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DEVELOPMENT AND PERSPECTIVES OF INTERNAL
AUDITING IN THE IMPROVEMENT OF BUSINESS QUALITY
OF ENTERPRISES — EMPIRICAL RESEARCH IN CROATIA

ABSTRACT

This paper is the result of empirical research amahe 180 biggest Croatian companies
measured in terms of total revenues. The surveyaddesessed to the managers of internal
auditing departments but also the managers whorsiggthe business activities within the
company. The empirical research was conducted frafruary till March 2007. In that
period 43 companies answered to the survey whidtemthe rate of return of 24%. The aim
of this empirical research was to investigate theent position and the presence of internal
auditing in Croatian companies, to investigate th&ruments of measurement, the business
quality among the internal auditors in Croatia and investigate the contribution that
internal auditors make in improving the businessaliy among the most successful
companies in Croatia.
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1. INTRODUCTION

Long-term higher or lower success ragea &ature of a compasycompetitive
capacity, is the consequence of the company’s bssioperations and behavior in
current and future environment. Knowledge of tharabteristics of the immediate as
well as the broad environment, along with intergalysis of the company itself, are
prerequisites for identifying opportunities andetdws in the environment, and actual
strengths and weaknesses of the company. Resudtgbfan analysis make a starting
point for adequate positioning of the company B environment and creating its
sustainable competitive advantages. In order td &nd maintain such a position of
the company in relation to its environment, manag@nefforts need to be directed
towards the quality of management process, paatigubn the strategic level. This
implies clear company goals, clear direction of d@stions leading towards the
achievement of stated goals, and commitment to tueicessful implementation. All
of this is a result in new circumstances whererirgkeauditors must change their
approach to work- from the old, conservative, itsppe and passive approach in
auditing to a new, proactive customer-focused ¢aigon. Internal auditing must
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directed its potential towards the future, givindvige about the anticipated future
risks in the particular business area. One of tle@nntasks of internal auditing
becomes advisory services to the management abbwutpossibility of risks
management, first of all in the sense of forming aronitoring the adequate internal
control systems as an instrument of risk managenierthis way internal auditing
becomes an important participant in the proces®dorate governance.

2. RECENT TRENDS IN INTERNAL AUDITING DEVELOPMENT

Internal auditing is an «independent fiorcof assessment in the organization
which examines and assesses their activities dsawael service to the organization.
The aim of internal auditing is to help the orgaian especially the management and
the board in carrying out assigned responsibilittegernal auditing provide for the
board analysis, assessments, recommendationseaduisl information which refers
to the activities of organization. The aim of imar auditing includes promotion of
internal control systems at reasonable cost» (Speh697, p. 5).

The definition of internal auditing refécstheir basic features:

« internal auditors are employed by companies whasenbss is the scope of
audit work,

* internal auditing is an independent function of rax@tion, judgment and
assessment without any restriction on the inteainditing judgment,

» all business activities are in the scope of inteaniaiting,

* internal auditing is organized as an advisory ser¢o the management and
the organization so it has an advisory functiothencompany.

The recent trends in organization and agament of the company emphasize
flexibility, decentralization, information, commuaitions, democratic management
style, team work without highlighted hierarchy, awation and knowledge. These
recent trends changed the demands of internal iagdinder this influence, an
international group of specialists (GTF- Guidan@sK Force) that work under the
Institute of Internal Auditors (II1A) gives the nadefinition of internal auditing for the
21% century: “Internal auditing is independent, ohjestassurance and consulting
activity designed to add value and improve orgdiom& operations. It helps an
organization accomplish its objectives by bringangystematic, disciplined approach
to evaluate and improve the effectiveness of risknagement, control, and
governance processes.”(Krogstad, 2000., p. 25}hik definition are included the
latest expectations that internal auditing mudilfuHowever, this is not an easy task;
hence this is a complex process of complying thefegsional scope of internal
auditors with new conditions and circumstances #iahinate previous frames in
which internal auditing has acted.

Internal auditors in future will be resped and trustworthy professionals
within the company. This can be accomplished ontyntaking internal auditor's
work at a high level of objectivity, independenaydacompetence. Only internal
auditors can, as internal consultants and partrggve, assurance and advise the
management in the risk management, design and inegpiation of adequate internal
control system. Internal auditors must ensure adgoelationship with the
management based on whether the management obtheaay will treat internal
auditors as professionals which have an advisoly o the accomplishment of
established objectives of the company. In that exntthe internal auditing
department should define a strategy which will mefithe purpose, authority’s
responsibilities and priorities of internal audiirdepartment. Therefore, internal



auditors must be experts in the business operatibttee company and their internal
control systems. Because of that, in the futurdoperinternal auditors should
maintain their technical competence through coitigneducation. For a successful
internal auditing performance within the comparhe tnternal auditing department
should have employees who are qualified in disogdi such as accounting and
finance, analysis, informatics, organization anchaggement, and human resources
management. Simultaneously with the growth and ldpweent of the companies,
expert knowledge of internal auditors must be seipginted and upgraded.

Recently, the efforts of the companiesinamgement are directed towards the
improvement of the quality of the management prec@s the sense of higher
consciousness and responsibilities in the accohmpkst of established goals and
objectives, an efficient use of resources, impromeimn the quality and ecological
consciousness, ethical behavior and responsiBilitieus revising the new internal
auditing approach. This means that internal auslifoust change their position in the
company, form an old passive, inspective and coasige approach toward a new
proactive, customer-focused orientation. In otherds, it means a complete new
approach where the internal auditing report is aadinal and the only product the
internal auditing department can provide and offerthe management of the
company. On the contrary, internal auditing mustutotheir potential towards the
future, giving advice about the anticipated futbusiness risks in the particular area.
The expectations from internal auditing are, infirs place, generating information
needed for identification, understanding and assest of potential risks. This
expectation from internal auditors is particulaidt in the world. Risk assessment,
more than ever, is becoming a key activity of aermal auditor implemented in the
entire process of internal audit. Besides a riskedaaudit process, the internal
auditors have a permanent task of maintaining gguading internal control systems
as an instrument of risk management. In that sénseinternal auditor has the
responsibility to identify deviations and problemnsthe system and follow up to
ascertain that appropriate action is taken on tedaudit findings.

When we talk about the recent trend$@internal auditing development, we
can assume that the activity of internal auditoi fallow two directions. Internal
auditors will in the future act “retrospectivelydssessing the effects of past events
and mistakes that were made so to avoid them iardutin recent terms, the
preventive act of internal auditing is much morepartant. Preventive action of
internal auditing is directed towards the antiagmatof future risks and implemented
internal controls by which these undesired evenlisbe avoided. The scope of the
internal auditor’'s examination becomes the entusiress of the company oriented
toward the future. The business trends expectdthte the most impact on internal
roles, responsibilities, risk management, corpoggernance between now and
2012 are technology, new regulations, risk managénoerporate governance, and
ethics and compliance (PricewaterhouseCooper20®7.). In these circumstances,
the audit report is not only the communication runstent where the internal auditor
Is presenting the audit results, with recommendatior potential improvements and
corrective action that needs to be taken. In theréy the audit report will include
analysis of business risks, the suggestion for tieeiuction and elimination, and the
assessment of existing internal control systems.

3. THE RESULTS OF EMPIRICAL RESEARCH

3.1. Definition Of Aims, Sample, And The Methods OResearch



The empirical research into the rolerdéinal auditing in the improvement of
business quality was conducted on the sample ofl8@ebiggest companies in the
Republic of Croatia measured in terms of total news in 2005. The survey was
addressed to the managers of internal auditingrttepat but also the managers who
supervise the business activities within the corgpa@he questionnaire surveys were
sent to the respondents by post and email. Therg@piesearch was conducted from
February till March 2007. In that period 43 compananswered to the survey which
makes the rate of return of 24% satisfactory. Bhusly of the function and the role of
internal auditing in the measurement of businesslityjuwas conducted with the
following three objectives: 1) to investigate tharent position and the presence of
the internal auditing function in Croatian compani2) to investigate the instruments
of measurement of business quality among the iateanditors in Croatia, 3) to
investigate the contribution of internal auditing the improvement of business
guality among the most successful Croatian comganie

In the first part of questionnaire theibasformation about the company were
gathered. In that sense important information heenhain business of the company,
the legal form of the company, the size of the canypaccording to the Accounting
Act and the number of employees. The companiegdisabnded to the questionnaire
belong to different industries (table 1). Accordiagthe legal forms of a company of
the 43 companies that answered the survey 60%af26prganized as a corporation
(shareholding company), 33% (14) are organizedhaited liability companies while
7% (3) are «other» legal forms of organization Ig&t).

Table 1
Main business of organization
Main business of organization Number of respondgntBercentage
1. Agriculture and fisheries, 2 4.7%
2. Mining 1 2.3%
3. Processing industry 6 14.0%
4, Gas production, energy and water 4 9.3%
5. Building 3 7.0%
6. Retail and Wholesale 5 11.6%
Transportation, warehousing and
7. communications 5 11.6%
8. Financial services 4 9.3%
9. Other social and personal services 2 4.7%
10. Other 11 25.6%
Total 43 100.0%




Table 2

Legal form of a company

Legal form of a company Number of respondents  Péage
Shareholding company 26 60%
Limited liability company 14 33%
Other 3 7%
Total 43 100%

Table 3. shows that according to the Accounting' 8686 of surveyed companies are
large while 14% are medium sized companies. Oneepf important determinants
besides the size of a company is the number of@yapt (table 4.).

Table 3

The size of companies according to the AccountingcA

The size of companies according to the Number of
Accounting act respondents Percentage
Medium 6 14%
Large 37 86%
Total 43 100%
Table 4
Respondents by the number of employees
Respondents by the number of employees Numbespbrelents  Percentage
From 1 to 1.000 employees 22 52 %
From 1.000 to 2.000 employees 10 24%
From 3.000 to 10.000 employees 6 14%
From 10.000 to 15.000 employees 4 10%%
Total 42 100,00%

The most of the companies have their headquameZagreb (69,8%), which was
expected if we take into account that the sample besed on the biggest companies
in Croatia measured in terms of total revenuesthieumore, it is important to take

! The survey was conducted from February till Ma2€97 when the Accounting Act (NN.
146/2005) came into effect. According to Articlé (INN. 146/2005) the entities differ by the size of
total assets, total revenues and average numbempfoyees during the business year of small,
medium and large enterprises. The small entitiestbose who do not exceed two out of the three
following criteria: total assets 27 million kunadstal revenues 54 million kunas, 50 employees; The
middle entities are those who exceed two out adeturiteria for small entities but they never extcee
two out of the following three criteria: total aks@08 million kunas, total revenues 216 milliomés,
250 employees. Entities are classified as bigeaf/texceed two out of the three following critetiatal
assets 108 million kunas, total revenues 216 milliaunas, 250 employees. However, the New
Accounting Act was passed off' ®ctober 2007 and came in effect frofl January 2008. New
Accounting Act has different criteria of classifita in compliance with the European Union
regulations. According to Article 3 (NN. 109/07ktkntities also differ by the size of total asstts|
revenues and average number of employees durindgpubmess year on small, medium and large
enterprises. Small entities are those who do noeex two out of the following three criteria: total
assets 32.5 million kunas, total revenues 65 milkanas, the average number of employees during the
business year 50. Middle entities are those wheexk¢wo out of three criteria for small entities da
not exceed two out of the three following criteriatal assets 130 million kunas, total revenues 260
million kunas, average number of employees dutireghtusiness year 250.



into account that 70% of the surveyed companie® la@ganized internal auditing
departments while 30% of the surveyed companiesatohave organized internal

auditing departments within the company.

3.2. Function Of Internal Auditing

Internal auditing is a major form of swgsion of business activitiés In
compliance with those statements respondents weeemted with different forms of
business activities and the respondents could ehoase than one answer (table 5).

Table 5

Respondents according to the forms of surveillancaver business activities in

company
The forms of surveillance on business activitieghimithe Number of
company: respondents Percentage
Internal Auditing 29 23.2%
Controlling 22 17.6%
Management 28 22.4%
External Auditing 34 27.2%
Government Auditing 9 7.2%
Others 3 2.4%
Total 125 100%

Independence is one of the most imporagstmptions for the quality and the
aims oriented internal auditing process. In thatseeit is important to review the
opinions of internal auditors about their indepertde Besides internal auditors the
survey included persons who work in the surveiéaatthe business activities within
the company (for example, finance and accountamagers). According to the
results of empirical research 56% (24 respondeuitsiternal auditors and people

who are included in surveillance of business ai#igithinks that they are independent

% They are different forms of surveillance and iatthontext we can talk about state, political,
economic, regulatory, tax surveillance. There cardifferent objectives of surveillance depending on
their domain. However, generally the aim of sutaeite is to examine and comply to socio-economic-
political system with established criteria (rulesgulation, rules standards) (Vitézil998). Besides
internal auditing, business surveillance can belémpnted over many ways and forms and across
different functions within the company. Some aushdiifferentiate three basic forms of internal
surveillance: internal control, internal auditingdacontrolling (Vitezé, 1998, Tusek, Zager, 2007, p.
266.) The responsibility for development and impdetation is on management. In modern theory and
practice control is the basic function managementalh levels and the key factor of a successful
company (Tusek, Zager, 2007. p. 269.). On the dihad external auditing has a responsibility tagiv
reasonable assurance that the financial stateraemtgresenting a true and fair financial positiod a
success of the company. If internal auditing islwejanized in a company this could have a positive
contribution on external auditor's work. Howevetteenal auditors must consider the fact that irdkrn
auditing is not completely independent since itcanected to the management. Institutions and
companies in public sectors are the subject of gowent audit which audits all government financial
activities. The scope of state audit includes faianand performance audit. In other words, audit
determines whether the financial statements ofatlidited companies are stating a real and objective
financial position, assessing whether all budgsbueces are spent in accordance with planned and
approved resources in an efficient and effectivg wad if all laws and regulations are consistently
applied.



in their work, 30% (13) of them cannot assess, evBilo thinks that they are not
independent in their work. Some (5%) of the respoitsl did not answer this question
(table 6).

Table 6

Opinions of internal auditors about their independence

Number of
The opinions of internal auditors about their inelegience: respondents Percentage
Yes 24 56%
No 4 9%
Cannot assess 13 30%
No answer 2 5%
Total 43 100%

The opinion of internal auditors about their indegence is a matter of their
subjective assessment and because of that itasiajsortant to review the internal
audit organizational structures. Namely, the adeguaganization position in the
organization structure of the company is the keguagption for establishing an
effective and independent internal audit function lhetter achievement of internal
audit's goals.

Table 7

Internal Audit Organizational Structure

Organization position of internal auditing within Number of
the organization respondents Percentage

organized within the department of finance,

a) | accounting and other departments 4 13%
organized as the independent department having

b) | the same rank as other departments 8 27%
organized as the advisory body of the

c) | management board and the supervisory board 16 53%
organized as the department directly responsible
to the Audit Committee which is the advisory

d) | body of the supervisory board 2 7%
Total 30 100%

According to the results of empirical research an dbe concluded that internal
auditing in Croatian companies is in most casesrorgd as the department within
the accounting, finance or some other departmeaiblgt 7.). In this kind of
organization structures it is difficult to ensungeirnal auditing independency. In other
words, in most of the cases the internal auditingcfion is still under the
management's influence and that is the reason wiy $o difficult for internal
auditors to be independent. It is often the caaettite management of the company is
determining the scope and the objects of internalitaprojects. The results of
empirical research in the world show that overldse five years, the reporting level
of the internal audit function have risen steadiftya 2002 survey conducted by the



Institute of Internal Auditors, only 55% of the enbal audit respondents said they
reports functionally to their audit committee. Hoxgg a survey conducted in 2007 by
PricewaterhouseCoopers described their functiomal administrative reporting
relationships as follows: 89% of Fortune 500 resleons report functionally to the
audit committee or board of directors. By comparjs86% of total respondents report
functionally to the audit committee or board. Ferthore, 28% of Fortune 500
respondents report administratively to the CEO msident, as do 31% of total
respondents According to the same source fifty percent oftéioe 500 respondents
report administratively to the CFO or the office ©FO, as do 47% of respondents
overall.

Furthermore, the results of empiricalesesh show that internal auditors in
Croatia spend about 41% of their working hours mernal financial auditing, 47%
on operational auditing while only 12% of the im@r auditors’ working time is
dedicated to management auditing (figure 1). Tloeegfin internal financial auditing
internal auditors are responsible for evaluatingetivar their results of accounting
process are fairly presented and whether theyraminpliance with the laws and
regulations. In operational auditing the internatlitors determine the effectiveness
and efficiency of any part of the organization whih management auditing internal
auditors are responsible for advisory servicehéomanagement and involvement of
internal auditors to strategic management andegfi@tiecision making process.

Figure 1

The role of internal auditing in the companies in Coatia

12%

41%

O Internal Financial Auditing @ Operational Auditing O Management Auditing

® State of internal audit profession study: Pressupveild for continual focus on risk,
PricewaterhouseCoopers, 2007. The 2007 State oPthfession survey for internal auditing was
conducted in the fourth quarter of 2006 and inctudesponses from 717 audit managers. 80% of the
respondents are either chief audit executivesternal audit directors/managers. Fifty-nine peraesat
companies with $1 billion or more in revenue. Thepopse of the survey was to capture a snapshot of
internal audit profession, share insights and ofagiems of PWC experts about the major issuesdren
and changes resharping internal auditing today.



A survey conducted by Ernst &Youhindicates that the number of companies
where Internal Audit maintains the primary burddntesting internal control over
financial reporting is relatively high (Ernst & Yng, (a) 2007. p. 2.). The results of a
similar research show the degree to which the $eoEhssessment confidence among
internal auditors vary by area of focus. In areflainance, compliance and operation
— sectors that might be characterized as traditiarems of focus for internal audit —
respondents expressed high degrees of confident#hdy were less confident when
dealing with risk assessments in the areas of tdopy, fraud and strategic or
business risks (PricewaterhouseCoopers,(a) 200Mi3. shows that, on the global
scene, there are still many challenges facingrtteznal auditing profession. Although
it not unusual that internal auditors spend mosthefr time on conducting internal
financial and operational auditing (as the surveys Ernst& Young and
PricewaterhouseCoopers has shown), internal asdito€roatia dedicate much less
time on assessing strategic and business riskardger companies risk assessment
and coverage activities need to be clearly deficedydinated, and aligned with the
company's strategic objectives (Ernst & Young, 2807.). In that sense it is
important to highlight that the management of devatcompanies has still not
accepted the importance of internal auditing in¢borate governance and overall
enterprise risk management.

3.3. The Role of Internal Auditing in The Improvement of The Business Quality
in The Company

The second part of the questionnaire vegsided on the role of the internal
auditor in the improvement of the business quatitythe company. The internal
auditing landscape, recently dominated by financegorting compliance-related
efforts, is now being challenged by pressures gouees and growing demands to
help improve overall business performance (Erns¥d&ing, 2007, p. 2.). In that
sense, a very important question is the value ititatnal auditors can bring to the
company and thus enhance the competitiveness afaitm@any while protecting and
enhancing share value. Also, senior managementsvaawlits as an excellent source
of information to help them understand and asdesgdlative performance both of
the business and of the functional wunits within therganization
(PricewaterhouseCoopers (a), 2007, p. 36.). Acogrdo the results of empirical
research in Croatia 91% (39 respondents) of interaditors and people who do the
surveillance of business activities within the camp thinks that internal auditing
gives a significant or medium contribution to tmeprovement of business quality
(table 8.) In other words, the result of empiriczdearch in Croatian companies shows
that internal auditing adds value to the business.

* Global Internal Audit Survey — A current state lgss with insights into future trends and
leading practices- The survey was conducted byt&Kwung where respondents were Internal Audit
executives representing 138 predominately publiomanies with membership in tii@obal Business
Week 1000and Standard&Poor Global 120@rom 24 countries. Most of the participants weaegé
multinational functions with revenues of US$ 4ibifi.



Table 8

The contribution of internal auditing to the improvement of business quality

The contribution of internal auditing to Number of

the improvement of business quality respondents Percentage
Contribution is significant 17 40%
Medium contribution 22 51%
Little contribution 2 5%
Other/non response 2 5%
Total 43 100%

Also, one of the aims of this empirical researcls wainvestigate the role of internal
auditing in assessing the business quality thatoeameasured by financial and non-
financial ratios. In the world of business it isualy said that what cannot be
measured cannot be done. In other words businedgyqis something that must be
measured in order to control and to assess thewahent of the company. As the
results of this research show the internal auditofSroatia spend a significant part of
their working time on the auditing of accountingeinmation systems. With this in
mind, it is logical to assume that for the audg@ssessment of business quality the
financial ratios will be the most significant (tebB.). However, the scope and
authority of internal auditing is also includingethoperational and management
auditing and because of that internal auditors aéserl non-financial ratios.

Table 9

The instruments of measurement of business qualitysed by internal auditors

Measurement of business quality Number of respasden Percentage
Financial ratios 11 26%
Non-financial ratios 7 16%
Financial and Non-financial ratios 23 53%
Others 2 5%
Total 43 100,00%

Regarding the importance of financial and non-foiahratios in the internal auditor's
assessment of business quality 86% (37) of respisidieinks that financial and non-
financial ratios are equally important, while 1489 (espondents thinks that financial
ratios are more important. The direction of the pany towards financial, rather than
operational and management aims shows that notteeatspondents assessed non-
financial ratios as the most important in the assent of business quality (table 10).



Table 10

The role and the importance of financial and non-fiancial ratios in the auditor's
assessment of business quality

The role and the importance of financial and non:;
financial ratios in the auditor's assessment oinass | Number of
quality respondents Percentage
Financial ratios are more important 6 14%
Non-financial ratios are more important 0 0%
Financial and non-financial ratios are equally imgaot 37 86%
Total 43 100%

As it was mentioned earlier, the aim of this engaifiresearch was to investigate
whether the financial ratios are the most importannternal auditor's assessment of
business quality. The results of empirical reseatobw that what is very important
for internal auditors are the financial ratios swh net income, cash flow ratios,
liquidity ratios, total sales (total revenues) ahd ratios that show decreasing total
costs (table 11). Namely, those financial ratiogeha medium of more than 3 on the
scale, which means that over 50% of respondentiedrthis ratio with 4 or 5, while
50% of respondents graded those ratios with 1, 3 @respondents in the survey
graded each financial ratio with grades from 1 toTBus grade 1 means — this
financial ratio is not important, 3- important,\eery important in assessing the quality
of business). Internal auditors in Croatia use s financial ratios as earnings per
share (EPS), return on equity (ROE), return ontag§80A), economic value added
(EVA), dividends payout ratio and increasing the'ketivalue of shares (table 11 and
12).

Table 11
Wilcox on Signed Rank Test: Financial ratios
Confi dence
Esti mat ed Achi eved

I nterval

N N Medi an  Confidence Lower
Upper
Net incone 42 1 4.00 95.0 3.50
4. 50
Cash flow 40 3 4. 000 95.0 4.00
4. 50
Liquidity 40 3 4. 000 95.0 4.00
4. 50
Ear ni ngs per Share (EPS) 36 7 2.50 95.0 2.00
3.00
Return on assets (ROA) 40 3 3.50 95.0 2.50
4. 00
Return on equity (ROE) 41 2 3.00 95.0 2.50
4. 00
Return on sal es (ROS) 40 3 4.000 95.0 3.50
4.00
Decreasing total costs 41 2 4.000 95.0 3.50
4. 00




Econom ¢ Val ue Added (EVA) 39 4 2.50 95.0 2.00
3.50
Di vi dends payout 37 6 2.50 95.0 2.00
3.50
I ncreasi ng narket value of shares 37 6 2.50 95.0 1.50
3.00

Table 12

Wilcox on Signed Rank Test: Financial ratios

Test of median = 3.000 versus nedian > 3.000
N
for W | coxon

Esti mat ed

N N Test Statistic P
Medi an
Net incone 42 1 32 427.5 0.001
4.000
Cash flow 40 3 32 496.0 0.000
4.000
Liquidity 40 3 36 602.5 0.000
4.000
Ear ni ngs Per Share (EPS) 36 7 31 141.5 0.982
2.500
Return on assets 40 3 29 221.0 0.474
3. 500
Return on equity (ROE) 41 2 32 259.5 0.537
3. 000
Return on sal es (ROS) 40 3 23 253.0 0.000
4.000
Decreasing total costs 41 2 29 389.0 0.000
4.000
Econom ¢ Val ue Added EVA 39 4 35 216.5 0.948
2.500
Di vi dends payout 37 6 33 199.0 0.929
2.500
I ncreasi ng nmarket val ue of shares 37 6 31 122.0 0.993
2.500

3.4. The Role of Internal Auditing in The StrategicManagement Process

This empirical research among other dhjes had the task to identify what is
the role and meaning of internal auditing in thatsigic management process among
the companies in Croatia. «Today, more than ekerfdrtunes of the company can be
tied to internal audit. In fact, a properly strue internal audit function can bring
tremendous value to an organization, impacting just regulatory compliance but
also operational excellence. Intelligently utilizéaternal audit can help manage risk,
prioritize goals and activities, eliminate comptgxiand redundancy, streamline
operations, and drive down costs, which, in tuam enhance competitiveness while
protecting and enhancing share value» (Deloitt6620

The results of empirical research shome@roblems that internal auditors in
Croatia have. Some problems come from the fact tttetmanagement of Croatian
companies does not recognize the value that idtewmdit function can bring to the
organization impacting not just regulatory compti@arut also operational excellence.
According to the results of empirical research, 4@% respondents) answered that
internal auditors do not participate in preparinge tdecisions for strategic
management, while 21% (9 respondents) think thigrnal audit function has little
importance in determining the aims, objectives atrdtegy of the company (table
13).



Table 13

The contribution internal auditors make to strategic management

The contribution that internal auditors | Number of
make to strategic management respondents Percentage
High 7 16%
Low 9 21%
Internal auditing doesn't participate in
preparing strategic management decision 21 49%
Other/non response 6 14%
Total 43 100%

A very important question to consider wh#xamining the contribution of
internal auditors to strategic management is tepatence and education of internal
auditors in assessing and examining strategic bbgsc and the strategy of the
company. People are still the foremost challengdrternal Audit function around
the globe: recruiting, retooling, developing andar@ng the right skills (Ernst &
Young, (a) 2007. p.2). The results of empiricaksgsh in Croatia show that 14% (6
respondents) of internal auditors think they anmpetent enough for examination and
assessment of defined strategic aims and objecth#9% (5 respondents) think that
they are not competent enough for this task andnibst respondents find themselves
mostly competent for these tasks (table 14.).

Table 14

Competence of internal auditors to include in the teategic management process

Competence of internal auditor to
include in strategic decision- making Number of
process respondents Percentage
Yes 6 14%
No 5 12%
Mostly 29 67%
Other 3 7%
Total 43 100%

The “war for talent” continues to be the greatdstlienge for many internal functions
(Ernst & Young, (a) 2007) A good internal audit practice requires: a sound
knowledge of audit standards and methodologiesertaia level of specialization
while keeping a general view on things and relewoit skills like management,
communicational skills, presentation and negotrateapabilities (ECIIA, 2006. p.

® The empirical reseach shows that competitive @msation is only one of the many factors
that impact efforts to develop and sustain higHgrering organizations. Other factors — such as
training, mentoring, career opportunities, and mdallenging assignments- are equally important and,
collectively, may be more important than compeiosati



26.). To ensure these skills there is need for@gecruitment process, appropriate
training activities, adequate certification and esmimportant- a sufficient level of
experience gathered by audit practice (ECIIA, 2@0&6.).

4. CONCLUSION

Internal auditing as a profession is tandy changing, which is best seen in
the authority, responsibility, the field of work cathe position that internal auditors
have in the company. In that sense, internal aglitleveloped from financial
auditing, where the object of auditing were onlgamting records and information,
towards operational auditing where all the businasBvities are the subject of
surveillance. Modern internal auditing encompasisesole of internal auditing in the
process of corporate governance directed towaelaithievement of company goals
and objectives, risk management process and theahal active participation in the
process of corporate governance. Considering #ld bf work, responsibility and
position of internal auditing within the companys contribution to increasing the
business quality is inevitable.

The results of empirical research havewshthat the development degree of
internal auditing in the companies in Croatia doescorrespond to the development
degree of internal auditing in the modern markebnemies. The fact is that
management auditing is still only a minor part esgnted in the projects of internal
auditors in Croatia. In that sense it is importémtpoint out the importance of
continuous education, not only for internal audifdsut also for the management of
companies in Croatia in order to increase the levelwareness and action towards
the specific forms a$urveillance of business activities.
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RAZVOJ | PERSPEKTIVE INTERNE REVIZIJE U POBOLJ?ANJU
POSLOVNE KVALITETE PODUZE CA — EMPIRIJSKO ISTRAZIVANJE U
HRVATSKOJ

SAZETAK

Ovaj rad je rezultat empirijskog istrazivanja prodmog meu 180 najvéih Hrvatskih tvrtki
sa stajaliSta ukupne dobiti. IstraZivanje je bilamijenjeno voditeljima internih revizorskih
odjela ali i menadZerima koji nadgledaju poslovanieitar tvrtke. IstraZivanje je provedeno
u periodu od veljge do oZujka 2007. U tom su periodu na upitnik odgtes 43 tvrtke Sto
zn&’i da je stopa povratne informacije 24%. Cilj ovaggarijskog istraZivanja bio je istraZiti
trenutnu poziciju i prisustvo interne revizije uvhtskim tvrtkama te istraziti instrumente
mjerenja, kvalitetu poslovanja @ internim revizorima u Hrvatskoj i ispitati dopda kojeg
interni revizori daju u poboljSanju kvalitete pogémja najuspjesnijih tvrtki u Hrvatskoj.

JEL: M42

Kljuénerijedi: interna revizija, revizija dodane vrijednosti,diteta poslovanja, Hrvatska



