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Abstract: Although our internal control system has been initially built, the ideas, connotations and
elements of internal control have not been well developed in practice. Many enterprises do not
realize the importance of internal control, which directly affects the implementation effect and
process of the internal control system. Therefore, the author makes a comparative study on the
theoretical framework of internal control effectiveness evaluation between China and the United
States. In order to provide a theoretical basis for the quantitative evaluation of the effectiveness of
internal control. After reviewing the development history of internal control between China and the
United States, and conducting comparative research, it is believed that the primary task of
strengthening the implementation of internal control is to strengthen the construction of "software"
such as the control environment.

1. Introduction

The capital market is increasingly important to the country's economic development, and
investor protection is one of the most important factors affecting the development of the capital
market [1]. In October 1939, the Auditing Procedures Committee of the American Institute of
Certified Public Accountants published the Audit Procedures No. 1 and added the content of
internal control review for the first time in the revised standardized audit report [2]. In the future,
the audit procedures based on internal control were repeatedly identified in several documents and
decrees [3]. After the industrial revolution, the emergence of internal control in the United States,
but only at the time of internal containment, that is, through account reconciliation and job
separation to avoid financial accounting fraud, after hundreds of years of development, this
containment is gradually refined [4]. The basic norms promulgated this time combine some
advanced international concepts and methods with the actual situation of Chinese enterprises. It
establishes the basic framework for the establishment and implementation of internal control in
Chinese enterprises, and opens the prelude to the comprehensive and systematic improvement of the
internal control management system of Listed Companies in China [5]. It can be seen that
strengthening the construction of internal control of government departments is the general trend,
and is becoming an important part of national governance. Since the 21st century, with the outbreak
of malignant fraud cases at home and abroad, such as Enron, WorldCom and Yinguangxia, it has
aroused unprecedented attention from all walks of life on how to protect the interests of investors as
much as possible.

Since the mid-20th century, the internal control responsibility of government departments around
the world has gradually become rigid [6]. Investigate its reason, information asymmetry is the
biggest obstacle to investor protection. On the whole, the new basic norms of internal control of
enterprises have been in line with international standards in system [7]. Since the beginning of this
period, the accounting-oriented audit has gradually been replaced by the system-based audit, and
the evaluation of internal control has also become an integral part and an important feature of audit
[8]. By the 1940s, in order to meet the needs of management and protect the economic interests of
investors and creditors, the connotation of internal control began to break through the restrictions in
the field of financial accounting, and extended to various fields of enterprises [9]. Before the formal
implementation of the internal control basic norms, enterprises must actively respond to the
establishment of specialized agencies or specialized personnel to formulate the internal control
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system of the enterprise. In recent years, Chinese government departments have paid more and
more attention to internal control and have issued a series of related policies [10]. Therefore, the
country's legal provisions may not be fully reflected in the company's institutional arrangements.
Analysis of the differences and linkages between China and the United States in the theory of
internal control frameworks will facilitate the smooth implementation of new internal control norms.
Therefore, companies need to reduce the impact of information asymmetry through internal
mechanisms or other measures to strengthen investor protection, thereby reducing agency costs and
financing costs.

2. Internal Control Effectiveness: Analysis of the Transmission Mechanism of Investor
Protection

2.1. Direct conduction mechanism

Internal control reduces agency costs and increases corporate value by constraining the behavior
of management and controlling shareholders. In addition, the protection of investors is directly
realized, that is, according to the idea of “internal control effectiveness—reducing agency
costs—improving corporate value—investor protection”, the internal control governance function
plays a role in protecting investors. Among them, investor protection focuses on protecting
investors' income rights. From the specific guidelines for independent auditing in 1996 to the recent
new internal control regulations, it can be seen from the latter that the concept of internal control
has gradually improved and is consistent with the concept of the international internal control
framework. For example, it is gradually clear that internal control needs to guard against various
risks of operation and management. In 1979 and 1998, the Securities and Exchange Commission
(SEC) proposed mandatory reporting of internal controls. In 1989, the United States Government
Audit Office (GAO) also proposed that the internal control of management and auditors should be
reported in the Emergency Assistance Bill for Deposit and Credit Institutions, but no final bill was
formed. Prior to this, the guiding principles, guidelines and norms of internal control in China were
mainly designated by the regulators of various industries for their own industries, which lacked
uniformity and coordination. The promulgation of the framework marks that the theory of internal
control has entered a new stage centered on enterprise risk management, representing the latest and
most perfect theory of internal control.

2.2. Indirect conduction mechanism

Internal control can protect investors indirectly by guaranteeing the true reliability of accounting
information and reducing information asymmetry. It mainly focuses on the protection of
investors'right to know and decision-making. There are many factors influencing the control
environment: the board of directors, the quality of managers, managers'conduct and management
philosophy, ethics and codes of conduct, organizational structure and power and responsibility
allocation system, information system, human resources policy and practice. Generally speaking,
legal operation is the most basic quality for an enterprise to participate in market activities, and it is
a relatively easy goal to achieve. With the change of economic environment, enterprises are facing
more risks. Especially after the scandals of Enron and WorldCom, a comprehensive risk
management framework is needed to help and guide enterprises to identify, assess and control risks.
The above-mentioned related policies have put forward new norms and higher requirements for the
relevant government departments to strengthen internal control. Therefore, in order to seize limited
capital. Companies with effective internal control highlight their competitive advantage by
voluntary disclosure or mandatory disclosure of relevant information, and financial reporting is an
effective vehicle for disclosure. In order to improve the quality of financial reports, reduce the
uncertainty of external investors on the relevant information of enterprises, and play a role in
protecting investors.
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3. Enlightenment from the Comparison of Internal Control between the Two Countries

Whether the internal control system is effective depends on many factors, but the key is the
internal environment of the enterprise which is in the basic position. According to the evaluation
criteria, the evaluation subjects adopt appropriate evaluation methods to evaluate the evaluation
objects, so as to achieve the goal of the effectiveness evaluation of internal control. In an effective
internal control system, power checks and balances help to restrain the management of the company,
maintain the independence of CPAs, and then improve the audit quality. In fact, the improvement of
business information system plays an important role in company risk management and management
objectives. For example, insurance companies' aggregation of insurance policy information, claims
information and the establishment of statistical databases are essential for correctly calculating the
solvency and liquidity risks of various reserves and reserves. Therefore, China should also pass
laws and regulations to require listed companies to implement mandatory internal control
information disclosure. No matter how complete the accounting system of the enterprise, how
detailed the internal control procedures are, once the enterprise has loopholes in some aspects such
as integrity and morality, organizational structure, governance structure, management philosophy,
power distribution and authorization, and human resource management. Nothing can fundamentally
avoid problems. Considering that the financial sector has no departmental interests, it can play the
best coordination role of the neutral institutions, thus forming a mechanism jointly led by the
financial department and jointly formulated by other departments.

It can be seen from the comparison of the formation mechanism that the political environment
determines the object of accounting services. In order to ensure the authenticity of internal control
information disclosure, the certified public accountant responsible for the annual accounting
statement audit shall issue a verification opinion on the internal control report and disclose it
together with the audit opinion of the accounting statement. The internal control office or the
internal control team mainly exercises both supervisory and evaluation functions, and can
participate in the formulation of reform measures as well as the implementation of reform measures.
The role of governance function is mainly to constrain the opportunism of insiders, reduce agency
costs, ease the degree of information asymmetry afterwards, and protect the legitimate rights and
interests of investors. Therefore, in order to ensure that the internal control system is effectively
implemented and the implementation effect is good, and that the internal control can adapt to the
new situation at any time, the internal control must be supervised. The Internal Control Committee
consists of an office or working group whose members are selected from the heads of relevant
departments and business backbones. The head of the internal control committee may act as the
convenor of the internal control committee. Supervision is a process of evaluating the quality of
system implementation over time. With the preliminary establishment of internal control system in
China, a good control environment has become the key to restrict the effectiveness of internal
control. This means that internal control has changed from the past process-oriented control to the
future process uncertainty control.

4. Conclusions

Scientific and reasonable evaluation of internal control of government departments is conducive
to improving the internal management level of government departments. Therefore, it is particularly
important to evaluate the effectiveness of internal control. Based on the analysis of the transmission
mechanism of internal control to investor protection, this paper studies the elements and their
relationships in the theoretical framework of internal control evaluation based on investor protection.
Its evaluation needs theoretical guidance. We should base on the historical evolution of internal
control and its latest research results and future development trend. Therefore, the staff of the
theoretical and practical circles in our country attach great importance to the study of the
construction of internal control norms, and have made a lot of efforts in introducing theory and
improving practice. When constructing the internal control standard system, China must consider
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China's specific environment, relevant national laws and regulations, and business management
practices, and closely follow the international trend in advanced concepts and technical methods. In
China's internal control system, the functions of monitoring are basically consistent with the COSO
internal control integration framework. If a reasonable and effective internal control evaluation
index system is not established, the evaluation method cannot be used to determine the scientific
indicator weights. The seven elements of demand side, subject, object, goal, idea, standard and
method of enterprise internal control effectiveness evaluation constitute the theoretical framework
of enterprise internal control effectiveness.

References

[1] Martorell R, Ascencio M, Tacsan L, et al. Effectiveness evaluation of the food fortification
program of Costa Rica: impact on anemia prevalence and hemoglobin concentrations in women and
children. American Journal of Clinical Nutrition, 2015, 101(1):210-217.

[2] Goga A E, Dinh T H, Jackson D J, et al. First population-level effectiveness evaluation of a
national programme to prevent HIV transmission from mother to child, South Africa. Journal of
Epidemiology and Community Health, 2015, 69(3):240-248.

[3] Huang Y M, Chiu P S. The effectiveness of a meaningful learning-based evaluation model for
context-aware mobile learning. British Journal of Educational Technology, 2015, 46(2):437-447.

[4] Shengli L, Yang C, Yueliang F, et al. Research and application of distribution grid investment
effectiveness evaluation and decision-making model. Power System Protection & Control, 2015,
43(2):119-125.

[5] Arbour-Nicitopoulos K P, Tomasone J R, Latimer-Cheung A E, et al. Get In Motion: An
Evaluation of the Reach and Effectiveness of a Physical Activity Telephone Counseling Service for
Canadians Living With Spinal?Cord Injury. PM&R, 2014, 6(12):1088-1096.

[6] Wang Y, Cao H Y, Xie M X, et al. Cardiovascular cast model fabrication and casting
effectiveness evaluation in fetus with severe congenital heart disease or normal heart. Journal of
Huazhong University of Science and Technology [Medical Sciences], 2016, 36(2):259-264.

[7] Research and application of methods for effectiveness evaluation of mine cooling system.
International Journal of Mining Science and Technology, 2015, 25(4):649-654.

[8] Pathi R, Langlois S. Evaluation of the effectiveness of digital radiography in emergency
situations.. Australasian Radiology, 2015, 46(2):167-1609.

[9] Cost-Effectiveness Evaluation of the 10-Valent Pneumococcal Non-typeableHaemophilus
influenzaeProtein D Conjugate Vaccine and 13-Valent Pneumococcal Vaccine in Japanese Children.
Infectious Diseases and Therapy, 2015, 4(1):93-112.

[10] Banerjee A K, Zomerdijk I M, Wooder S, et al. Post-Approval Evaluation of Effectiveness of
Risk Minimisation: Methods, Challenges and Interpretation. Drug Safety, 2014, 37(1):33-42.

160





