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Abstract 

Since 2014, the Internet-new retail industry has set off a storm of money-burning 
marketing, and money-burning marketing has become a brand-new marketing model. 
Its accompanying equity structure poses new and huge challenges to the internal control 
of enterprises. This article explores the causes and countermeasures of internal control 
imbalances behind financial fraud from a corporate perspective under the money-
burning marketing model, taking Ruixing Coffee as the main object of analysis, and 
discussing the internal from three new perspectives: marketing model, equity structure, 
and related party transactions. The imbalance of control and its reasons provide 
suggestions for the systematic construction and improvement of the internal control 
system of the enterprise. 
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1. Introduction 

With the massive rise of the Internet—the new retail industry, companies enter the market 
through a large-scale investment, high-input low-return, cash-burning marketing model, and 
occupy market share to build brand promotion. In 2019, under the background of the capital 
market in which my country is gradually entering the winter of capital, it is more difficult for 
companies to obtain investment, and it is more difficult for the financial situation to function 
normally after investment. This has led to many challenges to the internal control of enterprises 
caused by money-burning marketing. 

For money-burning marketing companies, a large amount of capital has been injected, and the 
company's short-term profitability is low, resulting in a series of hidden dangers of fraud, such 
as system defects, equity monopoly, and related transactions. In the research, most scholars 
believe that the reasons for financial fraud are related to the company's structure and internal 
system defects. Zheng Bo (2017) pointed out from the perspective of auditing accounts that the 
lack of audit procedures and the inadequate audit procedures of monetary funds have led to a 
large number of financial frauds that are difficult to detect. Yin Yelin (2017) found through 
empirical analysis that the unreasonable equity governance structure of listed companies is the 
main reason for the financial fraud of most listed companies. Li Fei's (2015) research found that 
many listed companies adjust their profits through connected transactions and trade at unfair 
prices to achieve the goal of creating a perfect income statement. Shi Ruo (2020) studied the 
case of "Wanfu Shengke Financial Fraud" and found that Wanfu Shengke's financial fraud has a 
huge relationship with the negligence of sponsors and law firms. Dong Jin (2020) studied the 
financial fraud incidents of Kangmei Pharmaceutical and found that the heavy reliance on or 
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concealment of connected transactions and the excessively high proportion of major 
shareholders' stock pledges are the main reasons for the occurrence of financial fraud and the 
difficulty of being detected. 

In summary, the reasons for financial fraud of listed companies are diverse. At the same time, 
due to institutional defects, equity monopoly, and related transactions, financial fraud has 
grown savagely. These motivations are the key factors in the transformation and development 
of money-burning marketing companies. The internal control of such companies faces 
numerous risks and challenges, and there is a long way to go to build and improve internal 
control. 

The internal control of an enterprise plays a vital preventive role for the company's long-term 
stable development and overall risk control. Therefore, this project uses the GONE theory of the 
four major motivational theories of financial fraud as an entry point to analyze the current 
situation of corporate internal risk control of money-burning marketing companies, and 
combines actual cases to illustrate the perfect countermeasures for corporate internal control 
under new challenges. Guiding suggestions are given for the further construction of my 
country's accounting system. 

2. Cases of lack of business ethics in a money-burning marketing company 

The construction of internal control is very important to the long-term development of an 
enterprise, and the investment of an enterprise in the construction of internal control can bring 
sustained, stable and healthy development to the enterprise. Internal control maladjustment 
will not be able to effectively solve the problems of internal coordination and control, 
restraining and balancing the capital market’s power centralization, institutional rigidity, etc. 
After large-scale capital intervention, it will not be able to achieve effective interim supervision 
and post-event prevention, and finally lead to internal control of the enterprise The system 
collapsed. This module will take Luckin as an example. 

2.1. Case introduction 

In February 2020, the well-known short-selling agency-Muddy Waters issued a short-selling 
report. Ruixing's stock price fell by 26.5% during the session. Then Ruixing responded that the 
argument was wrong and took two months to recover its stock price. On April 2, 2020, Ruixing’s 
performance falsified US$2.2 billion, and its stock price plummeted by 80%. The American law 
firm subsequently initiated a class action lawsuit against Ruixing. On April 3rd, Lu Zhengyao, 
chairman of Luckin Coffee, said that he was responsible. The China Securities Regulatory 
Commission responded to the "Financial fraud of Ruixing Coffee" and strongly condemned it. 
Lu Zhengyao, chairman of Luckin Coffee, apologized on April 5, expressing shame and heartache. 
Ruixing Finance executives were suspended for investigation. On April 7, Luckin Coffee 
announced the suspension of trading. 

The financial fraud of Luckin's means of exaggerating turnover, exaggerating the actual sales 
unit price and inflating expenditures made Luckin violate the principle of legality of internal 
control, and the fraud in the accounting field such as inflated expenditures and exaggerated 
turnover lost relevant personnel. Professional ethics. 

2.2. Consequences of the case 

Before Ruixing was severely punished and announced that trading was suspended, financial 
fraud and violations of business ethics had severely affected all aspects of Ruixing and its 
stakeholders. For example, the stock price plummeted to 6.4, causing many mainland or 
American investments that originally purchased stocks at high prices. Those who sneered; the 
stock pledged 49% of the stock holdings (or 24% of the total number of shares issued), causing 
investors to face margin calls and need to bear the risk of possible stock price plummets; 
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implicated many related coffee companies, suppliers, and guarantees Institutions, etc., in 
addition, a large number of employees will also face unemployment; from the overall 
perspective, it will also affect the subsequent listing of Chinese companies in the United States; 
and Ruixing itself will also face huge fines from the US Securities Regulatory Commission. Based 
on the above, it can be seen that the lack of an enterprise's internal control system has a wide 
range and depth of consequences. 

3. Establishment of Ruixing Coffee Fraud Model 

3.1. Selection of indicators 

This article draws on scholars to study the factors of financial fraud, and selects the indicators 
of opportunity factor and need factor through GONE theory. 

3.1.1. Need factor 

Combining the unique characteristics of money-burning marketing companies, 21 financial 
indicators of three latitudes are selected as information indicators of whether there is fraud, 
including index indicators, development capabilities, and debt solvency. The specific 
distribution is shown in Table 1: 

Table 1. Index Screening 
Indicators elements variables definitions 

Index 
indicator 

Accounts receivable 
turnover index 

X1 
Accounts receivable turnover rate t/Accounts 

receivable turnover rate t-1 
Other receivable 
turnover index 

X2 
Turnover rate of other accounts receivable 

t/Turnover rate of other accounts receivable t-1 
Inventory turnover 

index 
X3 

Inventory turnover rate t/Inventory turnover rate 
t-1 

Asset Quality Index X4 Asset quality ratio t/Asset quality ratio t-1 
Sales Revenue Index X5 Main business income t/Main business income t-1 

Gross profit index X6 Gross profit margin t/Gross profit margin t-1 
Period cost index X7 Period expense ratio t/period expense ratio t-1 

Development 
ability 

Growth rate of total 
assets 

X8 (Total assets t-Total assets t-1)/Total assets t-1 

ROE growth rate X9 (ROE t-ROE t-1)/ROE t-1 
ROA growth rate X10 (ROA t-ROA t-1)/ROA t-1 

Basic earnings per share 
growth rate 

X11 
(Basic earnings per share t-Basic earnings per share 

t-1)/Basic earnings per share t-1 
Net profit growth rate X12 (Net profit t-net profit t-1)/net profit t-1 

Operating income 
growth rate 

X13 
(Operating revenue t-Operating revenue t-

1)/Operating revenue t-1 
Growth rate of net assets 

per share 
X14 

Increase in net assets of the company in the current 
period/total net assets in the previous period 

Solvency 

Current ratio X15 Current assets/current liabilities 
Quick ratio X16 Quick assets/current liabilities 

Assets and liabilities X17 Total liabilities/total assets 
Equity ratio X18 Total liabilities/total shareholders' equity 

Equity Multiplier X19 Total assets/total shareholders' equity 
Cash flow debt ratio X20 Net cash flow from operating activities/total debt 
Cash flow interest 

protection multiple 
X21 

Net new and old flows of operating 
activities/interest expenses 

 

3.1.2. Chance factor 

The opportunity factor is the second influencing factor in the GONE theory. "Chance" is linked 
to the power of the fraudster. The agent itself has relative information advantages and 
management authority. If the supervision and control mechanism is not sound, it is easy for 
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managers to have fraud. opportunity. Fraudsters must not only have the motivation to cheat, 
but also have the opportunity to cheat. The internal control theory of the company has been 
developed so far, and it has been continuously improved and supplemented to provide a strong 
guarantee for the governance mechanism. Once there are loopholes in the system, financial 
fraud is extremely likely to occur. Here, scholars often use the corporate governance level as a 
measure of the opportunity factor of listed companies. This article chooses indicators from two 
aspects: internal and external. 

 

Table 2. Selection of opportunity factor indicators 
Indicators variables definitions 

The largest shareholder's 
shareholding ratio 

Y1 The largest shareholder's shareholding ratio 

Herfindahl_10 Index’ Y2 
Herfindahl index of the second to tenth shareholder's 

shareholding ratio 
The concurrent appointment of 
chairman and general manager 

Y3 
Whether the chairman and general manager are the same 

person, use dummy variables 
Degree of Separation of Two Rights Y4 The difference between control and ownership 

Proportion of Independent Directors Y5 
Number of independent directors/total number of board 

of directors 
Shareholding ratio of the board of 

directors 
Y6 

Number of shares held by the board of directors/total 
number of shares 

Executive shareholding ratio Y7 
Number of shares held by executives/total number of 

shares 
Management shareholding ratio Y8 Number of management holdings/total number of shares 
Total annual salary of directors, 

supervisors and senior management 
Y9 

ln (total annual salary of directors, supervisors and senior 
management) 

Total remuneration of the top three 
directors 

Y10 ln (total remuneration of the top three directors) 

Total compensation of the top three 
executives 

Y11 ln (total remuneration of the top three executives) 

Fund shareholding ratio Y12 Fund shareholding ratio 

 

3.2. Screening of indicators 

This article uses Eviews11SV for data integration and screening. Since Ruixing Coffee is 
currently supplementing and verifying the data for 2019, it has not disclosed the financial data 
for 2020. Through the analysis of Luckin Coffee's data indicators in 2019, the indicators that 
have a greater impact on the determinants of fraud are selected. 

Preliminary data screening is carried out through the stepwise regression method, and 5 
indicators are selected: other receivables turnover index, ROE growth rate, net asset growth 
rate per share, cash flow debt ratio, ROA growth rate. 

 

Table 3. Screening variable table 
Element variables 

Other receivable turnover index X2 
ROE growth rate X9 

Growth rate of net assets per share X14 
Cash flow debt ratio X20 

ROA growth rate X10 

 

3.3. Principal component analysis 

After analyzing the financial indicators, the selected indicators all pass the significance test. In 
order to avoid the correlation between the information, the information will be stuck and the 
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accuracy and efficiency of the model will be reduced. Therefore, the principal component 
analysis method is used to analyze the non-financial indicators, and the Bartlett’s test is used 
to determine the degree of correlation. This article adopts SPSS 25 test, and the test results are 
as follows: 

Table 4. KMO test and Bartlett’s spherical test 
KMO sampling appropriateness quantity Bartless’s sphericity test 

0.692 
Approx.Chi-Squrae df Sig. 

10890.533 78 0.000 

 

From Table 4, the KMO test index is 0.692, which is close to 0.7, which meets the requirements 
of principal component analysis. The P value of Bartless’s sphere test is less than 0.05, 
indicating that there is a certain correlation between the variables. Based on the above test 
results, this article uses the PAC method to analyze the opportunity factor indicators. 

First, extract the principal component of the dimensionality reduction factor to ensure the 
quality of the selected factor. The results of the PCA inspection are as follows: 

 

Table 5. Interpretation results of eigenvalues and variance 

Components 
initial eigenvalues extraction of sum of squares loading rotation of sum of squares loading 

Total variance% cumulative% Total variance% cumulative% Total variance% cumulative% 

1 3.112 23.942 23.942 3.112 23.942 23.942 2.966 23.054 23.045 
2 2.968 22.828 46.749 2.968 22.828 46.749 3.785 21.421 44.466 
3 2.314 14.245 64.467 2.314 14.245 64.467 2.54 19.538 64.004 
4 1.04 8.399 72.85 1.04 8.399 72.85 1.103 8.842 72.486 
5 1.001 7.711 80.567 1.001 7.711 80.567 1.061 8.081 80.567 
6 0.834 6.383 87.199       
7 0.74 4.551 92.931       
8 0.395 3.031 95.153       
9 0.294 1.683 97.78       

10 0.194 1.495 99.142       
11 0.08 0.553 99.809       
12 0.022 0.166 100.00       

 

It can be drawn from the above table. Choose 5 indicators here to explain 80.567% of the 
difference. At this time, the indicators can faithfully reflect the original data information and 
achieve the purpose of dimensionality reduction. 

Next, transform by the method of maximum variance in orthogonal rotation, and redistribute 
the variance ratio explained by each principal component. The factor loading matrix after 
rotation is shown in Table 6: 

Table 6. Rotation component matrix 

variables 
Components 

1 2 3 4 5 

Y1 -.046 .05 .951 .046 -.008 
Y2 -.021 .0751 .938 .014 .008 
Y3 .553 -.038 .050 .147 -.006 
Y4 .150 .031 .831 -.043 .031 
Y5 .096 .016 .073 .102 .891 
Y6 .051 .005 -.005 -.047 .041 
Y7 .914 .017 .048 .019 .038 
Y8 .949 -.002 -.013 -.042 .040 
Y9 -.050 .981 .061 .045 -.020 
Y10 -.028 .963 .089 .014 -.054 
Y11 .058 .925 .014 .829 .235 
Y12 .090 .165 .197 .594 -.438 

 

From the table, we can get that Y6, Y7, Y8 are the shareholding ratios of the board of directors, 
senior management and management have the greatest impact on F1, and the influencing 
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factors are all shareholding ratios; Y9, Y10, Y11 are the total annual salary of directors, 
supervisors and senior management, directors The top three total remunerations and the top 
three top executives’ total remunerations have the greatest degree of explanation, all of which 
are management’s remuneration; Y1, Y2, and Y4 are the shareholding ratio of the largest 
shareholder, the Herfindahl_10 index, and the degree of separation of the two powers on F3 The 
degree of explanation is the largest, indicating that independent directors have a certain degree 
of restraint effect on financial fraud; Y12 means the fund’s shareholding ratio has the highest 
degree of explanation to F4, reflecting investors’ counter-restraint effect on management’s 
supervision; Y5 means the ratio of independent directors to F5 The degree of explanation is the 
highest, indicating the importance of independent directors. 

4. Suggestions for internal control management of money-burning 
marketing enterprises 

4.1. Optimization of corporate holding environment and financial management 

Through the above GONE analysis of the money-burning marketing company Rising Coffee, it 
is found that the company’s equity structure is too concentrated. Absolute holding increases 
the risk of internal control. Appropriately reduce holdings of certain shares, increase other legal 
person shares and even individual shares in the company. Proportion, changing absolute 
holding to relative holding, realizing equity diversification, can avoid internal control risks 
caused by personal interests, and at the same time enhance equity liquidity. 

At the same time, strengthening corporate internal financial management and establishing and 
improving internal financial control have an important and direct impact on the realization of 
corporate financial management objectives and the safety of corporate finance. Therefore, the 
establishment of a scientific and rigorous corporate financial internal control system is the 
basis for implementing safe and effective financial management and an important guarantee 
for the realization of corporate internal control. 

4.2. Strengthen internal audit and realize internal control. 

For the new type of remarketing enterprise represented by Ruixing Coffee, the internal audit of 
the enterprise needs to be extended. The focus of work can no longer be limited to a single audit 
work, and its mission is no longer limited to checking and discovering possible financial errors. 
The focus of work is gradually developing to discover management loopholes in evaluation 
activities and defects in internal control, and to propose pragmatic and Constructive measures 
and opinions to further improve the operating and management environment, thereby 
enhancing the overall strength of the enterprise. 

Since the establishment of the corporate governance structure and its internal control in 
Chinese enterprises, the board of directors must involve the implementation of internal control 
and must also have information feedback and information transmission. Auditors have 
gradually become a bridge between the common board of directors and operation management. 
An internal audit organization that implements internal control by the general meeting of 
shareholders, the board of directors, and the board of supervisors. With the company’s board 
of directors as the core, internal auditors, general managers and other management personnel 
form a strict internal control system that interconnects and restricts each other. 

4.3. Regular risk assessment to avoid potential threats. 

The financial fraud incident of Rising Coffee has caused serious losses. The internal control risk 
control mechanism of the company cannot escape its responsibility. The company needs to 
improve the relevant risk assessment and construction, and formulate a risk management 
system, clarify responsibilities, and identify various risks. In the identification process, make 
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reasonable judgments, effectively combine the pros and cons of risks, establish a scientific risk 
management framework, and provide a reasonable guarantee for the realization of the 
company's long-term development goals. In the process of identifying items, the company 
reasonably identifies the causes of risks, the types of risks, and the future impact in the process 
of collecting and integrating information, and makes the risk management fully effective by 
rationally assessing the relationship between the items. 

4.4. Optimize information communication and avoid information distortion. 

If modern enterprises want to achieve internal risk control, especially to achieve strong control, 
they must deal with a large amount of information and data with complex content. Only based 
on the analysis of these real and accurate information and data can it be possible to identify 
internal risks and control them. At present, the information processing capabilities of Chinese 
enterprises in related areas are still relatively weak, and the use of modern information 
technology is relatively low, resulting in low efficiency and stagnation in internal risk control 
of enterprises. At the same time, the internal risk control of an enterprise is not just a 
department’s work, it requires the participation of every department and individual within the 
enterprise. Due to the imperfect communication mechanism, there are problems in the 
transmission of information and data within the enterprise, information asymmetry and 
information distortion. The situation is more serious, resulting in the inability to effectively 
carry out internal risk control. 

4.5. Strengthen the functions of supervisors and reduce the risk of money-
burning marketing enterprises. 

Through the GONE risk analysis, it can be found that the more independent the board of 
supervisors will control internal risks and financial risks, the greater the effect. Money-burning 
marketing companies tend to ignore the important role of the board of supervisors in the 
development. Therefore, in the future, companies need to strengthen the supervisory authority 
of the supervisory board, establish a sound supervisory board system, and ensure that it 
exercises independent and effective supervisory powers. The relevant departments should 
respond to the inspection of the internal control of the enterprise An objective, fair and just 
evaluation should be made. The person in charge of an enterprise should strengthen the 
awareness of consciously complying with and implementing internal supervision, and while 
assessing various departments, should solicit the relevant opinions of the financial department 
at the same level on the internal control construction of the assessment unit, and make an 
objective and comprehensive evaluation. 
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