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Abstract:
Applying the results of internal audits of state-owned enterprises to organizational
performance appraisal can both promote a greater role for internal audits and improve
the level of performance management of enterprises. This paper puts forward the idea
of applying internal audit results to organizational performance appraisal and
elaborates the logic and mechanism of applying audit results, and then takes the
process of applying special audit results of R&D expenditure and efficiency of SOE H
to organizational performance appraisal of technology development department as an
example to realize effective application of audit results by transforming audit results
into the content of organizational performance appraisal index. In order to provide
ideas for improving the application value of internal audit results and improving the
organizational performance appraisal of state-owned enterprises.
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1. Introduction
Internal audit is an important part of China’s audit and supervision system, which

means that internal audit institutions, based on relevant laws and regulations, policy
deployment, etc., objectively, independently and impartially monitor, suggest and
evaluate the unit's business activities, financial revenue and expenditure activities,
internal control, etc., so as to achieve the purpose of promoting the realization of the
unit's strategic objectives and improving the unit's governance [1].

Good governance of state-owned enterprises is an important means to ensure the
modernization and marketization process of state-owned enterprises, which are also
an important force in stabilizing China’s economic development. The Party Central
Committee attaches great importance to the audit and supervision of state-owned
enterprises and state-owned capital. Internal audit, as the audit work carried out within
state-owned enterprises, has a natural advantage of timeliness compared with
government audit and social audit, and internal auditors also have a more in-depth and
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formal understanding of the actual situation of the unit compared with CPAs and
government auditors, so internal audit of state-owned enterprises is an irreplaceable
part of the audit supervision system [2]. Therefore, internal audit of SOEs is an
irreplaceable component of the audit supervision system. In the literature on
strengthening the internal audit of state-owned enterprises, some scholars have
analyzed and summarized five aspects of the internal audit system, audit content,
audit organization, application of audit results and audit team building for state-owned
group enterprises, and put forward new requirements and suggestions for the internal
audit work in China in the 14th Five-Year Plan period [3]. In terms of the application
of audit results, he suggested that the content and matters required to be rectified in
the internal audit report should be included in the annual business performance
assessment of the enterprise leadership.

The substantial connotation of organizational performance appraisal is the process
of achieving organizational goals by reaching consensus between the organization and
its departments on the organization’s macro strategic goals and how to achieve them,
mobilizing departmental initiatives and achieving excellent results [4]. In the process
of deepening marketization and accelerating the improvement of modern enterprise
system with Chinese characteristics, state-owned enterprises in the new era are
actively exploring more advanced and scientific organizational performance appraisal
methods to help them continuously improve their management level [5], execution
ability and operational efficiency in the market transformation at the macro level, so
as to achieve high-quality development; at the micro level, to stimulate the work
motivation of departments and employees within the enterprise and provide relevant
information for the enterprise At the micro level, we can stimulate the motivation of
internal departments and employees, and provide relevant references for the future
development of departments and employees.

The purpose of both internal audit and organizational performance appraisal in
SOEs is to achieve corporate governance goals, so it is worth exploring the
application of SOE internal audit results to organizational performance appraisal to
achieve a closed-loop management model within SOEs [6].

2. Application Logic
In recent years, under the macro-strategic background of promoting the sound

market-oriented mechanism and enhancing the market vitality of state-owned
enterprises, the functions of internal auditing organizations of state-owned enterprises
as internal management departments of enterprises have been changing accordingly
[7]. As an internal management measure of SOEs, the function of internal audit has
also changed from the supervision function of a single financial audit to the
implementation of the recommendation and evaluation function for all aspects of the
enterprise’s economic activities, internal control, risk management, etc. Special audits
are an important form of internal audit work in state-owned enterprises and an
important way for internal audit to perform its recommendation and evaluation
functions. Audit report is the final product of audit work, audit results and audit
recommendations are the core content of audit report, if the internal audit results are
not fully applied, then the internal audit work will also lose its role in the internal
management of state-owned enterprises. In order to increase the value of internal audit
work itself and to form management synergy within SOEs, the application of audit
results to organizational performance appraisal has been developed [8].
Organizational performance appraisal is an important tool for quantitative
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management of enterprises, and together with internal audit, it drives enterprises to
achieve management goals [9]. The application of audit results as an important basis
for constructing assessment indexes and applying them to organizational performance
appraisal can make the assessment indexes more scientific, objective and specific to
the internal conditions of the enterprise. As a tangible expression of the organization’s
performance over a period of time, the audit results also provide the basis for internal
audit rectification. The resulting closed loop management model within SOEs (Figure
1) reflects the internal logic of internal audit results applied to organizational
performance appraisal.

Figure 1. Management closed loop.

3. Application Mechanism
The performance appraisal team assists each department within the enterprise will

be decomposed into the annual key work tasks of each department at the beginning of
the year according to the requirements of the Company’s shareholders’ meeting for
this year’s business performance, the Company’s annual strategic planning, the annual
budget situation, etc., to form the preliminary departmental organizational
performance appraisal content; the internal audit department likewise forms the
annual audit resources at the beginning of the year according to the Company’s annual
business performance objectives and the Company’s annual work priorities, combined
with the existing audit resources The audit work plan for the year, the audit project is
carried out according to the audit plan time, and the problems found in the audit and
the corresponding audit recommendations are proposed after the completion of the
audit project.

The application point of the audit results in the process of organizational
performance appraisal is after the initial formation of the appraisal index. The
performance appraisal team works together with the internal audit department to
effectively extract the audit issues and audit recommendations of the audited
department from the audit project to form the appraisal-related content of the
appraised department, and then the appraisal team decomposes the extracted
appraisal-related content to supplement the initially formed appraisal indexes.

The appraisal indicators are approved by the management to form the final annual
organizational performance appraisal indicators and the corresponding appraisal plan.
The performance appraisal team then carries out the appraisal work in accordance
with the appraisal schedule, and after the implementation and evaluation of the
appraisal, the final organizational performance appraisal results and the corresponding
appraisal report are formed. The appraisal report, as a quantitative presentation of the
department's annual work results, can also be fed back to the internal audit for
rectification. Thus, the application mechanism that the internal audit results of state-
owned enterprises are applied to the organizational performance appraisal and the
organizational performance appraisal results promote the rectification and
improvement of internal audit is formed [10].
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4. Application Case

4.1. Context of Application of Internal Audit Results
In order to enhance the effectiveness of the use of R&D expenditures, strengthen

the company’s scientific and technological innovation capability and lay the
foundation for the company’s high-quality development, Company H conducted a
special audit of the company’s R&D expenditures and benefits in June 2021,
organized by the company’s internal audit department, with the company’s
Technology Development Department as the audited unit, in accordance with the
annual audit work plan of its group companies; Company H, in order to guarantee the
achievement of its business objectives for the year 2021 and To enhance the
organizational execution of each department and promote the smooth implementation
of the company’s economic indicators and key work, the organizational performance
assessment of each department of the company was organized by the performance
assessment department in July 2021. The internal audit results in this paper come
from the special audit of R&D expenditure and efficiency carried out for the
Technology Development Department, so the internal audit results are applied to the
Technology Development Department, one of the organizational performance
assessment departments.

4.2. Application Process of Internal Audit Results
Formation of special audit results on R&D expenditures and benefits. The scope of

this special audit is the overall situation of H Company’s R&D expenditure, relevant
management system and institutional construction, budget approval and accounting,
as well as the situation of the company’s innovation-driven development strategy, the
progress of completion of key core technology tapping projects, R&D results and
transformation effects, and the management of major special funds from 2018 to 2021.
The results of this special audit include both audit problems and corresponding audit
recommendations.The audit problems include the following: the system related to
R&D expenditures needs to be released as soon as possible; the business management
ledger of the overall situation of R&D expenditures has not been established; the
construction of R&D personnel still needs to be strengthened; the overall R&D
expenditures tend to be expensed and there are no capitalized results. The audit
recommendations include the following: timely improvement and release of R&D
expenditure related system; establishment of R&D expenditure business management
ledger; strengthening the construction of R&D personnel team; focusing on the
application of capitalization of R&D expenditure; further improvement of intellectual
property management mechanism to improve R&D efficiency.

Initial Formation of Organizational Performance Appraisal Indicators for
Technology Development Department.Based on the company’s annual business
objectives and key work tasks as an important guide and reference, the Technology
Development Department, combined with the internal work functions of the
department, initially formed seven assessment indicators, such as the situation of
R&D innovation, technology development projects, completion of departmental basic
work, authorization of patents and proprietary technologies, establishment and
improvement of technology innovation work mechanism, establishment of technology
innovation subject library, and establishment of the template of unified regulations
preparation system for engineering design.
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Audit results applied to departmental performance appraisal. After the Technology
Development Department completed the preliminary assessment index, the
performance assessment team, together with internal auditors, summarized the audit
results and audit recommendations formed for the Technology Development
Department in the special audit of R&D expenditures and benefits, and summarized
and extracted the contents related to the performance of the Technology Development
Department, such as focusing on the construction of innovative R&D platform, paying
attention to the benefits of transformation of technical achievements, establishing and
improving the internal control system related to R&D innovation, setting up a
business management ledger for R&D expenditures, strengthening R&D personnel
team construction, establishment and improvement of technology innovation subject
group system and other contents related to the organizational performance of the
Technology Development Department.

After content extraction of internal audit results, the performance appraisal team
will adjust the initially formed appraisal indexes and finally, after approval by the
managerial level, form R&D innovation, completion rate of technology development
projects, completion rate of basic work at company level and department level,
number of authorized patent know-how, establishment of sound technology
innovation work mechanism, establishment of technology innovation subject pool in
collaboration with R&D center, establishment of unified engineering design There are
7 assessment indicators, including the preparation system of regulations and standard
template of technical specifications.

5. Conclusions
Applying the results of internal audits of state-owned enterprises to organizational

performance appraisal can not only promote internal audits to play a greater role, but
also improve the level of enterprise performance management. In this paper, the
effective application of audit results is achieved by transforming audit results into the
content of organizational performance appraisal indicators. It is expected to provide
ideas for improving the application value of internal audit results and improving
organizational performance appraisal of state-owned enterprises.
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