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Abstract

From 1997, corporate governance has become worldwide focus. Many countries and relat-
ed international organization realize the necessity to improve the corporate governance. From
1980s, the aim of corporate governance has been changed to how to design the eflective system
for managers. Internal audit is the management control system which can make the aim to be
fulfilled, which is an important part of the corporate governance structure.

The present — day internal audit has been changed from traditional financial internal audit,
production internal audit to management internal audit. It has been proved by the practice that
internal audit has become more and more important in corporate governance. What characteris-
tics internal audit should have becomes the focus nowadays. In 1999 IIA has give the new defi-
nition : internal audit is an independent and impersonal consulting activity, its aim is to improve
the value and efficiency of the organization. It evaluates the risk management, control and gov-
ernance procedure with the systematic and normalized method, and helps the organization to
fulfill its aim with the high efficiency. This new definition relates the internal audit and corpo-
rate governance closely, and unifies the aim of internal audit and company together. The new
definition puts the research of internal audit on the platform of corporate governance, which
provides the new basis for the internal audit research.

With the suggestion of the new definition, we bring forward a conception: governance — o-
riented internal audit. We think modern internal audit should be an important tool to improve
the structure and efficiency of corporate governance. This article is divided into 8 chapters.

Chapter 1, it is the introduction of the article. In this chapter, it discusses the research
background, the overseas and domestic situation of research, the clue and the method of re-
search. i

Chapter 2, it is the summarization of the article. In this chapter, we analyze the progress
of the traditional internal audit and the characteristics of every progress from the history of inter-
nal audit, try to find the inherent rule of internal audit, and provide the clue to construct the
modern internal audit. On this basis, we analyze the requirement for internal audit from modern

economic and political point , analyze the disadvantage of traditional internal audit. On this a-
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nalysis, we provide a new concept: governance — oriented internal audit. We wish to find new
clue for the improvement of internal audit.

Chapter 3, it is the first key point of this article, it sets the structure for the modern gov-
ernance — oriented internal auditing. In this chapter, we set a theoretical structure: (1) Gov- -
ernance — oriented internal auditing should aim at adding value of the organization; (2) Gov-
ernance — oriented internal auditing should be based on the corporate governance. It will be
used from pure internal management system to the whole corporate governance; (3) Control-
ling, supervising, evaluating and consulting will be the basic function of the governance — ori-
ented auditing; (4) Governance — oriented internal auditing mainly provides confirmation and
consulting service. (5) The strategy of taking part in the auditing process changes the auditing
and audited party. (6) Governance — oriented internal auditing lay emphasis on the internal
control and risk management. In the chapter we differentiate the governance — oriented auditing
from ordinary auditing.

Chapter 4, we talk about the possibility of internal auditing having effect on corporate gov-
ernance. On the basis of agent theory, we show the importance of internal auditing to corporate
governance. In governance — oriented internal auditing, internal auditing has a great impact on
the corporate governance structure under the help of board of directors, top managers and exter-
nal auditing

How internal audit add value in the internal control and risk management is the emphasis
of this article, we talk about this problem From chapter 5 to chapter 7. We introduce the basic
concept and historical progress of internal control, find its future combined with the risk man-
agement, and on this basis we conclude that internal auditor can provide the internal control e-
valuation service. Nowadays, the external situation of the corporate governance has taken a
great change. The key point of the corporate governance has changed to the control and man-
agement of the risk. Internal auditor can assess, calculate and report risks and conduct risk
management. We have the research on the risk auditing using the method of CPA used in the
annual report auditing.

At the end, we discuss how to set an internal audit structure for modern governance — ori-
ented auditing. On the analysis of the disadvantage of current internal audit department, we
think the key point is to solve the independence of internal audit. We give some suggestion
such as improving the responsibility of internal audit, taking part in the construction of corpo-
rate culture, training pérson with ability.

This article wishes to construct a new type of internal audit to accommodate the modern

corporate governance and new situation, to give some clue for the research in the future.

Key word ; Corporate governance Internal audit ~ Governance — oriented internal audit
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