undertaking social responsibility lies in its breakthrough of the governance model of shareholder
supremacy. Based on the internal control system, enterprises should reshape the governance structure and
build a governance mechanism that promotes enterprises to assume social responsibility. Internal control
reasonably guarantees the efficiency of business activities, reliability of financial reports and compliance
with laws and regulations, and alleviates the conflict of interest caused by the unbalance of the governance
structure. Furthermore, internal control makes up for the lack of corporate social responsibility and plays
an active role in regulating the quality of social responsibility information disclosure. In the “Application
Guideline No.4 of Enterprise Internal Control—Social Responsibility” it has clarified the internal control
requirements for corporate social responsibility. As a strategic move, enterprises can change the perceptions
of stakeholders while assuming the corresponding social responsibilities. The strategic purposes of social
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responsibility practice cover the change of stakeholders’ expectations on performance, the transmission of
signals of performance improvement, and the diversion of social attention to enterprises [20,21]. Internal
control effectively controls the risk of social responsibility, safeguards the legitimate rights and interests of
stakeholders, and promotes the successful realization of the strategic goal of social responsibility practice.

In summary, as a system of enterprise risk management and control, when internal control is
effective, it can prevent improper behaviors that damage corporate reputation and image, avoid
adverse events that damage social responsibility practice, and thus improve corporate social
responsibility performance. The goal of internal control is in line with the stakeholders’ demands for
rights and interests, and it can enhance the value of corporate social responsibility practice. Therefore,
the effective internal control will promote enterprises to assume their due social responsibilities.

Based on the above analysis, the following research hypothesis is proposed.

Hypothesis 1. The effective internal control can significantly promote enterprises to assume their due
corporate social responsibility.

2.2. The Effectiveness of Internal Control and the Fulfillment of Corporate Social Responsibility

Enterprises should make decisions by giving full consideration to the interests of stakeholders and
fulfill the expectations and requirements of different groups by fulfilling their social responsibilities.
The practice of social development shows that the fulfillment of social responsibility is the basic
requirement for enterprises to survive and develop. Due to the historical and contemporary
characteristics of society itself, the concept of corporate social responsibility is continuously enriched,
and the institutional environment has an impact on corporate social responsibility. From the perspective
of Stakeholder Theory, the conflict between economic responsibility and social responsibility is
alleviated, and the goals of corporate governance and social governance are organically integrated.
While fulfilling their social responsibilities, the company also conveys information such as abiding by
the law and good business performance to the public.

Corporate social responsibility practice delivers the signal of contract performance to stakeholders,
minimizes agency costs and weakens the risk that the existing management is replaced by stakeholders [22].
When enterprises disclose social responsibility information, they can obtain low-interest loans with a longer
term. The higher the quality of corporate information disclosure, the lower the financing constraints
enterprises face [23,24]. In the process of corporate governance, the allocation of responsibilities, rights,
and interests should not be limited traditionally but should reflect the content of social responsibility practice.
The corresponding mechanism should be designed to ensure the fulfillment of more responsibilities in
environmental protection, sustainable development, community and employees. Through the effective
fulfillment of social responsibilities, enterprises can send positive signals to the capital market, gain a good
organizational reputation and sustainable competitive advantage. The enterprise’s social capital can be
accumulated, from which the strategic concept of social responsibility is formed.

Internal control is closely related to the fulfillment of corporate social responsibility [25,26]. It is
an important function of internal control to supervise the fulfillment of corporate social responsibility
and maintain the legitimate rights and interests of stakeholders [19,27]. The practice of corporate
social responsibility is not to increase the burden on itself, but to change the traditional thinking
mode and take the new paradigm as the driving force to ensure the sustainable long-term benefits for
enterprises. In the “Application Guideline No.4 of Enterprise Internal Control—Social Responsibility”,
it is pointed out that strengthening enterprises to fulfill social responsibility belongs to the functional
category of internal control. Internal control ensures the realization of enterprise development strategy.
The realization of strategic goals must be based on the fulfillment of social responsibility. A series
of control activities carried out to achieve the strategic objectives of internal control belong to the
strategic management behavior of enterprises [28,29]. Therefore, the more effective the internal control
operation is, the higher the strategic management level of the enterprise is, indicating the better
fulfillment degree of corporate social responsibility.
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Based on the above logic, we propose the following second hypothesis.

Hypothesis 2. The effective internal control significantly improves the degree of fulfillment of corporate
social responsibility.

3. Data Source, Variable Definition and Model Setting

3.1. Data Source

Referring to the research designs of Zhang et al. (2014) [9] and Kim et al. (2018) [30], we adopted
the annual data from the China Stock Exchange Database and Wind Database. The listed companies
on Chinese Stock Markets between 2011 and 2016 were selected as the research sample. Specifically,
we removed the financial firms because their accounting schemes are different from that of firms in other
industries; we removed the sample firms that are financially abnormal (ST); additionally, we deleted
firm-year observations with missing values. Our final sample consisted of 10,284 firm-year observations
and represents 1767 firms listed on Chinese Stock Markets. On this basis, the continuous variables were
winsorized with two-way 1% quantiles, to avoid the adverse effects of abnormal observations on the
analyses. To conduct the regression analyses, we used the STATA 14.2 software package.

3.2. Variable Definition

3.2.1. Interpreted Variables

(1) The level of corporate social responsibility assumed. Based on the authoritative and universal
consideration of indicators, we refer to the studies of Zhang et al. (2014) [9], Chen et al. (2015) [10] and
Fan et al. (2014) [31], and use the “social contribution value per share” as the indicator of corporate
social responsibility assumed. This indicator is defined in the “Notice on Strengthening the Social
Responsibility of Listed Companies” issued by the Shanghai Stock Exchange in 2008. When the index
is relatively higher, it indicates that enterprises have assumed social responsibilities better. Social
contribution per share (SCPS) is determined as Equation (1).

SCPS = X/Y (1)

For Equation (1), X = X1 + X2 + X3 + X4 + X5 − X6 + X7 + X8 − X9. The meanings of X1 ∼
X5,X7 ∼ X8 are Net profit, Income tax expense, Business tax and surcharges, Cash paid to and
for employees, Current wages payable to employees, Financial expense and donation respectively.
The meanings of X6 and X9 are Salary payable to employees in the previous period, Sewage charge and
cleaning charge respectively. Additionally, Y represents the average number of shares at the beginning
and end of the period. Among them, the data related to “donation” are manually collected and
obtained from the detailed items of “Non-operating expenses” in the notes to the income statement;
the data related to “Sewage charge and cleaning charge” are collected manually from the detailed
items of “Administrative costs” in the notes to the income statement.

(2) The degree of fulfillment of corporate social responsibility. Given the true social responsibility
of a company to its stakeholders, it is reflected in the actual cash paid to stakeholders under the given
income conditions. Enterprises should change from accrual basis to a cash flow system to examine their
social responsibility performance [12]. Therefore, we refer to the research results of Li et al. (2010) [32],
Zhang and Liang (2012) [33], and take the ratio of cash flow paid from an enterprise for shareholders,
creditors, employees, customers, consumers, suppliers, communities and other stakeholders to the
average number of shares at the beginning and end of the year as the degree of fulfillment of corporate
social responsibility (CSRF). CSRF is determined as Equation (2).

CSRF = Z/Y (2)
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For Equation (2), Z = Z1 + Z2 + Z3 + Z4 + Z5 + Z6. The meanings of Z1 ∼ Z6 are Cash paid
for distributing dividends or profits, Operating expenses, Cash paid for interest, Cash paid to and for
employees, Cash paid for goods and services and Cash paid in taxes and fees respectively. In particular,
Z2 refers to the operating expenses paid in cash in the current period. Y represents the average number
of shares at the beginning and end of the period.

3.2.2. Explanatory Variable

The effectiveness of internal control not only includes the effectiveness of internal control
to prevent, detect and correct major misstatements in financial statements, but also includes the
effectiveness of restraining executive behaviors to reduce agency costs [34]. As an independent third
party, Shenzhen DIB Risk Management Technology Co., Ltd. (DIB) published the “Internal Control
Index of Chinese Listed Companies” for the first time, which largely guarantees the objectivity of the
data. Since the release of the “Internal Control Index of Chinese Listed Companies” in 2011, it has been
widely adopted by the academic and practical circles. Therefore, for the explanatory variable—internal
control effectiveness (IC)—the “Internal Control Index of Chinese Listed Companies” was adapted to
measure the operating effectiveness of the sample enterprises’ internal control. The higher the internal
control index, the more effective the internal control.

3.2.3. Controlled Variables

Regarding the selection of controlled variables, we consider that the degree of equity concentration
will affect the principal-agent relationship between stakeholders, which determines the distribution
of control rights of listed companies [35]. Based on self-interests, major shareholders may strengthen
the restraint on senior executives or have “collusion” with them [36]. Therefore, this paper takes the
ownership concentration (SHRCR) as a variable to evaluate its possible influence on corporate social
responsibility practice. In the process of enterprise operation, management as a trustee receives the
supervision of the board of directors. When the chairman concurrently serves as the general manager,
the management team has the decision-making power, the executive power, and the supervision power.
The management team’s power is in the core position, and it is easy to cause absolute power and lose
the supervision and restriction from stakeholders. The excessive power of management will weaken
the effective play of the stakeholder supervision and restriction mechanism. Once the management is
above the internal control and there are circumstances such as collusion and fraud, the internal control
will lose its due effectiveness. Based on this consideration, the situation that the chairman concurrently
serves as the general manager (DUAL) was added to the models for control.

Additionally, it is an important dimension of internal corporate governance to motivate
the management through salary incentives [37], which may affect the attitudes of enterprises to
assume the social responsibilities. Therefore, executive compensation (LNSALARY) as a variable
was included in the regression models. Moreover, when the enterprises’ scales are different,
their performances of social responsibility are also different [38]. Therefore, the asset size (LNASSET)
was adopted as the measurement variable of enterprise size to investigate its possible influence
on CSR practice. Meanwhile, based on the Reputation Theory, enterprises with higher growth
are more concerned about their reputation value, and they often promise to fulfill the relevant
expenditure of social responsibility. Accordingly, we used the sales growth rate (GROWTH) to
measure the company’s growth. In accordance with the relevant studies of Zhang et al. (2014) [9],
Chen et al. (2015) [10] and Fan et al. (2014) [31], we controlled the size of board of supervisors
(SUPERVISOR), return on equity (ROE), equity multiplier (EM), audit opinion (AUDIT), enterprise
nature (STATE) in the following models. On this basis, we also controlled the annual effect (YEAR) that
reflect the changes in the macroeconomic environment, as well as the industry effect (IND) generated
by industry characteristics. Table 1 presents the names and meanings of variables.
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Table 1. Variable name and definition.

Variable Nature Variable Symbol Variable Name Computing Method

Explained variable

SCPS The level of
CSR assumed

Social contribution per share (SCPS): (Net profit +
Income tax expense + Business tax and
surcharges + Cash paid to and for employees +
Current wages payable to employees − Salary
payable to employees in the previous period +
Financial expense + Donation − Sewage charge
and cleaning charge)/the average number of
shares at the beginning and end of the period

CSRF The degree of
fulfillment of CSR

(Cash paid for distributing dividends or profits +
Operating expenses + Cash paid for interest +
Cash paid to and for employees + Cash paid for
goods and services + Cash paid in taxes and
fees)/the average number of shares at the
beginning and end of the period

Explanatory variable IC Internal
control effectiveness

The “Internal Control Index of Chinese Listed
Companies” issued by DIB; in regression analysis,
the value is standardized when divided by 100

Controlled variable

ROE Return on equity
After-tax profit/average owner’s equity at the
beginning and end of the period; it reflects the
level of return on owner’s equity

EM Equity multiplier Assets/equity; the higher the value, the higher
the level of debt

GROWTH Sales growth rate (Current operating income − previous operating
income)/previous operating income

SHRCR Ownership
concentration

The combined value of the shareholding ratio of
the top 10 shareholders

DUAL Double duty When the chairman concurrently serves as the
general manager, the value is 1; otherwise 0

SUPERVISOR Size of the board
of supervisors

Total number of supervisors (including chairman
of the board of supervisors)

LNSALARY Executive
compensation

Natural logarithm of total compensation of
directors, supervisors and top three executives

LNASSET Asset size Natural logarithm of total assets at the end of
the year

AUDIT Audit opinion

Dummy variables set according to the types of
audit opinion in the annual financial report.
Where the value of a standard unreserved
opinion is 1; otherwise, it is 0

STATE Enterprise nature Dummy variable; 1 for state-owned enterprises,
and 0 otherwise

YEAR Annual effect The annual effects

IND Industry effect

The industry effects; according to the “Guidelines
on Industry Classification of Listed Companies
(revised in 2012)” issued by China Securities
Regulatory Commission (CSRC), the sample
enterprises are divided into 17 industries,
and 16 industry dummy variables are set up

ε
Random

disturbance term

3.3. Model Setting-Up

To verify the rationality of the hypotheses mentioned above, we refer to the related studies of
Chen et al. (2015) [10] and Gupta (2014) [39] and construct the following regression model 1 and
model 2. The parameters were estimated by panel data regression analyses, which were used to test
hypothesis 1 and hypothesis 2 respectively. To avoid the endogenous problem caused by adverse
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causality in model 1 and model 2, we adopted the first order lags of ROE, EM, GROWTH, LNSALARY,
LNASSET, AUDIT in the regression models.

Model 1 : SCPSi,t = α0 + α1ICi,t + α2ROEi,t−1 + α3EMi,t−1 + α4GROWTHi,t−1 + α5SHRCRi,t+

α6DUALi,t + α7SUPERVISORi,t + α8LNSALARYi,t−1 + α9LNASSETi,t−1

+α10AUDITi,t−1 + α11STATEi,t + α12∑
t

YEAR + α13∑
t

IND + εi,t.

(3)

Model 2 : CSRFi,t = β0 + β1ICi,t + β2ROEi,t−1 + β3EMi,t−1 + β4GROWTHi,t−1 + β5SHRCRi,t+

β6DUALi,t + β7SUPERVISORi,t + β8LNSALARYi,t−1 + β9LNASSETi,t−1

+β10AUDITi,t−1 + β11STATEi,t + β12∑
t

YEAR + β13∑
t

IND + εi,t

(4)

4. Descriptive Statistics and Correlation of Variables

4.1. Descriptive Statistics

Table 2 shows descriptive statistics for the relevant variables used in our analysis. For the
explained variable in model 1, the maximum (minimum) of SCPS is 1.459 (−0.055), and the standard
deviation is 0.271, indicating that the levels of social responsibility assumed by sample enterprises
are significantly different, and even there exists negative social responsibility assumed, which will
have a negative impact on corporate reputation. For the explained variable in model 2, the standard
deviation of CSRF is 14.821, indicating that the degree of fulfillment of corporate social responsibility
is different to a large extent during the study period on sample enterprises.

Table 2. The descriptive statistics table of variables.

Variable Mean Median Maximum Minimum Deviation Observations

SCPS 0.313 0.238 1.459 −0.055 0.271 10,284
CSRF 7.958 4.350 307.089 0.043 14.821 7098

IC 649.253 675.460 873.680 0.000 133.622 10,284
ROE 0.071 0.068 0.368 −0.383 0.102 10,284
EM 2.265 1.844 8.475 1.055 1.304 10,284

GROWTH 0.130 0.086 1.590 −0.518 0.311 10,284
SHRCR 0.558 0.563 0.898 0.213 0.155 10,284
DUAL 0.215 0.000 1.000 0.000 0.411 10,284

SUPERVISOR 3.741 3.000 7.000 3.000 1.124 10,284
LNSALARY 14.312 14.291 16.242 12.702 0.679 10,284
LNASSET 22.251 22.081 26.059 19.862 1.274 10,284

AUDIT 0.980 1.000 1.000 0.000 0.140 10,284
STATE 0.462 0.000 1.000 0.000 0.499 10,284

For the explanatory variable (IC), its median is 675.460, indicating that the overall operation of
internal control is at an effective medium level during the implementation of the “Basic Norms for
Enterprise Internal Control”. Meanwhile, its maximum (minimum) is 873.680 (0.000), and the standard
deviation is 133.622. The effectiveness of internal control of sample enterprises is uneven. In different
periods, the operating conditions of the internal control of different enterprises are quite different,
and the effectiveness of internal control of individually listed enterprises needs to be further improved.

For the controlled variables, the standard deviations of ROE and EM are 0.102 and 1.304 respectively,
suggesting that the returns of owners’ equity and the liabilities in the sample enterprises have a certain
range of differences. The median (standard deviation) of GROWTH is 0.130 (0.311), suggesting that the sales
growth of sample enterprises is different. The median (mean) of SHRCR is 56.27% (55.81%), indicating that
the shareholding ratio of the top 10 shareholders is relatively high. The possible reason is that the equity
concentration can bring “supervision effect,” effectively restrain managers’ short-sighted behaviors and
speculative behaviors, and to a certain extent reduce enterprises’ hidden costs [40–42]. This is reflected in
the context of China’s economic transformation. The average proportion that the chairman concurrently
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serves as the general manager is close to 21.53%. The board of supervisors shall be composed of at
least three supervisors and, at most, seven supervisors. The supervisors shall be elected by the general
meeting of shareholders and shall perform the supervisory function on behalf of the general meeting of
shareholders. The standard deviations of LNSALARY, LNASSET, in turn, are 0.679 and 1.274. Additionally,
46.19% of the sample enterprises are state-owned. The existence of state-owned enterprises has its historical
reason. China has retained a large number of state-owned enterprises in its transition from a socialist
planned economy.

In addition, the mean of AUDIT is 0.980, indicating that the auditors have positive attitudes
towards the legitimacy and fairness of nearly 98% of the sample companies’ financial reports,
which also ensures the reliability of the data used in this paper. In general, the values of variables have
sufficient variability, providing a useful basis for the regression analyses below.

4.2. Correlation Coefficient of Variables

Table 3 presents the results of the correlation coefficients between variables. For model 1, the correlation
coefficient between the explanatory variable (IC) and the explained variable (SCPS) is 0.276 (p < 0.01),
suggesting that effective internal control is likely to promote enterprises to assume necessary social
responsibilities. For model 2, the correlation coefficient between the explanatory variable (IC) and the
explained variable (CSRF) is 0.119 (p < 0.01), suggesting that when the internal control is effective, it is likely
to improve the fulfillment of corporate social responsibility.

Among the controlled variables in model 1, ROE (0.522), EM (0.164), GROWTH (0.132), SHRCR
(0.241), SUPERVISOR (0.137), LNSALARY (0.373), LNASSET (0.427), AUDIT (0.095), STATE (0.181)
is positively and significantly (p < 0.01) correlated with the explained variable (SCPS) respectively.
Moreover, DUAL is negatively and significantly (−0.049; p < 0.01) correlated with SCPS. The controlled
variable has a strong correlation with the explained variable respectively, which ensures the rationality
of model 1 constructed above.

Among the controlled variables in model 2, respectively, ROE (0.126), EM (0.325), GROWTH
(0.026), SHRCR (0.110), SUPERVISOR (0.101), LNSALARY (0.150), LNASSET (0.286), STATE (0.163)
is positively and significantly (p < 0.01 or p < 0.05) correlated with the explained variable (CSRF).
Moreover, DUAL is negatively and significantly (−0.071; p < 0.01) correlated with CSRF, and AUDIT
negatively and significantly (−0.020; p < 0.10) correlated with CSRF. Obviously, the controlled variable
has a strong correlation with the explained variable respectively, which ensures the rationality of
model 2 constructed above.

Additionally, it is shown in Table 3 that the maximum absolute value of the correlation coefficients
is 0.456. This maximum exists between LNASSET and LNSALARY, which is less than the threshold of
0.800. Taken together, it is shown that there is no serious multicollinearity in the models, which provides
a reliable guarantee for the regression analyses below.
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Table 3. The table of correlation coefficients among variables.

Variable SCPS CSRF IC ROE EM GROWTH SHRCR DUAL SUPERVISOR LNSALARY LNASSET AUDIT STATE

SCPS 1.000
CSRF 0.468 *** 1.000

IC 0.276 *** 0.119 *** 1.000
ROE 0.522 *** 0.126 *** 0.396 *** 1.000
EM 0.164 *** 0.325 *** -0.110 *** −0.149 *** 1.000

GROWTH 0.132 *** 0.026 ** 0.143 *** 0.267 *** −0.001 1.000
SHRCR 0.241 *** 0.110 *** 0.159 *** 0.194 *** −0.021 ** 0.076 *** 1.000
DUAL −0.049 *** −0.071 *** −0.009 0.010 −0.103 *** 0.057 *** −0.019 * 1.000

SUPERVISOR 0.137 *** 0.101 *** 0.023 ** −0.006 0.143 *** −0.091 *** 0.047 *** −0.160 *** 1.000
LNSALARY 0.373 *** 0.150 *** 0.189 *** 0.289 *** 0.075 *** 0.053 *** 0.111 *** −0.047 *** 0.050 *** 1.000
LNASSET 0.427 *** 0.286 *** 0.186 *** 0.139 *** 0.428 *** 0.006 0.244 *** −0.166 *** 0.278 *** 0.456 *** 1.000

AUDIT 0.095 *** −0.020 * 0.334 *** 0.150 *** −0.124 *** 0.041 *** 0.058 *** 0.009 0.022 ** 0.080 *** 0.065 *** 1.000
STATE 0.181 *** 0.163 *** 0.021 ** −0.043 *** 0.227 *** −0.147 *** 0.054 *** −0.279 *** 0.370 *** 0.030 *** 0.336 *** 0.019 * 1.000

Note: *, ** and *** represent two-tailed statistical significance at the 10%, 5% and 1% levels respectively.
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5. Model Regression Analysis

The descriptive statistics of a single variable and the correlation coefficient between the variables
have no control over other factors that affect the explained variable, which are only the preliminary
analysis results. The data type adopted in this paper is panel data, which can overcome the endogenous
problem caused by the missing variables that do not change with time to some extent. The analysis
methods of panel data mainly include mixed OLS, fixed effect model and random effect model.
The LSDV method is used to test model 1 and model 2, and both of them reject the hypotheses that
the coefficients of all individual dummy variables are 0.000, indicating the existence of individual
fixed effects. The robust Hausman tests of model 1 and model 2 show that the Sargan-hansen χ2 are
920.558 (p < 0.01) and 110.486 (p < 0.01) respectively, indicating that the fixed effect model should be
adopted instead of the random effect model. Table 4 presents the results of the regression coefficient
estimates for the fixed effect.

Table 4. Statistical results of the estimated value of regression coefficients for models.

Variable
Model 1 Model 2

Coefficient (S.E.) Coefficient (S.E.)

Intercept 0.082 (0.212) −16.756 (16.276)
IC 0.018 *** (0.002) 0.416 *** (0.117)

ROE 0.076 *** (0.026) 2.407 (1.961)
EM 0.036 *** (0.005) 0.178 (0.307)

GROWTH 0.056 *** (0.007) 1.763 ***(0.455)
SHRCR 0.334 *** (0.037) 2.980 * (1.539)
DUAL 0.005 (0.007) 1.008 (1.009)

SUPERVISOR −0.0001 (0.007) 0.633 (0.600)
LNSALARY 0.035 *** (0.007) −0.069 (0.276)
LNASSET −0.034 *** (0.009) 0.634 (0.698)

AUDIT −0.009 (0.017) 2.132 (2.396)
STATE −0.006 (0.021) −0.200 (0.299)

YEAR/IND YES YES
# of obs. 8480 5388

Within_R2 0.141 0.026
F_Value 36.610 *** 3.820 ***

Note: *, ** and *** represent two-tailed statistical significance at the 10%, 5% and 1% levels respectively. Robust
standard errors in brackets are clustered at the enterprise level.

5.1. Analysis of Model 1’s Regression Results

The coefficient on IC is positive and significant (0.018, p < 0.01), suggesting that effective internal
control promotes enterprises to assume social responsibilities fully, and hypothesis 1 above can be verified.
The practice of corporate social responsibility means to protect and enhance the welfare level of the society
and the members of the organization through various business and social behaviors and to bring fair
and sustainable benefits to stakeholders [43,44]. By comprehensive control, the internal control system
supervises, monitors and corrects the production and operation process, thus effectively avoiding risks.
Strengthening the construction of the internal control system and safeguarding the legitimate rights and
interests of stakeholders reflect the primary goal of social governance to a large extent.

For the controlled variables, the coefficient on ROE, GROWTH is positive and significant (0.076,
p < 0.01; 0.056, p < 0.01) respectively, indicating that the good profit and development situation make the
enterprise assume more social responsibility, which is also consistent with the resource-based hypothesis.
The coefficient on EM is positive and significant (0.036, p < 0.01). The proportion of liabilities has a significant
positive effect on SCPS, which implies that the creditor exerts a positive governance effect on the practice of
corporate social responsibility. Likewise, the coefficient on SHRCR is positive and significant (0.334, p < 0.01).
Based on principal-agent relationships, the goals of management and shareholder are likely to be inconsistent.
When the degree of equity concentration is relatively high, the interests of major shareholders tend to be
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consistent with the enterprise as a whole, to strengthen the supervision effect on the management and ensure
that the enterprise bears the necessary social responsibility. Therefore, it will contribute to the realization
of enterprise value, which is consistent with the research conclusion of Hillman and Keim (2001) [45].
To realize long-term interests, major shareholders are more inclined to promote enterprises to assume more
social responsibilities and achieve more disclosure of social responsibility information.

Additionally, the coefficient on LNSALARY is positive and significant (0.035, p < 0.01). The increase
in executive compensation levels helps promote enterprises to assume more social responsibilities, and is
consistent with the findings of Flammer (2015) [46]. The salary level will affect the material standard of
living and the degree of desire satisfaction. When the pay is higher, the material well-being life will be
enriched. In the case that their material desire is greatly satisfied, the higher the spiritual demand of the
senior executives is, the better they will assume social responsibility when making and implementing
corporate decisions. The coefficient on LNASSET is negative and significant (−0.034, p < 0.01), implying
that large-scale enterprises should consider the interests of other stakeholders while pursuing the profits
of entrepreneurs. Enterprises should establish and improve effective incentive systems and incentive
mechanisms, and urge senior managers to maximize the utility of stakeholders while realizing corporate
profits, to improve the performance of corporate social responsibility practice. The estimated coefficients of
other controlled variables are not statistically significant.

5.2. Analysis of Model 2’s Regression Results

The coefficient on IC is positive and significant (0.416, p < 0.01), showing that effective internal control
has significantly promoted the improvement of the degree of fulfillment of corporate social responsibility,
and hypothesis 2 above has been verified. Under the effective operation of internal control, the corporate
governance structure is gradually improved, which improves the effective fulfillment of social responsibility
and effectively reduces the risk of social responsibility. Meanwhile, enterprises have different understanding
and performance of social responsibility in different periods of existence, and their understanding and
performance of social responsibility is a gradual process. In their business practice, enterprises should
strengthen the construction of the internal control system, improve the degree of fulfillment of corporate
social responsibility, and protect the legitimate rights and interests of stakeholders.

Among the controlled variables in model 2, the coefficient on GROWTH is positive and significant
(1.763, p < 0.01). Based on the Reputation Theory, the enterprises with higher growth are more concerned
about their reputation value. The excellent growth of enterprises is conducive to the fulfillment of corporate
social responsibility. Considering both self-development and social responsibility fulfillment, enterprises
can better realize their value in the process of social development. Moreover, the coefficient on SHRCR is
positive and significant (2.980, p < 0.10), suggesting that the higher the ownership concentration, the more
the listed companies tend to fulfill their social responsibilities. By improving the practice level of social
responsibility, corporate executives transmit the signal of fulfilling contractual obligations to stakeholders,
reduce the agency cost between them and stakeholders, and minimize the risk of being replaced by existing
stakeholders [22]. The estimated coefficients of other controlled variables are not statistically significant.

In addition to the analysis of the main results above, we examined the annual effect and the industry
effect. As for the annual effect, in model 1, the coefficients on YEAR (2012), YEAR (2015) are negative and
significant (−0.212, p < 0.01; −0.010, p < 0.05). In model 2, the coefficient on YEAR (2013) is negative and
significant (0.671, p < 0.01). The possible reasons for the above results are as follows: China’s economy went
from a “depression” to a “resurgence” in 2012, in 2013, China’s macro-economy would be full of vitality
in the complex [47]. Additionally, in 2015, China’s macroeconomic structure diverged and became more
volatile. As for the industry effect, in model 1, only these coefficients are positive and significant in IND
(agriculture, forestry, animal husbandry and fishery), IND (construction), IND (transportation, storage and
postal services), IND (leasing and business services), IND (water conservancy, environment and public
facilities management). In model 2, the coefficients of IND are not significant. The above results indicate
that it may be necessary to improve CSR practices from the perspective of industry regulation. Due to space
limitations, the above results are not shown in the table.
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Admittedly, in model 1 and model 2, the value of within_R2 is lower. The models adopted in this
paper are the panel models, whose within_R2 are only the square of the correlation coefficient between
the actual value of the explained variable and its predicted value when the inter-group deviation is
a regression. While the F_values that measure the overall significance of model 1 and model 2 are
significant (p < 0.01), model 1 and model 2 still have good overall explanatory power.

6. Caution Test

Referring to the relevant studies of Huang and Chen (2017) [48], we divided the explanatory variables
(IC) between the models into four points. According to the classification of 25% group distance and
industry-year, the internal control level of each group was calculated as one, two, three and four from low
to high, replacing the measurement method of internal control effectiveness (IC) in the original models.
At the same time, on the premise of distinguishing the nature of enterprises, we examined the difference in
the means of SCPS, CSRF respectively. The results of the t-tests are significant (p < 0.01), indicating that the
levels of SCPS and CSRF of enterprises with different natures are different respectively. Thus, the whole
sample, state-owned enterprise sample and private sample are distinguished, and the regression analyses
are conducted again to test the robustness of the conclusions in Table 4.

6.1. The Discretionary Test of Model 1’s Regression Results

In the whole sample, state-owned sample and private sample, we tested the model 1 by LSDV
method and rejected the assumption that the coefficients of all individual dummy variables are all
0.000. The results indicate the existence of individual fixed effects. The robust Hausman tests for
model 1 show that the Sargan-Hansen χ2 are 769.404 (p < 0.01), 288.233 (p < 0.01) and 219.351 (p < 0.01)
respectively, indicating that the fixed effect model should be used instead of the random effect model.
Table 5 presents the results of the regression coefficient estimates for the fixed effect.

As shown in Table 5, in the whole sample, state-owned sample and private sample, the coefficients
on IC are positive and significant (0.025, p < 0.01; 0.029, p < 0.01; 0.022, p < 0.01) in turn. The results
show that the perfection of internal control and the improvement of its operational effectiveness are
conducive to preventing enterprises’ social responsibility risks. This not only improves the strategic
attribute and sustainability of social responsibility, but also promotes the social responsibility practice
to deliver social responsibility information and establish effective reputation signal [49].

Table 5. Statistical results of caution test for model 1.

Variable
Whole Sample State-Owned Private

Coefficient (S.E.) Coefficient (S.E.) Coefficient (S.E.)

Intercept 0.071 (0.227) −0.115 (0.418) 0.271 (0.277)
IC 0.025 *** (0.002) 0.029 *** (0.003) 0.022 *** (0.002)

ROE 0.108 *** (0.027) 0.123 *** (0.042) 0.077 ** (0.035)
EM 0.036 *** (0.005) 0.037 *** (0.006) 0.031 *** (0.007)

GROWTH 0.059 *** (0.007) 0.084 *** (0.012) 0.046 *** (0.008)
SHRCR 0.296 *** (0.037) 0.311 *** (0.078) 0.280 *** (0.040)
DUAL 0.004 (0.008) 0.009 (0.015) −0.001 (0.009)

SUPERVISOR 0.001 (0.007) −0.002 (0.009) −0.0004 (0.010)
LNSALARY 0.035 *** (0.007) 0.051 *** (0.013) 0.021 *** (0.008)
LNASSET −0.030 *** (0.010) −0.030* (0.018) −0.029 *** (0.011)

AUDIT −0.011 (0.017) −0.013 (0.031) −0.012 (0.019)
STATE −0.004 (0.021)

YEAR/IND YES YES YES
# of obs. 8096 3692 4404

Within_R2 0.159 0.189 0.130
F_Value 39.800 *** 23.770 *** 19.530 ***

Note: *, ** and *** represent two-tailed statistical significance at the 10%, 5% and 1% levels respectively. Robust
standard errors in brackets are clustered at the enterprise level.
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Among the controlled variables, in the whole sample, state-owned and private sample,
the coefficients on ROE are positive and significant (0.108, p < 0.01; 0.123, p < 0.01; 0.077, p < 0.05)
in turn. The coefficients on EM are positive and significant (0.036, p < 0.01; 0.037, p < 0.01; 0.031,
p < 0.01) in turn. The coefficients on GROWTH are positive and significant (0.059, p < 0.01; 0.084,
p < 0.01; 0.046, p < 0.01) in turn. The coefficients on SHRCR are positive and significant (0.296, p < 0.01;
0.311, p < 0.01; 0.280, p < 0.01) in turn. The coefficients on LNSALARY are positive and significant
(0.035, p < 0.01; 0.051, p < 0.01; 0.021, p < 0.01) in turn. The above results once again show that the
good income status, creditor governance, development ability, moderate equity concentration and
salary incentive of enterprises, whether state-owned or private, will become the positive motivation for
undertaking social responsibility. However, the coefficients on LNASSET are negative and significant
(−0.030, p < 0.01; −0.030, p < 0.10; −0.029, p < 0.01) in turn. Once again, the results show again that it
is necessary for large-scale enterprises, whether state-owned or private, to improve the practice effect
of social responsibility while pursuing entrepreneurs’ profits. Overall, the above analysis results verify
the analysis conclusions of model 1 in Table 4 above.

6.2. The Discretionary Test of Model 2’s Regression Results

In the whole sample, state-owned sample and private sample, we tested the model 2 by LSDV
method and rejected the assumption that the coefficients of all individual dummy variables are all
0.000. The results indicate the existence of individual fixed effects. The robust Hausman tests for
model 1 show that the Sargan-Hansen χ2 are 120.344 (p < 0.01), 100.865 (p < 0.01) and 53.794 (p < 0.01)
respectively, indicating that the fixed effect model should be used instead of the random effect model.
Table 6 presents the results of the regression coefficient estimates for the fixed effect.

As shown in Table 6, in the whole sample, state-owned sample and private sample, the coefficients
on IC are positive and significant (0.410, p < 0.01; 0.569, p < 0.01; 0.238, p < 0.01) in turn. These results
indicate that whether state-owned or private enterprises, high-quality internal control improves the
degree of fulfillment of corporate social responsibility, which is consistent with the analysis result of
model 2 in Table 4 above.

Table 6. Statistical results of the caution test for model 2.

Variable
Whole Sample State-Owned Private

Coefficient (S.E.) Coefficient (S.E.) Coefficient (S.E.)

Intercept −15.022 (15.862) −51.078 * (26.901) 8.251 (21.171)
IC 0.410 *** (0.090) 0.569 *** (0.173) 0.238 *** (0.070)

ROE 2.951(1.990) 0.427 (3.423) 5.058 *** (1.921)
EM 0.193 (0.304) −0.331 (0.480) 0.883 *** (0.266)

GROWTH 1.741 *** (0.465) 4.217 *** (1.086) 0.427 (0.407)
SHRCR 2.798 * (1.528) 7.0264 * (3.881) 1.247 (1.362)
DUAL 0.992 (1.007) 0.033 (0.382) 1.411 (1.454)

SUPERVISOR 0.661 (0.604) 0.388 (0.625) 1.268 (1.335)
LNSALARY −0.091 (0.272) −0.027 (0.577) −0.247 (0.297)
LNASSET 0.616 (0.691) 1.899 * (1.029) −0.379 (1.004)

AUDIT 2.571 (2.506) 5.541 (5.133) −0.596 * (0.360)
STATE −0.172 (0.292)

YEAR/IND YES YES YES
# of obs. 5388 2405 2983

Within_R2 0.025 0.070 0.019
F_Value 3.76 *** 5.31 *** 1.62 **

Note: *, ** and *** represent two-tailed statistical significance at the 10%, 5% and 1% levels respectively. Robust
standard errors in brackets are clustered at the enterprise level.

Among the controlled variables in model 2, the coefficient on ROE is positive and significant
(5.058, p < 0.01) in the private sample, showing that the good accounting surplus provides material
support for the fulfillment of social responsibility, but this phenomenon is mainly reflected in private
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enterprises. In the private sample, the coefficient on EM is positive and significant (0.883, p < 0.01),
indicating that the creditors of private enterprises have a more prominent governance effect on
corporate social responsibility. China’s state-owned enterprises are endowed with strong social
responsibility from the beginning of their establishment, which is an important manifestation of the
nature of state-owned enterprises. However, private enterprises are not born with attention to social
responsibility; their management goal is more to pursue maximum profits. The exertion of creditor’s
governance effect will promote private enterprises to fulfill their social responsibility actively.

In the whole sample and state-owned sample, the coefficients on GROWTH are positive and
significant (1.741, p < 0.01; 4.217, p < 0.01) in turn. While realizing their rapid growth, enterprises
also promise and fulfill the relevant expenditure of social responsibility, which is more obvious in
state-owned enterprises. The possible reason is that state-owned enterprises are more concerned about
the reputation value because of their property nature, while private enterprises have not paid enough
attention to the reputation value during their growth. In the whole sample and state-owned sample,
the coefficients on SHRCR are positive and significant (2.798, p < 0.10; 7.026, p < 0.10), respectively.
However, in the private sample, the coefficient on SHRCR is insignificant statistically. In state-owned
listed enterprises, a moderate increase in ownership concentration will significantly improve the
fulfillment of social responsibility, while the ownership concentration of private enterprises has no
significant impact on the fulfillment of social responsibility.

In state-owned enterprises, the coefficient on LNASSET is positive and significant (1.899, p < 0.10),
showing that scale factor can be a force to promote enterprises to fulfill their social responsibilities, but this
phenomenon is only apparent in state-owned enterprises. In the private sample, the coefficient on AUDIT is
negative and significant (−0.596, p < 0.10). The evaluation of auditors can also be an active supervision force
for enterprises to fulfill their social responsibilities, but this effect is only apparent in private enterprises.

7. Conclusions and Recommendations

7.1. Conclusions

From the perspective of internal control effectiveness, this paper analyzes the influences of internal
control on the assumption of corporate social responsibility, and the fulfillment of corporate social
responsibility according to the Stakeholder Theory, Principal-Agent Theory and Reputation Theory.
This paper breaks through the previous literature that only analyzed the assumption of corporate
social responsibility based on the accrual basis [8–10], or only analyzed the fulfillment of corporate
social responsibility based on the cash flow system [11,12]. On this basis, it is expected to put forward
reasonable suggestions to further avoid the adverse impact of the principal-agent relationship between
shareholders and management. At the same time, through this study, it is expected to promote
enterprises to strengthen positive reputation value and protect the legitimate rights and interests of
numerous stakeholders in the current economic transition period.

The research shows that effective internal control has significantly promoted enterprises to assume
social responsibilities and generated fair and sustainable benefits for stakeholders. Meanwhile, effective
internal control substantially improves the degree of fulfillment of corporate social responsibility,
and fully reduces the risk of social responsibility. Through this study, we overcome the current
situation that the two concepts of assumption and fulfillment of corporate social responsibility have
not been distinguished in previous literature [4,6,13]. From the two aspects of accrual basis and cash
flow system, we comprehensively analyze the influences of internal control on the assumption and
fulfillment of corporate social responsibility, which is of practical value to strengthen the subsequent
construction of internal control system and the long-term practice of corporate social responsibility.

7.2. Recommendations

Enterprises should further strengthen the mechanism of the internal control system. As an essential
part of internal management, enterprise internal control has a substantial impact on production and
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operation activities. Under the realistic background of economic transition, the positive role of internal
control in corporate governance should be promoted to make internal control a “booster” for core value
creation. The establishment and perfection of internal control is a long systematic process. The regulators
deeply guide the enterprise to strengthen and perfect the internal control system, and optimize the
quality of internal control information disclosure. The supervision departments implement differentiated
regulatory measures based on industry characteristics by elaborating the operational guidelines for
internal control [50,51]. Furthermore, the design of internal control should be more reasonable and
effective, and the legitimate rights and interests of stakeholders should be protected.

In the economic transition period, enterprises should pay attention to the consequences of
internal control defects and repair these defects in time. In their operation practices, enterprises avoid
the adverse impact of the principal-agent relationship between shareholders and management on
corporate governance through building high-quality internal control. Furthermore, the basic norms
of social responsibility information disclosure should be established from the perspective of internal
control. It is suggested that the relevant contents of evaluation of “the assumption and fulfillment of
corporate social responsibility” should be added in internal control audit reports and internal control
self-evaluation reports in due time, to improve the protection of stakeholders’ rights and interests.
By delivering reputation information to stakeholders, the company establishes a good reputation
image. By maintaining a positive reputation value, enterprises can achieve a positive trend of steady
and sustainable development.

Additionally, from the perspective of external supervision, the laws and regulations on corporate
social responsibility should be improved to provide the necessary incentive and binding mechanisms
for corporate social responsibility practice. When the legal environment is relatively perfect, enterprises
will assume more social responsibilities. The relevant judicial system of corporate social responsibility
should be standardized to build a strong external monitoring mechanism for social responsibility
practice. Those undesirable phenomena such as the lack of social responsibility due to an imperfect
judicial system should be avoided. Given the malignant event contrary to the rights and interests
of stakeholders, the regulator will deal with it seriously according to the laws and regulations.
By making up the loss of stakeholders’ rights and interests, the company can promote the long-term
implementation of its social responsibility.
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