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Individual Investors’ Perceptions of Risk Associated with Internal
Control Deficiency Information Disclosure: An Experimental Study

Chi Guohua Zhang Chuancai Han Hongling

Abstract: There is important value on internal control relevant policy formulation and implementation to study
individual investors’ reaction mechanism of internal control information disclosure. This research examines the
influence of internal control deficiency information disclosure on individual investors’ investment risk perception
with experimental research method. We find that the severity of internal control deficiency significantly influences
individual investors’ expected investment risk assessment but there is no significant difference between the
disclosure of none deficiency and the disclosure of significant deficiency on individual investors’ risk perception,
the description of internal control deficiency has no significant influence. The trust on managers is an important
intermediary variable between the severity of internal control deficiency and individual investors’ investment risk
perception. We also find that internal control audit report has significant effect on individual investors’ investment
risk perception. The higher the level of individual investors using the internal control audit report is the more it
will strengthen the negative influence of internal control deficiency to individual investors’ risk perception.

Keywords: internal control information disclosure internal control deficiency individual investors risk

perception
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