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Abstract. With the advancement of economic globalization, the increasingly
intense market competition has made the corporate survival environment more
complex. Therefore, optimizing corporate governance structures, enhancing in-
ternal audit quality, and leveraging these improvements to drive corporate value
growth have become critical priorities. This study systematically reviews exist-
ing literature, develops hypotheses, and constructs a research model based on
relevant theoretical foundations. Using A-share listed companies in the Shanghai
and Shenzhen stock markets from 2017 to 2021 as the research sample, this paper
conducts an empirical analysis of corporate governance, internal audit quality,
and corporate value. Based on the findings, the study provides recommendations
for enterprises to refine governance mechanisms, strengthen internal audit func-
tions, and enhance overall corporate value.
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1 Introduction

1.1  Background

Corporate value is a key indicator of a company's competitiveness and growth. Scan-
dals like those of WorldCom and Enron highlighted the need for stronger corporate
governance and internal auditing. In response, China introduced measures such as the
Guidelines for the Articles of Association of Listed Companies and the Basic Standards
for Internal Auditing to enhance market stability and regulation. However, fraudulent
disclosures and financial misconduct persist due to weak internal audits, incomplete
governance, and insufficient oversight. Strengthening governance and audit quality
remains essential for sustaining corporate value.

1.2 Research Significance and significance

Few studies examine internal audit quality as a mediator between corporate governance
and value. This paper empirically analyzes its impact, broadening research perspectives
and highlighting its importance. Strengthening governance and audit quality can en-
hance corporate growth and value.
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2 Theoretical Analysis and Research Hypothesis

2.1  Corporate Governance and Corporate Value

El-Chaarani, Abraham, and Skaf found that independent board members and concen-
trated ownership positively impact banks' financial performance ['1. Xu Qian suggested
that executive shareholding within a certain range reduces agency costs and enhances
corporate performance . Xie Jie and Dai Liang highlighted the importance of bal-
anced equity ownership in improving financial outcomes 1. Effective corporate gov-
ernance mitigates information asymmetry, protects stakeholders, strengthens risk
management, enhances reputation and efficiency, and drives sustainable corporate
value growth. Accordingly, the following hypothesis is proposed:
HI: Corporate governance has a significant positive impact on corporate value.

2.2 Corporate Governance and Internal Audit Quality

Ronkko, Paananen, and Vakkuri argued that stronger governance enhances internal
audit quality (. Feng Jun found that audit committee and board oversight significantly
improve audit independence and quality ©l. Strengthening governance promotes
shareholder balance and supports an effective audit framework. A robust governance
structure empowers independent directors, further enhancing audit quality. Based on
this, the following hypothesis is proposed:

H2: Corporate governance has a significant positive impact on internal audit quality.

2.3  Corporate Governance, Internal Audit Quality and Corporate
Value

Li Xueying suggested that internal audit quality enhances corporate performance ®. Li
Jianhong and Zhou Tingyuan identified its mediating role between corporate govern-
ance and growth [7l. Strong governance aligns management interests with corporate
goals, promoting high-quality audits that boost corporate value. Better governance also
improves audit quality, ensuring financial compliance and attracting investors, further
enhancing corporate value. Based on this, the following hypothesis is proposed:

H3: Corporate governance enhances corporate value by improving internal audit
quality.

3 Research Design

3.1  Sample Selection and Data Source

The research sample consists of A-share listed companies on the Shanghai and Shen-
zhen stock exchanges from 2017 to 2021. Data related to internal audit quality is
manually compiled based on internal audit systems and information disclosure as-
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sessments published on the Shanghai Stock Exchange and Shenzhen Stock Exchange
websites. All other data are obtained from the GTA (Guotaian) database.

3.2 Definition of Main Variables

Dependent Variable: Relevant scholars, including Lin Gaofei and Fan Yingjie [*land
Yu Junyu ), have used return on assets (ROA) as a proxy for corporate value. This
study adopts the same indicator to measure corporate value.

Independent Variable: Following the approach of Zhou Qian, Xu Xiaofang, and Lu
Zhengfei, this study employs principal component analysis (PCA) to derive the first
principal component as the corporate governance index (CG) to assess the level of
corporate governance [,

Mediating Variable: Internal audit quality (IAQ) is measured across three dimen-
sions: independence, responsibilities, and information disclosure quality. Following
Prawitt, Smith, and Wood 'Y, the IAQ index is derived by summing the assigned
values of these indicators. The definitions are as follows:

Independence: If the internal audit department reports to the governance level, it is
assigned a value of 1; if it is placed under management, the value is 0.

Scope of Responsibilities: The audit function is scored as follows: 1 for compliance
audits only, 2 for any two among compliance, special, or internal control audits, 3 for
all three, 4 for any four among compliance, special, internal control, risk manage-
ment, or anti-fraud audits, and 5 if all five are included. Scores below the median are
reassigned as 0; otherwise, they are set to 1.

Quality of Information Disclosure: Companies are rated A to D by the Shanghai and
Shenzhen Stock Exchanges, scoring 4 to 1. Scores below the median are reassigned as
0; otherwise, as 1.

Control Variables: To account for other influencing factors, this study includes firm
size, debt-to-equity ratio, growth rate, years since listing, asset turnover ratio, and
cash return on total assets as control variables. Additionally, year and industry effects
are controlled.

3.3  Empirical Model Design

Building on the three hypotheses and following Wen Zhonglin and Ye Baojuan's[12]
stepwise regression method, this study develops a multiple regression model. Model (1)
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tests Hypothesis 1, Model (2) tests Hypothesis 2, and Model (3) tests Hypothesis 3, as
detailed below.
Model(1):ROA=0+B1CG+B2SIZE+B3LE+BAGRO+B5SAge+B6TAT+BTCF+Y Year+YInd+e
Model(2):1AQ=0+B1CG+B2SIZE+B3LE+B4GRO+B5Age+B6TAT+BTCF+Y Year+Y Ind+e
Model(3):ROA=0+B1CG+B2IAQ+B3SIZE+PALE+BSGRO+P6Age+BTTAT+BSCF+Y Year+Y Ind+e

4 Empirical Analysis

4.1 Descriptive Statistics

This study conducts a descriptive statistical analysis of all variables, with the results
presented in the following table 1: Base Regression Analysis

Table 1. Results of descriptive statistics for the main variables

VARIABLES N Mean SD Min Max
ROA 3630 0.0447 0.0516 -0.0766 0.145
CcG 3630 -0.161 0.952 -1.837 1.389

140 3630 2.624 0.304 1 3
SIZE 3630 22.36 0.983 20.73 2431
LE 3630 0.405 0.170 0.122 0.702
GRO 3630 0.158 0.232 -0.230 0.714
Age 3630 2.303 0.543 1.099 3.178
TAT 3630 0.633 0.311 0.217 1.377
CF 3630 0.0524 0.0553 -0.0477 0.165

From the table, it can be observed that the return on assets (ROA), which measures
firm value. The table shows that firm value, measured by return on assets (ROA),
ranges from -0.0766 to 0.145, with a standard deviation of 0.0516, indicating moderate
variation. The corporate governance index (CG) spans from -1.837 to 1.389, reflecting
significant differences in governance levels. Internal audit quality (IAQ) scores range
from 1 to 3, averaging 2.624, suggesting a generally satisfactory audit quality. The
leverage ratio (LE) ranges from 0.122 to 0.702, indicating diverse financing prefer-
ences, with most firms favoring equity financing. Growth ability (GRO) shows signs of
decline, with an average revenue growth rate of 15.8% and a minimum of -23%.

4.2  Base Regression Analysis

The table 2 indicates a significant positive correlation between corporate governance
(CG) and firm value (ROA) at the 1% level, supporting Hypothesis 1. Among control
variables, firm size (SIZE), growth potential (GRO), total asset turnover (TAT), and
cash return on assets (CF) are positively linked to firm value, suggesting that larger
firms with higher growth, faster asset turnover, and better efficiency tend to have
higher value. In contrast, leverage ratio (LE) negatively correlates with ROA, likely
due to risks associated with high leverage.
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Table 2. Benchmark regression results

VARIABLES ROA T1AQ ROA
CG 0.002%** 0.018*** 0.002**

(2.74) (3.03) (2.23)

IAQ 0.021%**

(10.69)

control variables Yes Yes Yes
Industry Control Control Control
Year Control Control Control

F 58.86 5.721 61.49

Adj. R? 0.533 0.0853 0.548

*#%* p<0.01, ** p<0.05, * p<0.1(same table below)

Regression results show a significant 0.018 coefficient for CG at the 1% level,
confirming that better corporate governance improves internal audit quality, supporting
Hypothesis 2. Control variable coefficients align with expectations.

In the regression of corporate governance and firm value, CG's coefficient is 0.002,
significant at 1%. When internal audit quality is introduced as a mediator in Model (3),
CG remains at 0.002 but its significance drops to 5%, indicating a partial mediating
effect of internal audit quality, supporting Hypothesis 3.

4.3 Robustness Tests

To ensure the accuracy of the conclusions drawn above, this study replaces return on
assets (ROA) with return on equity (ROE) as a measure of firm value. The robustness
test results, as presented in the table 3 below, indicate that the regression outcomes for
corporate governance (CQG), internal audit quality (IAQ), and return on equity (ROE)

are largely consistent with the previous analysis. Therefore, the research conclusions of
this study are robust.

Table 3. Robustness tests

VARIABLES ROE ROE
CG 0.004%** 0.003**
(3.06) (2.51)
IAQ 0.043%%*
(11.92)
control variables Yes Yes
Industry Control Control
Year Control Control
F 44.45 47.56

Adj. R? 0.462 0.482
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5 Conclusions

The key findings of this study are as follows: First, establishing a sound corporate
governance mechanism plays a crucial role in reducing information asymmetry and is
instrumental in enhancing firm value and achieving corporate objectives. The higher
the level of corporate governance, the greater the firm value.

Second, a well-developed corporate governance structure enables independent di-
rectors to fully perform their functions, identifying and addressing issues in internal
control processes, thereby improving internal audit quality. In other words, the more
effective the corporate governance, the higher the quality of internal audits.

Finally, internal audit quality serves as a mediating factor between corporate gov-
ernance and firm value. Firms with stronger governance capabilities can enhance firm
value through internal auditing, ultimately contributing to the maximization of firm
value.
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