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Abstract

The purpose of this study is to investigate why companies revise their basic policy on
internal control systems, as established in accordance with Japanese Companies Act and
its enforcement regulations.

In this paper, I analyze textual data describing the grounds on which companies
have renewed their policy, declared in their documents for timely disclosure, and then
classify these reasons into 16 categories. I find that the most populous category responds
to the new regulations for internal control over financial reporting, based on the Finan-
cial Instruments and Exchange Act, and against anti-social elements. This suggests that
many companies amend their policy in an effort to cope with changes in the institutional
environment, which is not dealt with in Companies Act.

I also examine the relation between the reasons why firms revise their policy and the
time when they make their revision. It emerges that many firms initially construct their
internal control systems in order to meet minimum standards but eventually it is to uti-

lize these internal control systems effectively and actively.
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