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strict regulation at the analysed period AlFs do not pose
any dangers to the economy and financial market of
Lithuania, it is important to further analyse the AIF activities
and in case of necessity to improve the legal base in order
to prevent the possible speculations and other negative
types of AIF activities.

As a consequence of the recent global economic de-
cline it was decided to put stricter regulations on the non-
traditional investment instruments, AIFs among others.
However, due to the small market and the insignificant size
of AlIFs registered in Lithuania the globally accepted regu-
lation will not affect the AlFs functioning in Lithuania during
the analysed period. Despite the fact that during the short-
term and intermediate period shows only a slight probability
of AlFs registered in Lithuania to emerge within the frame-
work of the newly adopted directive on AIF managers, it is
important to analyse the legal AIF regulation on a world-
scale and implement respective improvements in the na-
tional legal base.
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EVALUATION OF INTERNAL CONTROL: RISK MANAGEMENT
IN EXTRACTIVE INDUSTRY ENTERPRISES

B daHuli yac e KOHKYpeHmMHOMY ceimi mexHoJs102ii cmpiMko po3eusarombcsi i 3MiIHIOOMbLCS, 3MIHIOOMbLCS | MTOMpPe6bu PUHKY,
6i3Hec-npoyecu cmaroms ece 6inbw cknadHuMu, ma cmae ece 6inbw i 6inbw cknadHUM KOHMpPoJsIreamu nionpuemcmeo i 30il-
CHIO8amu (io20 eHympiwHili kKoHmposas. Mema yiei cmammi nonsizae 8 nposedeHHi aHaslizy cucmemMu 8 HymMpiWHb020 KOHMPO-
J110 ma tio2o cucmemu ynpaeniHHs. binbw moeo, minbku eghekmueHa cucmemMa 8 HympiwHL020 KOHMPOJIKO po6umb No3umuse-
Hul ensiue Ha 8ci iHWi cucmemu ynpaeJsiHH KOMNaHicto, i, Ko/lu KoMnaHiss mae eghekmusHy cucmemy 8HymMpiWHbLO20 KOHMPO-
J110, BOHa MOJKe KOHKYpyeamu 3 iHWUMU KOMMaHisiMu, Wo rnpayroroms 8 2any3i, i npazHymu Hogux cmpamez2idyHux yinei, nocma-
8J1eHUX yrpaesliHHSM.

Knro4oei crioea: e HympiwHili KOHMpPOsb, oyiH8aHHS, PU3UK waxpalicmea.

B Hacmosiwee epemMsi 8 KOHKYPEHMHOM MUpe MexHOoJIo2UuU CMmpeMumesibHO Pa3euearomcsi U U3MeHsIFoMcsl, MeHsilomcs u
nmompe6Hocmu pbiHKa, 6u3Hec-npoyecchkl cmaHoesmcsi 6osee C/I0XHLIMU, U cmaHoeumcsl ece 6osiee u 6osiee CII0KHbIM ynpas-
nsmb npednpusimueM U 8bIMOJIHAMb €20 8HympeHHUl KoHmporb. Ljens amoli cmambu 3akiroyaemcsi € npoeedeHuUU aHanu3a
cucmembl 6HympeHHe20 KOHMPOJIsl U e20 cucmeMbl yrnpaesneHusl. bornee mozo, monbko aghghekmueHasi cucmema eHympeHHe20
KOHMpOJIs1 oKka3bigaem rosioxumesibHoe 8/lUsiHUe Ha ece Apyaue cucmeMbl yrnpaesieHuUsi KOMIaHuuU, u, ko2da KoMnaHusi uMmeem
aghpekmueHy0 cucmemy eHympeHHe20 KOHMPOJIsi, OHa MOXXem KOHKypupoeamb ¢ Opy2umu KomnaHusiMu, paGomarowumu e
ompacsu, U cmpeMumscsi K HO8bIM CMpame2u4ecKuM UesisiM, I0CMagsIeHHbIM yrpaesieHueMm.

Knrodeenie crioea: éHympeHHUl KOHMPOJIb, OyeHU8aHUe, PUCK MOWEeHHUYecmea.

In the nowadays competitive world, technologies are rapidly developing and varying, market needs are changing, business
processes becoming more difficult, and it is getting more and more complicated to control the enterprise and to perform its in-
ternal control. Purpose of the article is to perform an analysis of internal control and it's management system. Moreover, only the
effective internal control system has positive influence on all other control systems of the company, and when the company has
an effective internal control, it may compete with other companies operating within the branch, and to endeavor at new strategic
goals set by the management.

Keywords: internal control, evaluation, fraud risk.

The internal control system is very important in all en-
terprises without any exception, be they large, medium or
small [1]. This is why the purpose of internal control is to
manage business risk, i.e. to find the coordinated methods
and means of the system of internal control so as to mini-

mize the risk related to business environment, to the proc-
esses happening in the enterprise, and to generate the
information that would be an essential background for mak-
ing business decisions. Indeterminacy of these three types
are common for every business, and managing to control
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them, i.e. to avoid, decrease, accept or divert them to the
required direction provide the organization with the guaran-
tee of success of its performance and a competitive advan-
tage. It must be emphasized that only an effective internal
control in the enterprise can help to ensure its productive
economic performance, guarantee that the laws, subordinate
legislations and the enterprise's internal rules are being
obeyed, to implement proper enterprise's capital safety
methods, to avoid mistakes, to reveal indulgences, etc. How-
ever in nonfiction there is often expressed another non-
traditional attitude stating that an effective internal control
reveals the prospects of enterprise development and helps
to notice threats to its enterprise existence, and so such a
control becomes an important means of risk management.

Object of the research — internal control.

Purpose of the research — to perform an analysis of
internal control and it's management system.

Research methods — in order to achieve the set pur-
pose and meet the objectives, information source and in-
formation collection, grouping, comparison, systemization
and summary methods of academic literature, legal acts
and methodological resources were used.

Concept of internal control

As the competition is growing in the modern world, the
technologies are rapidly developing and changing together
with the market demands, and as the business processes are
getting more complex, it is becoming more and more difficult
to manage the enterprise and perform its internal control.
Therefore the managers of extractive industrial enterprises
need such a control management system that would allow
managing the enterprise's activity effectively and securing the
implementation of the ser goals and tasks. It is noticed that the
extractive industry is one of the most important and significant
for the national budget of the Republic of Lithuania, thus the
internal control research in this area is important and mean-
ingful not only for the enterprises, but also for the State. Ac-
cording to [2, 5, 7], the resources of earth entrails are one of
main driving forces of society's economic and social progress,
and Lithuania is not an exception.

As the competitiveness in modern world is getting
stronger, the technologies are rapidly developing and
changing, the market demands are changing, and the
business processes are getting more complex, it is becom-
ing more and more difficult to manage the company and
conduct its internal control. Therefore the manager of any
company needs such a control management system that
would allow managing company's activity effectively, and to
secure the implementation of set objectives and tasks [1]. It
has to be noted that as the volume of internal control, its
functions and roles are constantly changing, it is quite im-
portant to form general definition of internal control and to
identify the place of internal control in organization. How-
ever, it has to be stressed that despite the importance of
research object, this topic is not widely analyzed among
the scientists. Therefore the identification of the place of
internal control in the management structure of the com-
pany is becoming an important task when it is attempted to
implement or foster effective internal control so that maxi-
mal benefit was achieved [2]. The results of a detailed
analysis of the internal control conception enable to state
that the very different definitions of internal control, made
by different authors, still involve some main goals of inter-
nal control, which are to present reliable and detailed in-
formation, to protect capital and documents, to ensure an
effective economic performance, obeying the accounting
principles, the presentation of reliable financial reports,
obeying the laws and subordinate legislation, the estab-
lished rules of the enterprise, and an effective control of
risk. The analysis based on foreign and Lithuanian data of
the internal control conception research enables to present
a resumptive definition of internal control: an internal con-
trol system is part of the enterprise management system,
which ensures the implementation of the enterprise's goals,
its effective economic-commercial performance, obeying
the principles of accounting, and an effective performance
risk control enabling to minimize the number of intentional
and unintentional mistakes and avoiding frauds made by
authorities or employees in the enterprise performance
process (see Fig. 1).
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Alongside quantitive indicators, in each enterprise, and
especially in extractive industry, most attention must be
paid to control mistakes and frauds and to project the
means of prevention, they have to achieve and complete
the effective and optimal internal control and accounting
system. Whereas to implement aims of internal control can
also be achieved by operatively applied and cherished in-
ternal control system which effectiveness guarantees not
only precise goal achievement but also positioning in the
market, optimizing the organization's performance effec-
tiveness and profitability.

Risk evaluation in extractive industry companies

[6, 8] stress that only the effective internal control pre-
sent in the enterprise helps to secure the productive eco-
nomic activity, to guarantee that the laws, post-statutory
acts and enterprise's regulations are followed, to implant
proper protection methods of enterprise's property, to avoid
mistakes, and to reveal misusing, etc. However, another
untraditional attitude is also often encountered in the scien-
tific literature, for example [4,7] state that the effective in-
ternal control reveals the enterprise's development per-
spectives, helps to notice the risk hazardous to enterprise's
existence — in such a way this control becomes an impor-
tant risk management tool.

It must be mentioned that in enterprises operating in
extractive industry there is a specific accounting system
which also influences the character of mistakes or frauds.
Practice shows that the most common frauds are influ-
enced by raw extraction specification. The accounting of

raw materials in extractive industry enterprises is quite dif-
ficult because these materials are not purchased or stored,
so their amounts can be evaluated very differently. Be-
sides, employees of extractive industry enterprises can
embezzle raw materials and thus, abuse their accounting
system. Accounting and its data cannot reveal such em-
bezzlements, unlike in other types of enterprises; therefore,
internal control in extractive industry enterprises is so im-
portant, and here the assessment of mistakes and frauds
becomes the main task of an effective internal control [3].
To identify potential spheres of frauds in extractive industry
enterprises and to project particular means of prevention
so as to avoid them, it is most purposeful to ensure a good
internal control; thus, identification of conditions that allow
the emergence mistakes and frauds becomes a very im-
portant task of research. Foreign scientists and the Interna-
tional Association of Fraud Research have grouped the
factors, conditions and events of the emergence and pre-
sented them in a fraud triangle. It is divided into three parts
that consist of opportunities, motivation and realization.
Those three elements together provide conditions for the
emergence of mistakes and frauds. However, such a por-
traying without by the internal control system performed the
assessment of risk affords little benefit. Such a portraying
allows not only to identify the main fraud components of the
triangle, but also to reveal their importance and place in the
internal control system and more precisely in the assess-
ment of risk, aimed to identify the conditions that favour the
mistakes and frauds made by authorities or employees in
of extractive industry enterprises (see Fig. 2).
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Fig. 2. Scales of assessment of fraud risk components
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Motivation can be distinguished as the first element in
the scales of fraud risk assessment. It shows whether an
employee is prone to dishonest behaviour and gives the
reason why the motivation normally is linked with greed
and some exact life events, for example, abrupt need of
financial resources caused by debts, wrong loans, drugs,
alcohol or gambling, personal problems in the family and
so on. The second element of the scales of fraud risk is the
opportunity treated as a chance given to the employee who
is planning to make a fraud. It is indicated regarding the
person's position and delegation in the enterprise, access
to the enterprise's capital and accounting records [5]. This
is usually also related to the internal control existing in the
enterprise: the more effective the internal control, the less
the possibility to make a mistake or fraud. The third ele-
ment in the scales of fraud risk is realization, although in
the scientific works that analyse the fraud triangle and its
elements it is indicated as rationalization and is treated as
the ways an employee explains his dishonest behaviour.

Although the third element in the scales of fraud risk must
be defined as realization, not the excusatory reasons but
the employee's personal traits such as honesty or princi-
ples allow assessing objectively whether the employee is
prone to make mistakes and frauds. Identifying and distin-
guishing the weaknesses that create conditions for mis-
takes and frauds enable to anticipate the limitations of
some processes and also the problems arising in the inter-
nal control. To find out the problems that occur in the inter-
nal control system of the enterprise and that cannot be
easily audited the essential condition becomes to evaluate
the connections of assessment criteria, relations among
mistakes and frauds, and weaknesses that create condi-
tions for mistakes and frauds.

To manage risk successfully extractive industry enter-
prises firstly should identify and determine all the risks, that
influence their performance, the types and also to assess the
implemented means of risk management and their effective-
ness. Supposedly, the risk management in every enterprise
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must be identified with shareholders' property value increase
because all enterprises without exceptions face the uncer-
tainty and challenge to decide how much of uncertainty is
acceptable to increase the shareholders' property value.

During this process the enterprise chooses the most appro-
priate risk assessment and management instruments, also
risk management strategy that transfers risk in extractive
industry enterprise to acceptable level (see Fig. 3).
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It must be mentioned that risk depends on many sub-
jects thus it is usually quite difficult to assess it. This is the
reason why analytics must coherently and constantly, in-
cessantly analyse risk, its manifestation forms and prob-
abilities while in business practise there are also formed
some risk level assessment methods, formulas and rules.
Their choice involves each unacceptable risk management
establishment and assessment of their abilities therefore to
each risk management possibility there must be made
analysis of expenses — benefit.

Comprehensive analysis results of internal control en-
able to state that though different authors give different
definitions of internal control there are still some general
purposes of the system of internal control remaining, to
ensure reliable and comprehensive information, to protect
the property and documents, to assure effective economi-
cal performance, to ensure observation of accounting prin-
ciples and presentation of reliable financial records, to as-
sure obeying laws and executive acts, enterprise rules and
to ensure effective control of risk.

The accounting particularity of the Lithuanian extractive
industrial enterprises determines that the mistakes commit-
ted by the employees initiated by fraud are almost equal to
frauds initiated by company or its management. Thus as
the staff of the Lithuanian extractive industrial enterprises
may initiate the frauds successfully, the persons executing
internal control need big work experience in the enterprises
of such kind, also they have to be well familiar and know
the accounting particularity of such enterprises in relatively
high interpretative level. The effective internal control sys-
tem present in the extractive industrial enterprise may be-

come unsuitable or even ineffective when the circum-
stances change, thus the assessment of its effectiveness is
one of the tools to improve the accounting policy, to protect
the company's assets, and to secure the correct account-
ing and effective activity. According to the research results
of extractive industrial enterprises, they have ineffective
internal control system because the deliberate or uninten-
tional mistakes are encountered in all the analyzed enter-
prises without any exception; the majority of analyzed en-
terprises encounter frauds initiated by the employees;; the
present frauds and mistakes allow making the presumption
that at least one or more weaknesses exist, which create
conditions for development of frauds and mistakes.
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