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[Abstract] Against the backdrop of deepening governance and pursuing high—quality development in
state—owned enterprises, internal audit—as a critical component of corporate governance systems—sees its
management model reforms directly impacting oversight effectiveness and value creation capabilities. The
vertical management model for internal audit has emerged as the core direction and key driver for reforming the
audit system in state—owned enterprises, owing to its distinct advantages in safeguarding audit independence,
optimizing the allocation of audit resources, and strengthening end—to—end risk early warning. This paper
systematically elaborates on the practical necessity of implementing vertical internal audit management. It
addresses the need to overcome the shortcomings of traditional territorial management, align with modern
corporate governance requirements, and support the preservation and appreciation of state—owned assets. This
analysis is grounded in the management practices of state—owned enterprises engaged in diversified operations
and cross—regional layouts, integrating audit governance theory with practical case studies. It also delves into
prominent challenges encountered during implementation, including organizational rigidity stemming from
redundant hierarchical layers, insufficient collaboration due to operational departments' misperceptions of audit
oversight, inadequate talent alignment caused by auditors' narrow knowledge profiles, and cost—efficiency
imbalances resulting from mismatched resource inputs and outputs. To address these pain points, the article
proposes an optimized approach: — Architecturally, establishing a flattened control system; — Mechanistically,
designing end—to—end communication and feedback loops;—Talent—wise, charting a path for developing

multi—disciplinary competencies;— Cost—wise, implementing differentiated resource allocation and performance
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evaluation mechanisms. This multi—dimensional approach constructs an optimized pathway for systemic

solutions, aiming to precisely balance the independence of audit work with management flexibility, and the

authority of oversight with practical implementation. It provides both theoretically valuable and practically

feasible reference points and implementation guidance for state—owned enterprises to scientifically advance

vertical internal audit management, fully leverage the “firewall” role of internal audit in risk prevention and

control, and maximize its “booster” effect in enhancing quality and efficiency.

[Key words] State—owned enterprises; Internal auditing; Vertical management; Independence; Risk prevention

and control; Corporate governance
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