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ABSTRACT:
The article may be interesting to the experts and managers of all
levels that are engaged in arrangement and operation of the system of
internal control in establishments of all forms of ownership. This article
aims to analyze the existing foreign and domestic approaches to
assessing effectiveness of the system of internal control the military
organization. The analyzed approaches allowed determining three
basic methods for assessing the effectiveness of the system of internal
control.
Keywords: Public Internal Financial Control, system of internal control
of the military organization, assessment of internal control system

RESUMEN:
El artículo puede ser interesante para los expertos y gerentes de todos
los niveles que participan en el arreglo y operación del sistema de
control interno en establecimientos de todas las formas de propiedad.
Este artículo tiene como objetivo analizar los enfoques nacionales y
extranjeros existentes para evaluar la efectividad del sistema de
control interno de la organización militar. Los enfoques analizados
permitieron determinar tres métodos básicos para evaluar la
efectividad del sistema de control interno.
Palabras clave: Control Financiero Interno Público, sistema de
control interno de la organización militar, evaluación del sistema de
control interno

1. Introduction
Statement of the scientific task for the research envisages clear understanding of the internal control role in the general
system of public control.
Military organizations are guided by the laws of Ukraine in their financial activities, as are any other organizations in Ukraine
The internal control system is one of the three elements of state of Public Internal Financial Control (hereinafter ‘PIFC’).
PIFC system of Ukraine is being reformed in accordance with the European model of PIFC, in particular, the Concept of Public
Internal Financial Control “Orange Book” (Ministry of Finance of Ukraine. Guidelines on Public Internal Financial Control).
Up-to-date PIFC is a combination of three interrelated elements:
- Internal control (management reporting – financial management and control);
- Functionally independent internal audit;
- Central harmonization unit (Harmonization unit within the Ministry of Finance of Ukraine).
According to the Budget Code of Ukraine, budget managers, in the person of their managers, organize internal control and
internal audit and ensure their implementation in their institutions and enterprises, institutions and organizations that are
within the scope of management of such budget managers.
Internal control system - policies, rules and measures implemented by the head of the institution that ensure the
functioning, interconnection and support of all elements of internal control and aimed at achieving the specified goals
(mission), strategic and other goals, objectives, plans and requirements of the institution's activities.
The Ministry of Defense of Ukraine and the Armed Forces of Ukraine are accomplishing the task of the national significance,
which aims to implement the system of internal control.
Thus, according to the decision of the National Security and Defense Council of Ukraine dated May 20, 2016 ‘On Strategic
Defense Bulletin of Ukraine’ approved by the Decree of the President of Ukraine No. 240/2016 (2016), the operative goal
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was determined on establishment of an integrated system of risk management as a component of the defense planning
system.
Implementation of internal control in the system of the Ministry of Defense of Ukraine (hereinafter ‘MoD’) and the Armed
Forces of Ukraine (hereinafter ‘AFU’) is stipulated with a range of the nationwide measures to be taken in the framework of
implementation of:
The Strategy for Reforming the System of Public Finance Management for 2017-2020 approved with the resolution of the
Cabinet of Ministers of Ukraine No. 142-p (2017) dated February 8, 2017;
The Plan of Action approved with the resolution of the Cabinet of Ministers of Ukraine No. 415-р (2017) dated May 24, 2017.
The National Standards of Internal Audit (2011) envisage that the audit service assesses the establishment’s performance in
terms of its system of internal control during the performance audit.
Moreover, the Decree of the Cabinet of Ministers of Ukraine No. 1001 dated 28.09.2011 ‘Formation Procedure for the
Structural Units of Internal Audit and Conductance of Audit in the Ministries, Other Central Bodies of Executive Power, Their
Territorial Bodies and Budget-Financed Institutions Subordinated to the Ministries and Other Central Bodies of Executive
Power’ (2011) sets forth that an audit unit – pursuant to its roles and responsibilities – assesses performance of the system
of internal control.
However, the methods for assessment of performance of the system of internal control (hereinafter SIC) in PIFC system in
the context of the defined elements of internal control are not outlined in the relevant regulations.
So, today we can assert absence of a concrete methodology for assessment of internal control effectiveness taking into
consideration the contemporary experience of study of the mentioned process not only in the system of the national defense,
but nationwide.

1.1. Novelty of research
The novelty of research in this area is not in doubt, as evidenced by the relevant PIFC reforms both throughout the country
and in the Defense Ministry and Armed Forces. It should also be added that, according to Government Decision No. 1001,
audit units must evaluate the effectiveness of the SIC. But today, the methodology for assessing the effectiveness of the SIC
in the internal audit system of Ukraine is absent. Therefore, to develop an assessment methodology, it is necessary to
analyze the existing approaches to this assessment.

1.2. Setting objective
The objective of this article is to study and analyze the existing approaches to assessment of internal control effectiveness,
to analyze and further substantiate the criteria and indicators that will be used for development of the relevant assessment
method for MoD and AFU systems.
The above-mentioned objective is intended to be achieved through systemic analysis of the studied problems and
determination of the components (elements) of the prospective model of the method for assessing the internal control
effectiveness.

2. Methodology
To ensure achievement of the article’s purpose, it is recommended to decompose the objective of the scientific research and
perform individually:
Firstly, for understanding of the problem of assessing the effectiveness of the SIC, it is primarily necessary to define the
term ‘effectiveness’;
Secondly, for the structured presentation of the material and conduction of the research, it is primarily recommended to
review the existing foreign and domestic approaches to assessment of internal control effectiveness.
During the research, the following methods of scientific cognition:  systemic approach, analysis, synthesis, and grouping, it
were applied.

3. Results

3.1. Definition of the word combination ‘effectiveness of internal control (system of
internal control)’
According to Mochernyi S.V. (2002), effectiveness means the ability to bring effect, outcomes of the process, project etc.,
which are determined as the ratio of the effect, outcomes to the expenses that ensured such outcome.
Raizberg B.A., Lozovskyi L.Sh., Starodubtseva E.B. (2011) interpret effectiveness as ‘the relative effect, resulting character
of the process, project, which is determined as the ratio of expenses to the result obtained’.
Having defined the term ‘effectiveness’, we focus our attention to definition of the word combination ‘effectiveness of internal
control (system of internal control)’, and the definitions are represented in the table below (Table 1).

3.2. Approaches to assessment of effectiveness of internal control
In the course of analysis of approaches to assessment of effectiveness of the system of internal control (hereinafter ‘AESIC’),
a large number of scientific researches was revealed in the field of concern, which enabled to conduct a substantial analysis
and determine the opinions about AESIC amid both the domestic and foreign scientists, governmental and non-governmental
organizations. The major opinions about AESIC are given below.
Tykhomyrov A., Horlo I.V., Ambarnova O. Yu. and Varkulevych T.V. (2017) give preference to mathematically calculated
material effect while assessing effectiveness of internal control.
Thus, Tykhomyrov A. (2002) reckons that the effectiveness of internal control is determined based on the ratio of the
corporate profit received as a result of the measures stipulated with internal control to the expenses related to SIC
operation.



Horlo I.V. (2007) notes that the effectiveness of the system of internal control is determined with the cost-cutting indicators
resulting from the operation of the control system, and offers to apply the mathematical models for assessing effectiveness
of internal control. To implement the mentioned above, Horlo I.V. offers to estimate the following parameters: SIC
maintenance quality, SIC maintenance costs, SIC introduction loss.
Rakhmankulov I.Sh., Tarasova T.M., Bosalko D.S., Maksymova H.V. and Karetnykov K.A., Dorosh N.I., Fesai M.О., Daudov
S.A. and Kovalova O.N. apply the five-element approach to assessment of effectiveness of internal control.
Tarasova T.M. (2013) also assesses effectiveness of internal control by assessment of each SIC element tested in the
appropriate manner.
Thus, in opinion of Bosalko D.S. (2011), the system of internal control may not be analyzed beyond the analysis of the
corporate goals; if the goals are not clearly outlined, the system of internal control loses its effectiveness since it fails to
control everything. He offers to perform AESIC broken down by all elements of internal control in the integrated model of
The Committee of Sponsoring Organizations of the Treadway Commission (hereinafter ‘COSO’) – control medium, risk
assessment, control procedures, information collection and analysis, monitoring. The Committee of Sponsoring Organizations
of the Treadway Commission is a joint initiative of private sector organizations and dedicated to providing thoughtful
leadership through the development of frameworks and recommendations for enterprise risk management, internal control
and fraud prevention.
The five components of COSO – control environment, risk assessment, information and communication, monitoring activities,
and existing control activities – are often referred to by the acronym (hereinafter ‘C.R.I.M.E.‘)
Bosalko D.S. offers to perform AESIC by each element of internal control for its design, implementation and completion,
which – in their turn – are assessed in terms of accuracy, evidentially and repeatability. In the course of assessment, each
sign is given a certain value, which is determined using the method of expert evaluations. The author emphasizes that the
ability to apply other methods is not studied currently and offers to consider the arithmetic mean assessment of its design,
implementation and completion as the general assessment of effectiveness of internal control.
In study of audit of internal control effectiveness, Dorosh N.I., and Fesai M.O. (2018) determine assessment of adequacy
and effectiveness of internal control by means of assessing the major business processes, which includes the following
processes: understanding of the process, application of control tests, essential procedures, summarization of evidence and
making conclusions. In their study of this issue, the authors are guided with the international standards on auditing (Audit
Chamber of Ukraine, n./d.) and COSO integrated model.
In addition to the above, Maksymova H.V. and Karetnylov K.A. (2017) also support the opinions on SIC assessment broken
down by the elements of internal control in the integrated model of COSO. In their research, the authors distinguish
functional, operative, systemic and normative approaches to SIC assessment and note on absence of the unified approach to
solution of the mentioned task.
In accordance to the opinion of Daudov S.D., Kovalov O.N. (2017), the system of internal control may be assessed through
study of the previously analyzed, separate business process. All components of the system of internal control are subject to
assessment (The Committee of Sponsoring Organizations of the Treadway Commission (COSO).
As for the approach to assessment of effectiveness of internal control, Serebriakova T.Yu. (2013) and Yevtushevska O.A.
(2015) note that the control effectiveness may be assessed with the system of indicators. The latter author stresses that the
indicators signal of a failure to achieve the managerial decision being realized, from both qualitative and quantitative point of
view. The quantitative indicators are determined with the relevant coefficients, which characterize the processes taking place
in SIC. The qualitative characteristics may be determined through logical assessment of changes in the system of control,
which is carried out through analytical summarization of the results of the control impacts from the position of mitigation of
various corporate risks. The scientist states that it is not completely correct to think that effectiveness of internal control
may be measured with the ratio of expenses related to the control measures to the received quantitative data from the
control impact – effect.
Further, Filipiev D.Yu. (2016) in his research determines that the notion of ‘effect’ is currently not clearly defined, since it
differs for each system and depends on numerous factors; and in relation to SIC, it is more efficient to focus on productivity
rather than the resulting character. Productivity may be determined through: activity of the subjects of internal control,
sufficiency of the control procedures, systematicity of control exercised. The author states that SIC should be viewed as a
subsystem of the management function, therefore its effectiveness will depend on the internal and external factors that have
an impact on the management system in general.
Bardash S.V., Osadcha T.S. (2011) state that the effectiveness is assessed through determination of qualitative properties of
internal control and correlation between the internal control quality and the effect gained.
Bezverkhy K. (2011) and Kostirko RO (Kostirko RO, n.d.) In their studies of internal control and business activity, they focus
on a comprehensive approach to AESIC. This approach consists of three steps:
generating information on the achievement of the objectives set at the individual stages of internal control;
definition of criteria for effectiveness of internal control;
Choice of method, development of test tasks, questionnaire.
Kostyrko R.O. notes on the necessity to focus primarily on the quantitative characteristics of AESIC criteria.
In opinion of Makarenko S.A. and Shapovalova A.A. (2018), assessment of effectiveness of internal control consists of two
elements: assessment of effectiveness of the control procedure design and assessment of operating effectiveness of SIC.
Makarenko S.A. (2017) states that assessment of effectiveness of SIC operation requires ceaseless monitoring of the control
procedures, which are performed for all elements of internal control.
In addition, Makarenko S.A. (2016) notes that, in the context of AESIC study, it is necessary to take into consideration not
only the resulting character of SIC (number of identified deviations), but the efficiency as well, i.e. the degree of activity of
the subjects of internal control, the required number of the control measures, the degree of control continuity.
Patramanska L.Yu. (2016) offers to use for AESIC the values of qualitative characteristics of the control system through
application of the method of expert assessment to determine the score of control parameters.
Yakimova V.A. (2016) notes that the auditors, for the purposes of assessing the reliability and operation of SIC, may apply
the relevant test procedures for the controls, which aim at qualitative and quantitative assessment of SIC.



It is necessary to note that, during AESIC, assessment of internal control was taken into consideration. Analysis of
researches by Honchar V. (2016), Korol V.V. (2013) witnesses of the preference given to the methods of expert evaluations,
and Korol V.V. offers to apply two methods for assessment of internal control effectiveness: qualitative (or expert
assessment) and statistical (or quantitative assessment).
For illustrative purposes and clarity of the provided material, the relevant table was developed, which summarizes the
opinions on SIC effectiveness and analyzes the evolution of approaches to AESIC formulation and definition. The mentioned
is done for the purposes of understanding the tendency of changes in opinions (Table 2).
Moreover, it is necessary to add that the analysis of approaches to AESIC took into consideration the major examples of
West European and American experience of regulation of the mentioned issue.
Thus, according to the Standards of Internal Control in the Federal Government (‘Green Book’) (2019) that are applied in the
United States of America, it was established that the effective SIC ensures reasonable confidence that the business will
achieve the determined goals, and each of five SIC elements is developed, implemented and operates in the general
integrated way.
While AESIC, the design, implementation and effectiveness of SIC is analyzed. Moreover, compliance with the SIC principles
is also subject to assessment. In the mentioned document, the SIC structure complies with the COSO integrated system, in
particular, it has 5 elements and 17 principles. In case it is revealed that any of the components or principles does not
operate properly, SIC may not be effective.
Furthermore, it is necessary to pay attention to the fact that in 2017 the COSO concept was revised to COSO 2017, which
offers five elements of the integrated system of risk management: management and culture; strategy and goal setting;
performance; monitoring and implementation of changes; information, communication and reporting, and 20 principles of
effective operation of SIC (Table 3).
It should be added that the Committee on Sponsors of the Treadway Commission has developed its own approach to AESIC -
Internal Control - Integrated Framework: Illustrative tools for evaluating the effectiveness of the internal control system
(2013). This approach involves testing procedures to evaluate the performance of all available elements and principles of an
integrated system.
Moreover, the Comprehensive Assessment Model (CAM) of AESIC (2019) was analyzed, which was proposed by the American
Institute of Internal Auditors Research Foundation (IIARF). Approach to AESIC relies upon determination of effectiveness of
two fields:
SIC architecture or construction (design) that encompass the internal characteristics of the process and establish the
connection with other processes;
the level of actual productiveness or the system performance.
It is necessary to add that the approach proposed by IIARF is based on compatibility with the integrated model COSO.
The research by Kumuthinidevi S. (2016) also relies upon AESIC broken down by its five elements (C.R.I.M.E.) using the
testing procedures through assessment of the established indicators and further designation of the relevant scores calculated
using the method of expert assessment.
In accordance with the International Standard on Auditing 315 ‘Identification and Assessment of Risks of Material
Misstatement through Understanding the Entity and Its Environment’ (Audit Chamber of Ukraine, n./d.), effectiveness of SIC
performance is assessed based on five elements of SIC and carried out using the analytical methods and testing procedures
in order to determine accuracy of the financial (accounting) reporting, effectiveness and resulting character of operation,
compliance.
Review of the Guidelines of the U.S. Department of Defense dated 30.05.2013 No. 5010.40 (2013), which is applied to all
components of the U.S. Department of Defense (Office of the Secretary of Defense, military department, Joint Chiefs of
Staff, Forces Etc.) established that the SIC gaps should be identified through testing, first of all. SIC dysfunction may occur
when operation of SIC element fails to ensure achievement of the set goals by the management.
The approaches analyzed above allowed for distinguishing three major methods of AESIC: application of the testing
procedures, use of simple mathematical models and analytical methods of assessment (audit). For the purposes of
comparison of the mentioned methods, the relevant table is developed (Table 4).
In view of the table above and analysis of the approaches to AESIC and understanding of the SIC essence in general, it is
possible to state that, in case of application of the mathematical models, it is unreasonable to use only ‘effect/expenses’
approach.
It is related to the fact that it is impossible to assess the positive effect of SIC operation in the quantitative (monetary)
terms. The major result of positive arrangement and operation of SIC is achievement of the set goals by the entity, which
will be achieved through prevention of ineffective managerial decisions, losses and shortcomings in the process of property
and resources management.

4. Conclusions
Analyzing the dynamics of changes in opinions in the analyzed references, it is possible to make a conclusion on evolution of
opinions on approach to AESIC. Within the period from 2002 to 2018, the majority of scientists arrive at the conclusion that
AESIC is possible only after the complete SIC analysis, i.e. its components, using the qualitative and quantitative indicators.
Thus, the integrated model COSO is commonly believed to be one of the widely applied SIC models in the world. This is
primarily confirmed with the presence of the integrated model COSO in the nationwide documents, both domestic and
foreign, that regulate the operation of entity and operation of internal control and internal audit.
It should be added that the performed analysis of approaches to AESIC based on the documents applied both in the U.S.
governmental and defense organizations, the approaches proposed by the Committee of Sponsoring Organizations of the
Treadway Commission, the Institute of Internal Auditors, international Standards on Auditing allows to declare on adopting
good foreign experience by the national and neighboring scientists and interpretation of approaches applied by the
mentioned organizations for study of SIC in operation of the business and public entities, institutions and organizations with
the consideration of the national peculiarities.
It was found out that the modern methods of AESIC that are applied by the foreign and domestic scientists and managers
broken down by all elements of internal control are targeted mostly at the final testing of the qualitative characteristics of



the system.
The performed analysis pointed to the necessity to take into consideration the quantitative characteristics of SIC due to their
objectiveness and immediate efficiency of the control procedure.
The prospects of further research lie is determination of the key indicators of effectiveness of the system of internal control,
which – coupled with the relevant mathematical apparatus applied – may be the starting point for development of a method
for assessing the effectiveness of internal control.
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