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 The subject of this research is the status of the control environment in the organizations of 
Bosnia and Herzegovina perceived by the internal auditors. The aim is to identify the best, but also the 
weakest practices that the organizations and internal auditors are facing within the domestic 
environment, and to indicate some future actions needed in order to improve this element of the whole 
internal control system. The research is organized in the form of a self-assessment questionnaire by 
applying the 11-Point Likert Scale. The given assessments indicate that the major focus is on the formal 
structures, while soft controls are represented to a much lesser extent. The majority of examinees have 
confirmed that the weakest link refers to the top management, i.e. boards. Comparing the assessments 
from different industries, it is evident that the control environment management, including its audit, is 
under a strong impact of laws, regulations and the related accountabilities of organizations and internal 
auditors. Although the research has shown that there are cases of best practices applied, in-depth data 
analysis and informal interviews with individual internal auditors give the impression that knowledge, 
experience, interest and awareness in the organizations of Bosnia and Herzegovina are not on a 
satisfactory level required in order to grasp the significance of corporate culture and to give it due 
attention. This situation relates not only to top management but also to internal auditors dealing with 
the assessment and improvement of the control environment.    

 control environment, best practices, internal auditors, self-assessment 

K23, M14, M49 

 

The Control Environment
internal control enterprise risk management 



control environment

gain insight into the status of the control environment 
in domestic organizations; identify the best and weakest practices;  offer 
recommendations for strengthening the control environment in Bosnia and Herzegovina. 

do not have clearly defined and established elements of control 
environment; there is a difference among organizations in public and private 
sectors, 
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 There is a code of conduct and/or ethics policy and it has been adequately
communicated to all levels of the organization;

 Code of conduct and/or ethics policy establishes what is right and wrong by respecting
the local laws, rules and regulations;

 Top management hired from outside (the members of managing/supervising board),
new employees and business partners are made familiar with the importance of high
ethics and controls.

o The organization has established tolerance levels for deviations to its standards of
conduct (such tolerance levels are communicated throughout the organization and the
deviations
are evaluated in a timely manner);

o The organization periodically analyzes issues to identify trends and root causes to
evaluate whether modification of policies, communication, training or controls are
necessary;

o The organization have a process to evaluate the performance of individuals and teams
against its standards of conduct.

 The structure of the board (managing/supervising board), including the number of its
members, their background and expertise, are appropriate given the nature of the
organization;

 The audit committee has a charter outlining its duties and responsibilities;
 The audit committee has adequate resources and authority to discharge

its responsibilities.

o The composition and skills of the board members are periodically evaluated to assure
that



directors have the expertise to ask probing questions of management and to take 
appropriate actions;

o The board members participate in training as appropriate to keep their skills and
expertise
current and relevant.

  

 There is appropriate segregation of incompatible activities (i.e., separation of
accounting for, and access to, assets) both physically and through access to the IT
systems.

o There are appropriate policies for matters such as accepting new business, conflicts
of interest and security practices and they are adequately communicated throughout
the organization.

o Reporting lines are evaluated periodically and they enable the execution of authorities
and responsibilities and the flow of information to manage the entity’s activities.

 

 



 There are written job descriptions, reference manuals or other forms of communication
to
inform personnel of their duties.

o Entity’s policies include succession plans for senior executives and contingency plans
for assignments of responsibilities important for internal control;

o There are periodic evaluations of departmental staffing needs (particularly with regard
to
knowledge and experience of management and supervisory levels within the accounting,
information systems and financial reporting areas).

 

 Management set realistic (i.e., not unduly aggressive) financial targets and expectations
for operating personnel.

o The organization provides measures, incentives and other rewards that are aligned
with ethical values and performance related to internal control, including financial and
nonfinancial measures;

o Management and the managing/supervising board evaluate the performance of internal
control responsibilities, including adherence to standards of conduct and levels of
competence; and appropriate rewards or disciplinary actions result from such
evaluations;

o Management has processes and controls in place to evaluate and hold outsourced
service providers (and other business partners) accountable for their internal control
responsibilities.



top management

tolerance levels 
for deviations to the standards of conduct have not been established and these deviations have 
not been assessed on a regular basis; periodical analyses of issues to identify trends and root 
causes are not being performed; there is no evaluation of the performance of internal control 
responsibilities, including adherence to standards of conduct and levels of competence; and 
there are no appropriate rewards or disciplinary actions resulting from such evaluations...
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