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Internal Control Indexes for Listed Firms in China: Logic, Design and Validation

Chen Hanwen Huang Xuanhao

Abstract: It has been a concern shared by shareholders including investors as how to evaluate the quality of
internal control. The methodology relying on internal control audit opinion has intrinsic limitations, and current
internal control indexes lack in consistent logic and generate different outcomes. Therefore, this paper follows
the logic of “what’re they-how to measure them-how well they’re measured” to construct and validate a set of
internal control indexes with clear concepts, comprehensive measurements, and promising application prospects.
Specifically, it first suggests two alternative views, from Processes, and from Targets, which can be used to
design internal control indexes after in-depth analyses on the connotation of internal control, and then proves
the rationality of the former view. Second, it introduces the measurement system and process, and then validates
the indexes from the reality and empirical findings. Finally, it responds to common questions on the indexes and
indicates the opportunity and direction of using the indexes to conduct empirical studies.

Keywords: internal control, view from processes, view from targets, index
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