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In the countries in transition, like the Republic of Serbia, system innovations are being introduced, such as the
implementation of internal controls in enterprises. The authors of the paper formulated a research question which is if the
introduction of internal controls could have an impact on the improvement of governance in public utility enterprises
founded by the units of local self government. The main goal of the research was to identify possible improvement in
corporate operations measured by an increase in revenues made by public utility enterprises following the implementation
of internal controls. In addition to that, the secondary goal of the authors was to determine differences in operating efficiency
between public utility enterprises and the so called other enterprises that put in place internal controls in their current
operations. Further on, the authors of this paper wanted to find out which type of internal controls in place in public utility
enterprises and other enterprises enabled best performance. The usefulness of the study is visible in the presented results of
the research. Specifically, they indicate significant differences between public utility enterprises and other enterprises, both
in terms of implementation of internal controls and in their performance, which was proven in 2018. In addition to that,
performance of public utility enterprises founded by local self-government units is found to be better than that of the so
called other enterprises after the introduction of internal controls.
Keywords: Internal Control; Company; Association; Enterprises; EU.
Republic of Serbia within its EU accession process. That
resulted in the harmonization of work organization in
enterprises with the EU norms of conduct and doing
business. Internal control introduction into public
enterprises is of great importance as those enterprises run
business using budgetary funds collected from taxpayers.
Furthermore internal controls are place enables top
management to make valid business decisions.
The research was conducted in a country in transition
with a socialist economic background inherited from the
former state of Yugoslavia. Republic of Serbia aspires to
share EU experience and its best practice. The authors of the
paper intended to point out the importance of introduction
of internal controls, in particular in public utilities. With
internal controls in place, transparency of corporate
operations increases on the one hand, whereas, on the other
hand, it might contribute to a better performance of public
utility enterprises in the Republic of Serbia.
Financial control development is an obligation the
Republic of Serbia undertook on its way to the EU
membership. The purpose of internal control implementation
could be a more adequate use of budgetary funds, fund funds,
in particular those from the EU funds. This way it is shown
that implementation of internal controls of enterprise

Introduction
Modern corporate governance predominantly relies on
financial reporting, as pointed out in a great number of
papers (Tett, 2019; Toms, 2019). Besides, an improvement
of financial reporting requires a certain level of audit
(Coffee, 2019; Izza, 2019), which is accepted by the authors
of the paper as a research assumption, against directing our
research toward answers to questions on establishing control
mechanisms in enterprises, or more precisely, toward the
introduction of internal controls in public utility enterprises
founded by local self-government units. In conducting the
presented research, the authors of the paper used the stated
positions on the improvement of governance in the public
sector (Wynen & Verhoest 2016; Reginato et al.; 2016;
Fatima et al., 2019), but it should be noted that positions of
authors who focused their research on governance in nonpublic sector were also taken into account (Blair, 2017), as
well as of those authors who published papers on
governance viewing it from a somewhat broader aspect than
the said financial management (Lewis & Young, 2019).
Introduction of internal controls into enterprises in the
Republic of Serbia is gaining in importance, in particular
after opening Chapter 32 (in December 2015) by the
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operations is becoming one of stability pillars which can
result in an improved performance of the public sector,
particularly due to the way in which financial control is
conducted in public utility enterprises founded by the local
self-government units.
Due to the above stated the authors formulated the
following research question and set a goal. The issue to deal
with in the research was the importance of the introduction
of internal controls in public utility enterprises founded by
the local self-government units. On the basis of this
question, the set goal of the research was to increase the
understanding of the importance of implementation of
internal controls in order to achieve possible benefits
measurable as an increase in operating revenue in public
utility enterprises with internal controls in place.
On the basis of the stated, the authors formulated the
research goals. The first goal was to determine a possible
improvement in operating results in public utility enterprises
founded by the local self-government units following the
implementation of internal controls. The other aim of the
authors was the analysis of the presented revenues following
the implementation of internal controls in the two said types
of enterprises – public utility enterprises and the so called
”other enterprises”. The third goal of the authors was a more
precise identification of the forms of internal controls in
place in those enterprises. The fourth aim was to determine
those forms of internal controls that enable optimum results
in public utility enterprises founded by the local selfgovernment units.
As to the structure, the study consists of two parts. Part
one deals with the initial research conducted by the authors.
The researched commenced using SWOT analysis relating
to the implementation of internal controls in the operations
of public utility enterprises founded by the local selfgovernment units. The authors pointed out four important
issues relating to the implementation of internal controls and
they are: available options, weaknesses, opportunities and
threats. In part two the processed results of a representative
survey are presented. The survey comprised 172 enterprises,
making 25 % of the total number of enterprises founded by
the local self-government units in the Republic of Serbia.
The survey was conducted in 2018. Following that, the
authors compared the obtained results, i.e. observed the total
revenue of enterprises in the year preceding the
implementation of internal controls and the amounts of total
revenue following the introduction of internal controls by
examining the financial statements (annual financial
statements filed with competent state bodies) of the two
types of enterprises under review. Internal control research
comprised three forms of internal controls, i.e. fully
implemented internal controls partially implemented
internal controls and internal controls in the process of
implementation (implying only the existence of the adopted
company deeds relating to internal controls).
A survey questionnaire was completed by enterprise top
management members, i.e. financial and accounting sector
managers. The authors guaranteed confidentiality as to data
on enterprises involved in the survey. In addition to that, we
obtained a permission to publish the research results for
scientific purposes without specifying names of enterprises.
Consequently, a standard statistical and correlation analysis
was made.

IBM SPSS statistical software was used for data
processing. A descriptive statistics gave an initial insight into
data, more precisely; representation frequencies of the
variables used in the sample were calculated. Following that
the authors determined non-existence of extreme values and
found no data were missing. Furthermore, in order to gain a
further insight into mutual relations of the used indicators,
Crosstabs option was applied, i.e. frequency crossing to see
the inter-relations of variables. As the variables were
categorical, i.e. nominal, a corresponding correlation analysis
was made in order to find answers to the set hypotheses. The
contingency coefficient met the requirements of nominal
level of measurement and the authors used it in further
statistical processing.
The research was completed in quarter 1 of 2019, and
the conclusions that may be drawn from the obtained results
relate to 2018. The expected results show correlations
between the types of enterprises included in the survey and
total revenue, forms of the implemented internal controls.
The authors point out that the expected results relating to the
implementation of internal controls might be used by a great
number of top management members, in particular in public
enterprises, as guidelines in future business decision
making, i.e. internal controls in place may yield practical
benefits in real enterprise operations.

Theoretical Background
The management processes largely depend on the impact
of the economic and political environment. The processes of
globalization (as a phenomenon), for most of mankind, begin
to work after the First World War. In the second half of the
19th century, in most Western countries, there was a demand
for a continuous reduction of costs, as an imperative, for the
management of the economy. At that time, the dominant
ideology is the acceptance of liberalism as the direction
necessary for the growth and development of the economy.
This trend is present in all activities, and the acceptance of the
western concept of economic management is also flowing to
the countries of Asia, Latin America and the transitional
countries. Gradually, the concept of liberalism is changing,
and a neo-liberalism system is formed that combines
concepts: global market, acceptance of international financial
organizations, multilateral communication and new systems
of globalization.
The globalization of the society can be used for the
advancement of human society, especially if the negativity
of neoliberals, especially in relation to transitional countries
(privatization, stabilization, etc.) is rejected.
These processes are indirectly imposed and require the
top management to find ways to improve the management of
the entrusted enterprise. One of the possible ways to improve
the work is to introduce internal controls into the management
and decision-making processes of the company.
Continuous management of public enterprises
(Williams, 2010) requires a comprehensive analysis
(Popovic, 2014) of business results (Pernek, 2001; Vranjes,
2011; Majstorovic et al., 2015; Mijic & Popovic 2016), in
order for top management to deliver valid business
decisions by which it could improve the business of the
company. The stability of the functioning of management
depends on many factors, although several authors point out
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the importance of fiscal impacts on the company's
operations (Brezovnik & Oplotnik, 2003; Kukovic et al.,
2016; Alibegovic et al., 2018).
The non-indivisible part of the management of the
company represents the correct evaluation (Svoboda, 2007;
Liu, 2010; Horton et al., 2011; Drazic-Lutilsky et al., 2012;
Durocher & Gendron, 2014; Liang & Riedl, 2014; Popovic
et al., 2015; ) parts of the company and all other factors
related to the rational management of the management.
Essential such an approach requires the adoption of longterm business decisions at the level of the entire economy
(Perry & Shivdasani, 2005; Davis & Nicholson-Crotty,
2016), to enable a realistic development of the economy of
a state (Topcu & Serap Coban, 2017).
In addition to the above, it should be noted that the
observed management should be considered as a process in
which the implementation of the standardization process
plays an important role (Marston & Shrives, 1991; Ege, 2015;
Malone et al., 2016; Popovic et al., 2017), especially in the
public sector (Santos & Dias, 2014), which should be
considered as part of observing the functioning of the region
(Scalera, 2016).
Numerous authors emphasize the importance of the
functioning of internal control mechanisms through which
top management can empower high-quality business
decisions.
One of the ways to strengthen top management's
decisions is to apply internal controls in the functioning of
public enterprises, which are highlighted by numerous
authors (Blankley et al., 2012; Pridgen & Wang, 2012;
Cheng et al., 2013; Ruhnke & Schmidt, 2014; Renyu & Lee,
2016; Chen et al., 2017; Jingwen, 2017; Mengmeng, 2017;
Chen, 2019).
Published positions of the above stated authors were
used in this study against an emphasis that another important
view of an author was used (Wyatt, 2004) who pointed out
the importance of ”professionalism“ as a factor of valid
corporate governance.
Except this view, the authors of the paper also used
general views of the authors who dealt with corporate

governance as a comprehensive system continuously linked
to compatible mechanisms, such as internal control, internal
audit and other mechanisms that can be used for
improvement of corporate governance mechanism
(Williams & Rodgers, 1995; Wang et al., 2014; Wang,
2016; Corona et al., 2019).

Research Methodology
Research Hypotheses
In order to ensure drawing valid conclusions on the
implementation of internal controls in enterprises, the
authors set four hypotheses:
H1: There is no relationship between the two types of
enterprises (public utility enterprises founded by the local
self-government units and the so called ”other enterprises”)
and total revenue made by those enterprises.
H2: There is no relationship between the form of the
implemented internal controls in the two types of enterprises
included in the survey.
H3: There is no relationship between the form of the
implemented internal controls and total revenue of
enterprises included in the survey.
H4: There is no relationship between the form of the
implemented internal controls and total revenue made in the
two forms of enterprises under observation.

Results of the Analysis
SWOT Analysis of the Position of Public Utility
Enterprises
The research presented in this paper consists of two
parts. In the first part the authors, using SWOT analysis,
presented basics of recognition of positive and negative
factors relating to the implementation of internal controls in
public utility enterprises founded by the local selfgovernment units (Table 1).
Table 1

SWOT Analysis of the Situation for Public Enterprises Established by Local self-Government Units that Implement the
Internal Control at the end of 2018 in the Republic of Serbia
Available options
 The existence of a signed Chapter 32 with the EU on financial
control in the public sector,
 The existence of positive attitudes of internal audit introduced
in the public sector,
 adopted internal audit procedures are compatible with internal
control procedures,
 Many years of tradition in applying audit procedures in the
public sector
Chances
 Increase in commitments based on signed pre-accession
chapters with the EU,
 Increasing the safety of top management that has
implemented internal control in the companies it manages,
 Increasing the security of financial reporting to local
government and state authorities,

Weaknesses
 Lack of complete information on the importance of full
implementation of internal control in the public sector,
 Lack of interest of local self-government units to significantly
increase the operational reliability of companies,
 Insufficient interest of companies that have established local selfgovernment units for internal control in terms of essential financial
reporting to the founder,
 The frequent change of the top management appointed by the local
self-government causes discontinuity in the performance of
commenced tasks in the introduction, control and implementation
of internal control recommendations in enterprises
Threats
 Insufficient sanctioning of companies established by local selfgovernment in terms of poor financial reporting,
 Insufficient sanctioning of public utility companies established by
local self-government in terms of poor implementation of business
programs
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Chances

Threats

 Facilitates public-private investment activities in the public
sector,
 Internal control contributes to the increase in the level of local
government investment in the primary enterprises due to the
increased security of investment and the return of funds into
the budget based on the generated profit of the company
Source: authors’ calculation

Results of basic Research
In the second part of the paper the authors presented
results of the survey questionnaire completed by top
managers, i.e. questions on the implementation of internal
controls in 172 enterprises answered by them. The authors
compared the two types of enterprises on the basis of the
three forms implemented of internal controls and also
compared their operating results on the basis of total
revenue of enterprises included in the survey.
The research focused on two types of public enterprises,
namely public utility enterprises or enterprises providing
public services: water supply, heating, community cleaning,

maintenance of residential buildings, green areas etc., and
the other type of enterprises termed ”other enterprises”,
carrying out other activities, such as: organization of sports
events, urban development within the domain of local selfgovernment, public transport and other activities of
importance for local self government units.
Based on the setting H: 1, the authors gave an overview
of frequency acceleration, namely: two forms of observed
enterprises founded by local self-government units and the
total revenue generated by these companies (Table 2), after
which the authors presented the results of correlation of
values coefficient and level of significance (Table 3).
Table 2

Cross-Frequency Representation, Shape Business and Revenue Generated
1
0
25

Public utility companies
Other companies

Type of company
Total

Total revenue
2
3
39
45
15
16
25
54

Total

4
32
0
61

116
56
172

Source: authors’ calculation

On the basis of the values of crossed frequencies (type
of enterprise and total revenue) given in Table 1, it is clearly
seen that in enterprises that introduced internal controls

there is an increase in total revenue and that the increase in
total revenue is greater in public utility enterprises founded
by the local self-government units.
Table 3

The Correlation between the Correlation between Type of Enterprise and Total Revenue
Nominal by Nominal

Value
.535
172

Contingency Coefficient
N of Valid Cases

Approx. Sig.
.000

Source: authors’ calculation

On the basis of values presented in Table 3, it can be
seen that the statistical significance of the assumed
hypothesis is verified with the correlation coefficient, i.e.
the results show that the significance level is p = .000, and
that there is a significant correlation between an increase in

total revenue and the type of enterprise as the correlation
coefficient is 0.53.
Having set H: 2 the authors present the frequency
relating to the forms of implemented internal controls and
type of enterprises included in the survey (Table 4), and the
correlation of the stated values are shown in Table 5.
Table 4

Frequency Visibility of Enterprise Type and Form of Internal Control

Type of company

Form of internal control
1
2
3
4
0
0
16
32
0
15
45
0
25
39
0
0
25
54
61
32

Completely
Partially
In the procedure of

Total

Total
48
60
64
172

Source: authors’ calculation

On the basis of what is presented (Table 4), the analysed
frequency of the type of enterprise and the form of the

implemented internal controls does not result in any trend of
common changes in the variables used.
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Table 5
View Correlation Coefficient, Types of Enterprises and Forms of Internal Control
Nominal by Nominal
N of Valid Cases

Value
.127
172

Contingency Coefficient

Approx. Sig.
.246

Source: authors’ calculation

On the basis of the presented table (Table 5), the
correlation value of the type of enterprise and the form of
implemented internal controls is low (p> .05), i.e. the
relationship between them is not in correlation.

On the basis of H: 3 the authors presented frequencies
of the form of internal controls and total revenue of the
enterprises included in the survey (Table 4) with the
presentation of correlation coefficient (Table 6).
Table 6

Frequency of the Visibility of the Type of Enterprise and form of Internal Controls

Form of internal control

1
0
0
25
25

Completely
Partially
In the procedure of

Total

Total revenue
2
3
0
16
15
45
39
0
54
61

4
32
0
0
32

Total
48
60
64
172

Source: authors’ calculation

Based on the table view (Table 6) With regard to the
frequency of the degree of introduction of internal control
and realized revenues, it is noticeable that more revenues are

generated by enterprises with completely or at least partially
introduced degree of internal control.
Table 7

Indicative Coefficient of Correlation, when Crossings are Realized Revenues and form of Introduced Internal Control

Nominal by Nominal
N of Valid Cases

Value
.740
172

Contingency Coefficient

Approx. Sig.
.000

Source: authors’ calculation

On the basis of the values presented in Table 4 and
relating to the introduced internal controls and increase in
total revenue, it is noticeable that enterprises with fully or at
least partially introduced internal controls have higher total
revenue.

On the basis of the values presented in the table (Table
6), the authors confirm the hypothesis that there is a
relationship between the total revenue and the form of
implemented internal controls in those enterprises (p = .00),
which is confirmed by the obtained coefficient. This affirms
the view that there is a strong relationship, i.e. C = .74.
Table 8

The Frequency of Frequencies Crossing the form of Introduced Internal Control and Realized Revenues in Relation to the Type
of Companies Surveyed
1
Public utility
companies

Form of internal
control

Completely
Partially
In the procedure of

Total
Other
companies

Form of internal
control

Completely
Partially
In the procedure of

0
0
26
25

Total

Total revenue
2
3
0
0
0
45
39
0
39
45
0
16
15
0
0
0
15
16

4
32
0
0
32

Total
32
45
39
116
16
15
25
56

Source: authors’ calculation

On the basis of H: 4, the authors presented results that
indicate that there is no statistically significant relationship
between the introduced form of internal controls and total
revenue on the one, and the type of enterprises included in

the survey on the other hand (Table 7), whereas the obtained
correlation coefficients for the given values are presented in
Table 8.
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Table 9
Presentation of the Coefficient of Correlation of the Forms of Introduced Internal Control and Realized Revenues in Relation to
the Type of Enterprise
Public utility companies
Nominal by
Public utility
Nominal
companies
Other
companies

Nominal by
Nominal

Value

Approx. Sig.

.816

.000

Contingency Coefficient
N of Valid Cases

116

Contingency Coefficient

.816

N of Valid Cases

.000

56
Source: authors’ calculation.

On the basis of values presented in (Table 7) relating to
the form of introduced internal controls and total revenue on
the one, and the type of enterprise on the other hand, the
lowest increase in revenues is that of public utility
enterprises founded by the local self-government units,
whereas there is no increase in total revenue in the so called
„other enterprises”.
On the basis of the values presented in the table (Table
8), the authors point out that there is a statistically
significant relationship between the form of internal
controls and total revenue when compared to the two said
types of enterprises included in the survey (p = .00), as the
coefficient is 0,81.

Discussion
The obtained results are divided into five parts in the
study. They could be useful to experts in the respective field
and top management of companies as an indicator to be
considered in their future decision making process when
making valid business decisions aimed at improvement of
corporate governance. The emphasis of the significance of
introduction of internal controls in corporate governance is
the primary contribution of the authors of this paper based
on the research done and presented by them.
In the first part, the results of the SWOT analysis (Table
1) are presented. The analysis relates to public utility
enterprises founded by the local self-government units.
Overcoming the spotted weaknesses could bring benefits on
the short run, which is of great importance for the
enterprises under review.
Part two deals with the research results shown in Table
2 and Table 3. The results indicate growth in total revenue
of enterprises which introduced internal controls. The
growth in total revenue is higher in public utility enterprises
founded by the local self-government units (116) than in
"other enterprises" (56) out of 172 enterprises included in
the survey. On the basis of H1, that there is no relationship
between the two types of enterprises and total revenue made
by those enterprises, the authors correlated the two types of
enterprises and 2018 total revenue. According to the
obtained results H:1 is rejected as the obtained values are
statistically significant (p = .000), against a significant
correlation between the total revenue and the type of
enterprise with internal controls in place, as the correlation
coefficient value is 0,53.
Part three comprises research results (Table 4 and Table
5) of the relationship between the type of enterprise and the
form of introduced internal controls as set in H2. On the
basis of the obtained results (Table 5), the authors state that

H:2 is accepted as there is statistically significant
relationship between the type of enterprise and the form of
internal controls in enterprises under review, i. e. the
obtained correlation coefficient is (p> .05).
Part four deals with H3, that there is no relationship
between the form of the implemented internal controls and
total revenue of enterprises included in the survey. The
results of the survey are presented (Table 4 and Table 6) and
indicate a trend of higher total revenue posted by enterprises
with fully or partially implemented internal controls.
According to the obtained results, H3 is rejected as the value
is (p = .00), with coefficient, C = .74, and with the existence
of a statistically significant relationship between the form of
implemented internal controls and total revenue (p = .000)
of the enterprises included in the survey. The authors point
out that public utility enterprises founded by the local selfgovernment units with fully implemented internal controls
made higher revenues.
Part five deals with H4, that there is no relationship
between the form of the implemented internal controls and
total revenues made and the type of enterprise. The results
of the survey are presented in (Table 7 and Table 8). The
results indicate that there is a small increase in total revenue
of public utility enterprises founded by the local selfgovernment units, whereas there is no growth in total
revenue in the so called "other enterprises". According to
that, H4 is rejected as it is evident that there is a statistically
significant relationship between the form of the
implemented internal controls and total revenue made on the
one, and the type of enterprise on the other hand (p = .00),
as they obtained coefficient value is 0,81.

Conclusion
Assumptions given at the beginning of the paper expand
the existing theoretic approaches, emphasizing the necessity
of using internal controls in enterprises. Empirical evidence
is added to previously stated assumptions in the paper and
presented by the authors. Therefore, this research offers a
new view of practical implementation of internal controls in
the two types of enterprises.
This paper gives an overview of possible improvements
in corporate governance by top management through the
implementation of internal controls in enterprises,
predominantly in public utility enterprises founded by the
local self-government units. The results presented as
benefits (increase in the total revenue of enterprises)
resulting from the implementation of internal controls could
be upgraded or extended in future research activities.
Besides, the authors find that there is an actual lagging of
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the so called ”other enterprises“ with regard to the
implementation of internal controls in them.
The authors point out that there is a difference between
operating results of the two types of enterprises that
implemented one of the three forms of internal controls.
Some future research might help identify from of internal
controls convenient to be implemented in the two types of
enterprises.
Practical implications of the study might be of
importance for the top management of both forms of
enterprises with internal controls in place. The authors also
claim that the form of the implemented internal controls
depends on the costs of its implementation, as well as on
other factors, such as: workforce, workforce motivation and
willingness to establish control mechanism irrespective of

the type of enterprises. However, if the objective is to have
benefits from the implementation of internal controls, then
it is necessary to focus on planning overall costs of their
implementation and which form of internal control to
introduce.
The authors point out that they completed a
representative research and that the results are obtained in a
survey that comprised 172 enterprises making
approximately 25 % of 691 enterprises founded by the local
self-government units in the Republic of Serbia.
Recommendations relate to expanding the study within
future, similar research activities that could be conducted in
other countries of the Western Balkans, as well as in other
countries in transition.
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