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Internal control system in organic production:
Structure and functions

Abstract. This study was necessitated by the growing popularity of organic production in the
world and in Ukraine, which requires ensuring strict quality and safety standards for products. The
globalisation of markets, increased competition, and growing consumer demands require organic
enterprises to develop and implement an effective internal control system (ICS). The purpose
of this study was to investigate the structure of the internal control system at organic production
enterprises, to identify the key functions of the internal control system and their role in ensuring
product quality and compliance with established standards. General scientific and special research
methods were employed, including the abstract and logical method, comparative analysis method,
expert evaluation method, modelling and simulation method, and SWOT analysis. It was found that
at agricultural enterprises that produce organic products, internal control underpins successful
certification and entails a set of measures aimed at monitoring and assessing compliance with
certification standards. The study analysed the key aspects of internal control, specifically, its
principles, role in ensuring product quality, observance of organic production standards, and
compliance with legislation. The key components of the internal control system that ensure the
effective functioning of an organic production enterprise were identified as follows: manual, rules,
ICS standard, personnel and functions, risk management systems, traceability of the production
and supply chain and their interconnection. The study highlighted that the internal control system
should be an extended and integrated component of the product quality management system, and
notjustatool for compliance with standards. It was substantiated that the organisation of the internal
control system requires constant attention and resources from the management and staff of the
enterprise. It was proved that the introduction of an effective internal control system can positively
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affect the increase in consumer confidence in organic products, their competitiveness in the market
and business stability. The practical value of the study lies in the fact that its findings can be used to
manage organic production processes to ensure high quality products and meet consumer needs

Keywords: agriculture; organic products; consumers; ICS manual; ICS rules; risk management

INTRODUCTION

Global agriculture is steadily moving towards a
new paradigm based on increased productiv-
ity through the transition to ecosystem-based
development, one of the areas of which is the
sustainable development of organic agriculture
worldwide. There is a long-term trend towards
its growth, as the area of organic land and the
number of organic producers are increasing.
Thus, the study was aimed at systematising the-
oretical and methodological approaches to the
development and functioning of the internal
control system in organic production.

The study of the problems of organic agri-
cultural production in Ukraine has been reflect-
ed in the studies of many Ukrainian research-
ers. E. Mylovanov (2018) assessed the level of
organic production in the context of environ-
mentally sustainable development of rural ar-
eas of Ukraine. Using an integrated approach
to the management of organic crop and live-
stock production, VI. Artysh § N.V. Artysh (2022)
considered the possibilities of increasing the
competitiveness of crop production through
the introduction of modern farming systems.
AL Livinsky (2020) traced the problems of state
regulation, certification of production, and sales
of organic products in Ukraine. G. Sharyi et
al. (2021) developed a structural and logical
model of the management system at an organic
farming enterprise, which included analysis and
assessment of external and internal environ-
mental factors. O.Yu. Havryk (2023) assessed the
organisational and economic foundations of the
functioning of the internal control system at ag-
ricultural enterprises.

According to A. Burkovska (2022), organic
production is characterised by specific require-
ments for farming, which include minimising
the use of chemicals, careful use of natural re-
sources, and strict compliance with environ-
mental regulations. Specifically, organic farming
contributes to the conservation of biodiversi-
ty, reduction of greenhouse gas emissions and

(o

carbon sequestration, energy efficiency, availa-
bility of clean water, nutrient cycling, food secu-
rity, groundwater recharge, and landscape im-
provement. In this regard, T.O. Chaika et al. (2021)
emphasised the need for producers to treat or-
ganic products and consumers who choose or-
ganic products in good faith.

A feature of Ukrainian organic exports is
the dominance of agricultural raw materials.
Most large organic producers and brands have
been certified according to the standards of
importing countries. Ukraine has a great po-
tential for the development of the internal mar-
ket for organic products: LLC “Organic Garden’
(Lviv) - cultivation of organic blueberries un-
der the brand “Stynava organic garden” (Styna-
va organic garden, n.d.), PJSC “EtnoProdukt”
(Kyiv) - production of dairy products and meat
(EATORGANIC, n.d.), LLC “Organic Milk” (Zhyto-
myr region) - dairy products (Organic Milk, n.d.).
In addition, Khimex LTD (Kyiv region) produc-
es cereals, groats, and flakes (Proorganica, n.d.)
and PE GalexAgro (Zhytomyr region) produces
cereals and honey (GalexAgro, n.d.). At the same
time, small and medium-sized producers played
akeyrole in the internal market of organic prod-
ucts: ECO BERRY farm (Ivano-Frankivsk region)
and Darlisad LLC (Volyn region) - berries, Nat-
si LLC (Zakarpattia region) and Ukr Volnat LLC
(Khmelnytskyi region) — walnuts, etc. (Ukrainian
organic producers...,2024).

T. Haiduchok & T. Ivashko (2024) concluded
that to effectively manage resources and pro-
duction processes, and to maintain the produc-
tivity of the industry, agricultural production
requires constant internal monitoring, espe-
cially in the face of a deteriorating situation in
the country. Despite a considerable number of
publications, the issue under study is still rele-
vant. The purpose of this study was to examine
the internal control system in organic produc-
tion, its structure, and functions. The primary
tasks included the investigation of the system
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structure and the identification of key ICS func-
tions and their role in ensuring product quality
and compliance with standards. In addition, the
study analysed the relationship between various
components of internal control to achieve effi-
cient operation of the enterprise, highlighting
the significance of internal control in the context
of organic production and its impact on product
quality and compliance with standards.

MATERIALS AND METHODS

To fulfil the purpose of the study, the following
general scientific and special research methods
were employed: analysis of literature and the
regulatory framework - for an in-depth study of
current standards and requirements for internal
control in organic production; system analysis —
to consider the structure of the internal control
system, its components and functions. The ab-
stract and logical method was applied to con-
sider the basic principles of organic production
(refusal to use synthetic chemicals, preservation
of natural resources and biodiversity, ensur-
ing the high quality of products and their safety
for consumers, etc.), to understand their role in
achieving environmental and social goals, and to
identify common patterns inherent in all organ-
ic production. Comparative analysis was used to
identify the strengths and weaknesses of inter-
nal control in organic production, identify op-
portunities for improvement, while expert opin-
ions method was used to understand the views
of experts and recommendations that can be
used to develop more effective internal control
systems. Modelling and simulation were used
to determine the most effective structures and
functions of internal control systems that can be
implemented in practice, while SWOT analysis
was applied to improve the internal control sys-
tem by identifying its weaknesses and strengths.

The methodological framework of this
study was based on legislative and regulatory
acts (Law of Ukraine No. 2496-VIII, 2018; DSTU
78772015, 2015), official materials of the Cab-
inet of Ministers of Ukraine (Resolution of the
Cabinet of Ministers of Ukraine No. 970, 2019).
In addition, the study reviewed the interna-
tional standards and regulations that Ukraine
implements (Commission Regulation (EC)
No. 889/2008, 2008) and the standards of the
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International Federation of Organic Agricultur-
al Movements IFOAM (IFOAM Standard, n.d.),
which define global requirements for organic
production, including the ICS, basic documenta-
tion of the group (land maps/master plans, list of
all group members, description of the farm/field
or production, contract signed by group mem-
bers, analysis of efficiency/profitability); sci-
entific and analytical articles of Ukrainian and
foreign scientists, Internet resources. The study
was based on a systematic approach to internal
control in organic production as a complex phe-
nomenon that plays a key role in ensuring that
products conform to organic standards, as the
internal control system covers not only control
over production processes, but also acts as a
strategic tool for managing product quality and
safety, combining various control, monitoring,
risk assessment, and reporting mechanisms.

RESULTS AND DISCUSSION

It was found that from the standpoint of state
regulation of certification of production and sale
of organic products, the necessary components
of an effective system of state control include a
clear legislative and regulatory framework for
oversight (control). Clearly defined and deline-
ated responsibilities of regulatory authorities,
as well as concentration of supervision over
products which, due to their inherent proper-
ties, pose an increased risk, as well as the avail-
ability of effective, fair, and incentive sanctions,
effective information support, and competence
of state inspectors.

For agricultural enterprises producing or-
ganic products, internal control underlies suc-
cessful certification. It entails a set of measures
aimed at monitoring and evaluating compliance
with certification standards. It was found that
the theoretical foundation of internal control is
its basic principles and concepts. The concepts
determine the development vector of the inter-
nal control theory, since they are the basis for
setting goals. When developing the concept, the
requirements for control are considered, and its
functions help to correctly define the tasks and
develop a reasonable programme for conduct-
ing an internal audit.

It was found that the internal control sys-
tem is based on the following basic principles:
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all farmers must have contractual obligations
to grow organic crops, because the ICS organ-
ises training for farmers and conducts internal
audits according to approved procedures. These
inspections require the preparation of supple-
mentary documentation, including contracts,
descriptions of production units, inspection
reports, harvest reports, and lists of farmers.
In other words, the entire organic production
process is subject to careful control and docu-
mentation. The findings of the study confirm the
opinion of O. Bodnar (2021) that internal control
records compliance with regulations on the ef-
ficiency and targeted use of funds to improve
product quality, on the one hand, and on the oth-
er hand, ensures the relationship between the

object and subject of agricultural product quali-
ty control to assess the effectiveness of manage-
ment decisions.

Building an internal control system involves
determining its structure, the procedure for
organising internal audits, and the persons re-
sponsible for developing internal control docu-
ments and making decisions. It was found that
the internal control system has requirements
for the availability of qualified personnel, an in-
ternal audit protocol, the procedure for admis-
sion to and exclusion from the group, a descrip-
tion of risk assessment procedures, etc. When
switching to organic production, farmers sign an
agreement confirming their obligations to follow
the internal rules of organic production (Table 1).

Table 1. Sample of internal production rules

Area

Obligations

Training and meetings

Attendance of training events on organic production and internal control systems.
Attendance of at least 3-5 meetings.

Documentation

Completion of all necessary documents (production log, receipts for the purchase of

materials, etc.).

Employees performing
work for hire

Provision of fair treatment and remuneration of employees, prevention of child labour

exploitation.

Animals

Humane treatment of animals, avoidance of antibiotics and growth hormones, and
prevention of manure contamination of water sources.

Diversity of ecosystems

Practise of mixing crops, protection of natural habitats where animals live.

Waste management

No environmentally sensitive materials (e.g., plastic products or batteries) should be

disposed of in the fields.

Organic farming

No use of GMOs and synthetic chemicals for organic crops.

Organic soil insulation

Establishment of a buffer zone (requiring distance, hedges, etc.) to separate organic soil
from pesticide-affected land. Prevention of irrigation of organic land with water from fields
where pesticides or chemical fertilisers were applied.

Conservation of soil and
water resources

Implementation of measures aimed at preventing soil erosion, improvement of infiltration,
and preservation of soil moisture (including terracing, mulching, construction of dams,
cultivation of cover crops, and contour planting).

Annual rotation of crops
on the same field

Balanced use of the soil through crop rotation.

Seeds and planting
material

Exclusive use of organic seeds and planting material. If unavailable, untreated seeds and
planting material can be used.

Source: developed by the authors of this study based on the Legislative review of group certification of small and

medium-sized organic farmers in Central Asia (2021)

It was found that the internal control system
will be effective only if it contains the following
components: manual, ICS standard, risk man-
agement system, functional responsibilities of
personnel, traceability of the supply chain and
production. The ICS manual consists of a de-
scription of the group and its land, products,
climate, etc,; ICS rules and policies; staff struc-
ture and roles; description of procurement,

©

processing, and export processes; internal au-
dit procedures and sanctioning policies; and
a risk management system and traceability of
the production chain. It was confirmed that the
basis of the ICS includes such rules and proce-
dures as internal social rules, procedures for
attracting new members, sanctions policy, ex-
pulsion, and membership. The internal rules
must be consistent with national legislation or
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the Regulation of the European Parliament and
of the Council of the EU on organic production
and labelling of organic products (Regulation
of the European Parliament and of the Council
No. 2018/848,2018) and approved by the general
meeting with the consent of all group members
after arisk assessment.

It was found that the group’s management
controls compliance with the requirements by
the production units of each member through
the policy of sanctions, expulsion, and entry into
the group. The entry and expulsion policy is im-
plemented based on internal rules and approved
by the members of the organic operator group.

In case of major inconsistencies, such as the use
of prohibited chemicals, the list of a new group
of operators is updated. It is noted that sanctions
are imposed based on the conclusion of an in-
ternal audit and enter into force by order of the
group’s ICS management committee or the head
of the ICS. Non-compliant group members are
subject to sanctions pursuant to the sanctions
policy, including the possibility of deduction or
expulsion from the group. Figure 1 presents the
recommended structure of the internal control
system. Table 2 provides examples of roles and
responsibilities allocated to participants in the
internal control system.

‘ Management committee ‘

‘ Head of the ICS

}7

Internal controllers ‘ ‘ Advisory services

‘ ‘ Production team

Figure 1. ICS organisation structure
Source: developed by the authors of this study based on the findings of the Legislative review of group certification
of small and medium-sized organic farmers in Central Asia (2021)

Table 2. Distribution of functions and responsibilities between participants
of the internal control system

ICS participants

Functions and responsibilities

Advisory service | .
Y internal standards;

® approval of the list of non-compliances and sanctions applied;
® approval of the organic producer status based on the inspection reports;
® decision-making on exclusion of producers from the group due to their non-compliance with

® consideration of applications from organic producers regarding decisions made by the head of the
internal control service or internal controllers.

Head of the ICS

® development, control, and revision of ICS procedures, forms, and other issues;
® training of specialists to spread knowledge about the ICS;

® control over internal audits (including re-inspection of individual farms);

® decision-making on sanctions for minor non-compliance.

Internal
controllers

control system;

assessment);
® examination of depositories;

® maintaining a register of producers (characteristics of the farm, field layout, size, etc.).
® control of farmers’ record keeping and necessary documentation;
® collecting data and summarising information for further submission to the head of the internal

® inspection of each farm (visiting the organic producer, familiarisation with record keeping, yield

® control of marketing of organic products.

Source: developed by the authors of this study based on the Legislative review of group certification of small and

medium-sized organic farmers in Central Asia (2021)

A detailed risk assessment is mandato-
ry prior to any internal audit. The ICS should
develop a way to avoid or minimise the poten-
tial impact of the identified risks. Without full

Economics and Business Management (15)4

traceability of the value chain, the ICS cannot
operate properly. Therefore, crop assessment
is the first step in controlling the flow of pro-
duce. Controlling the flow of products starts at
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the harvesting sites. At each level, all records of
product inputs and outputs should be kept. It
was argued that the internal control system per-
forms the functions of document management,
registration, and training of farmers, develop-

ment of reporting forms, direct verification, and
evaluation of farmer compliance. Table 3 pre-
sents a list of the key procedures, identifying the
persons responsible for each of them, as well as
the reporting and documents to be submitted.

Table 3. Recommended procedures, responsible persons, reporting and documents

Procedures

Persons responsible

Reporting and documents

Signature of the agreement Head of the ICS

Agreements with farmers and agreements on
compliance with the group’s internal rules.

Training farmers in organic Head of the ICS

Pruning history logs, field maps, training plans,

methods and training databases.
Technical ad'V|ce.3 and farm Head of the ICS Farmer registration form with mandatory data.
monitoring

Farm inspection

Internal controllers

Inspection reports.

Database keeping Head of the ICS

Farm database with product characteristics.

Approval of solutions for group

Advisory service
farms

Inspection reports, approved list of organic
producers.

Internal audits

Head of the ICS / Advisory service

Finalised audit reports and registration of all
inspected farms.

Source: developed by the authors of this study based on the Legislative review of group certification of small and

medium-sized organic farmers in Central Asia (2021)

An internal control system is crucial for
farmers to follow organic standards. However,
even the most sophisticated management sys-
tem cannot provide complete control (Karabass-
ov et al,, 2022). It was found that group members
should be aware of their obligations, since if one

of the farmers violates organic standards, there
isarisk of losing certification for all group mem-
bers. However, in any group there are farmers
who violate organic standards. Table 4 shows
examples of sanctions depending on the level of
violations.

Table 4. Examples of sanctions depending on the severity of the violation

Violation . Decision
level SRS level
Al. If a farmer reports a violation of the established rules and standards, they are excluded
from the group for 1 year.
Complex (A) A2. If the internal controller finds that the farmer violated the established rules and| Advisory
standards, they are excluded from the group for a period of 2 years. service
A3. If an organic producer was found to use prohibited chemicals, the land plot is transferred
for 2 years for conversion.
B1. If the organic producer can remedy the violation in the reporting year, a notice is sent to
the producer with a requirement to take the necessary measures, the implementation
Medium (B) of which is checked by internal controllers. Head of
B2. If the organic producer can remedy the violation only in the following year, the producer | the ICS
is also notified and requested to take the necessary measures, and the implementation
of the measures is monitored by an additional inspection by internal controllers.
C. The organic producer is notified and must take the necessary measures to correct the
Light (C) violation. The implementation of the measures is checked by internal controllers during | Internal
the next official inspection. If the farmer commits a second violation, they are subject | controller
to sanction B1.

Source: developed by the authors of this study based on the Legislative review of group certification of small and

medium-sized organic farmers in Central Asia (2021)

@
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Thus, it was found that if a farmer did not
conceal deliberate violations, they should have
the option to leave the group, and if the violation

was detected by an internal controller, the farmer
would be subject to clearly defined sanctions, de-
pending on the severity of the violation (Table 5).

Table 5. Examples of sanctions selected depending on the severity of the violation

products are sold with
water).

Type Violation Severity level Notes
Failure to provide an If the manufacturer made
R P a deliberate refusal, the A2
internal or external . . .
Access . . A sanction will be applied.
inspector with access to the f dditional i |
facility If not, an additional interna
’ inspection will be ordered.
More goods are sold than
Fraud are actually produced on A A2 sanction
certified land plots.
Weight gain of the product
Weight gain when sold (e.g., frozen A A2 sanction

Failure to take measures

Elimination of to eliminate violations

In case of a deliberate
repetition of the violation,

sufficiently considered.

inconsistencies identified during the A/B the sanctions should be
internal audit. increased.
Participation in meetings, Fallure.tc') attend meetings,
g training events and .
training events, and - A C C1 sanction
- gatherings without
gatherings
reasonable excuse.
Documentation Documents are stored B/C C1 sanction
improperly.
Insufficient measures
Organic production were taken to sepa.rate B B1 sanction
organic and conventional
production.
Parallel production Mixing .Of organic and A A2 sanction
conventional products.
Biodiversity Biodiversity is not C C1 sanction

Source: developed by the authors of this study based on the Legislative review of group certification of small and

medium-sized organic farmers in Central Asia (2021)

Among the risks of organic production,
the most common is the supply of non-organic
products by group members alongside organ-
ic products, which are much more expensive.
To avoid this risk, it is advisable to estimate the
potential yield of crops for each farmer based
on field area data and conduct a comparative
analysis using the figures of previous years and
analogous farms.

Once the key components of the internal
control system are identified, training should
be organised for staff with the involvement
of experienced consultants. However, it was
found that it is insufficient to set up an internal
control function, hire staff and train them. It is

Economics and Business Management (15)4

necessary to ensure that they perform their du-
ties in good faith. To this end, the study proposed
to introduce a system of cross-checks. Thus, it
was found that farmers must follow the stand-
ards all year round, and therefore internal con-
trol should be carried out throughout the year.
It was noted that to improve the ICS after the
annual external audit, it is necessary to consider
the comments of the auditors and make relevant
adjustments to the internal control service in-
structions. To evaluate the strengths and weak-
nesses of this system, SWOT analysis tools were
employed and the advantages and disadvantag-
es of the internal control system at organic pro-
duction enterprises were presented (Table 6).
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Table 6. Advantages and disadvantages
of the internal control system at organic production enterprises

Advantages

Disadvantages

1. Compliance ensures that the products are truly organic.
2. Continuous monitoring of production processes allows
identifying potential risks and deficiencies that may

affect product quality.

3. Internal control ensures transparency of production
processes, which is important for certification bodies
and consumers.

4. Implementation and effective functioning of the
internal control system enhances the company’s
reputation in the market, as it demonstrates a
responsible attitude towards organic production
standards and helps to attract new customers and
partners.

5. The internal control system allows detecting violations
before they lead to severe consequences, such as
product recall or loss of certification.

1. Implementation of an internal control system requires
major initial financial expenditures, regular staff
training, technology upgrades, and audits.

2. The internal control system requires additional
resources, such as qualified personnel, technological
support, and specialised software for data collection
and analysis.

3. The internal control system can lead to excessive
bureaucratisation of processes, as it involves a large
amount of documentation, reporting, and audits,
decelerating the process and increasing the workload
of staff.

4. Since internal control is performed by employees of
the enterprise, sometimes a conflict of interest may
arise, which can lead to a decrease in the objectivity of
assessments and the omission of critical deficiencies in
production.

Source: developed by the authors of this study

Despite its shortcomings, the ICS in organic
production enterprises is a key mechanism for
ensuring product compliance with standards
and requirements, which helps enterprises en-
sure product quality and transparency of pro-
duction processes.

The findings of the study are consistent
with the conclusions of other researchers re-
garding the content of organic production and
the organisation of the internal control system
in organic production. Ukrainian researchers
have mostly considered internal control as a
management function, linking ICS with in-
spection. PO. Kutsik et al. (2020) noted that ICS
isanindependent function that acts as a means
of establishing feedback, so that the manage-
ment staff of the enterprise clearly monitors
the progress of the implementation of their
decisions. Ya.I. Mulyk (2020) shared the same
opinion when considering internal control as
a significant basis for enterprise management,
since it is the ICS that ensures verification of
the effectiveness and implementation of man-
agement decisions, identification, and elimi-
nation of deviations in financial and economic
activities and the accounting system, as well as
control over the availability and use of material
resources of the enterprise. It was found that
this approach implies that the primary pur-
pose of internal control is to identify deviations
in the financial and economic activities of an

©

enterprise. However, the above conclusions
limit internal control to verification and feed-
back only, which is unsuitable in the case of or-
ganic production.

R.O. Savchenko et al. (2019) also presented
an interpretation of internal control as part of
the overall enterprise management system. At
the same time, the researchers emphasised that
the accounting system should play an active role
and a leading role in the information support of
the control system. The present study confirmed
theresearchers’ point that accounting is an inte-
gral component of internal control information
support but noted that its role in the context of
organic production is not the principal one. In
organic production, the understanding of inter-
nal control is broader and includes not only the
verification of accounting data, but also com-
pliance with environmental standards, pollu-
tion risk assessment, monitoring of compliance
with technological processes, and certification
requirements. Specifically, this study argued
that internal control involves a set of measures
aimed at monitoring and assessing compliance
with certification standards, while the internal
control system is part of the quality assurance
system (Hajiyeva et al., 2024).

In the context of the study, the views of for-
eign researchers who link internal control in
organic production with product certification
were considered. An internal control system
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(ICS) is a part of a documented quality assur-
ance system that enables an external certifica-
tion body to delegate periodic audits of individ-
ual group members to a designated body or unit
within the certified operator (Internal Control
Systems (ICS) for group certification, n.d.). In
his study, P. Kumar (2023) interpreted the in-
ternal control system as a structured system
that organic producers use to ensure that their
products meet organic standards. It included a
series of checks, documentation, and regular
inspections to maintain the integrity of organ-
ic products. This approach helped to streamline
the certification process, especially in organic
production, where compliance with standards
is critical to maintaining product status. The
present study agreed with this point of view, as
the ICS at the operator level plays a key role in
maintaining ongoing monitoring and ensuring
compliance with standards.

F. Meinshausen et al. (2019) reported that in
low- and middle-income countries, about 80%
of the world’s organic producers are smallhold-
ers for whom individual certification would be
unaffordable, and that group certification al-
lows them to be recognised as organic. Groups
of farmers certified by a third-party certification
body implemented an internal control system.
This aspect is crucial as it underlines the social
and economic importance of the system for en-
suring access to the organic market for small
farmers. Accordingly, the ICS not only helped to
maintain quality standards, but also served as a
tool for social equity in organic production.

A.M. Varghese (2024) identified the purpose
of an internal control system in organic produc-
tion as monitoring and managing all aspects of
production (from seed selection to harvesting),
which ensures compliance with organic stand-
ards, reduces the risk of contamination or fraud,
and maintains consumer confidence in organic
products. This confirmed the idea that an inter-
nal control system should not only be a verifi-
cation mechanism, but also a means of strate-
gic risk management and compliance at every
stage of the production process. The present
study supported this approach, as it noted that
for organic enterprises to function effectively,
internal control should include all parts of the
production cycle.

Economics and Business Management (15)4

The findings of this study are in line with
the statement of researchers that risk manage-
ment in organic production is a component of
the product quality assurance system. An ef-
fective system of risk management inherent
in agricultural activities, according to E. Kalyu-
gaetal. (2023),is a component of the ICS, which
consists in identifying and defining measures
to manage them. The use of COSO-ERM (En-
terprise Risk Management) as an integrated
approach to internal control allows for a sys-
tematic and comprehensive risk management
strategy, which is essential for organic enter-
prises, where the quality of products is particu-
larly demanding.

Risk assessment involves a thorough inves-
tigation of the factors that can lead to contam-
ination of organic products in such a way that
they lose their organic status. The availability
and implementation of quality management
systems is subject to inspection by certification
bodies and authorities (Gulieva & Richter, 2018).
It was noted that general approaches to risk
management should be adapted to the specifics
of organic production, since standard risk as-
sessment methods do not consider all environ-
mental and biological factors specific to organic
production. Existing regulatory requirements
are strict but not flexible enough to respond to
the specific risks of organic production (season-
al fluctuations, biological pest control methods,
etc.). A.Yu. Kril (2024) also considered the inter-
nal control system as a risk management tool,
as an integral element of increasing the prof-
itability of the enterprise, as a mechanism for
strategic business development. This approach
enriched the discussion on how effective risk
management can not only ensure compliance
with certification requirements, but also con-
tribute positively to the economic performance
of the enterprise.

CONCLUSIONS
The study found that the internal control sys-
tem is a key element of organic production, as
it ensures product quality and compliance with
organic sector standards. Its structure covers
a wide range of components, such as monitor-
ing of production processes, documentation,
staff training, and regular inspections, each of

0)
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which is essential for the proper functioning of
organic production. In organic production, in-
ternal control should be considered not only as
a mechanism for verification and monitoring,
but also as a key component of the overall qual-
ity assurance system. It covers all stages of the
production process, from the selection of raw
materials to the finished product, which allows
companies to ensure that their products meet
organic standards.

The key components of the internal con-
trol system at organic production enterprises
include the manual, rules, the ICS standard,
personnel and functions, risk management sys-
tems, traceability of the production and supply
chain and their interconnection. The implemen-
tation of an effective internal control system is
a vital means of managing risks that could ad-
versely affect the organic status of products, e.g.,
through contamination. The internal control

accounting tool does not fully meet the needs of
organic production.

Effective implementation of the internal
control system improves consumer confidence
in organic products, increases their competi-
tiveness in the market, and strengthens busi-
ness sustainability in the face of market chal-
lenges. The study of the internal control system
in organic production opens avenues for further
improvement of quality management methods
(digital technologies for process monitoring;
innovative quality control methods (e.g., bio-
sensors for soil and product monitoring; staff
training and development) and standards in this
sector. The findings may be useful for the organ-
isation of internal control in organic production.
Further research is necessary to improve the ex-
isting internal control standards and adapt them
to the Ukrainian and international markets.

system increases the level of transparency of ACKNOWLEDGEMENTS
production processes, which helps to strength-  None.
en consumer confidence in organic products
and increase their market value. The conven- CONFLICT OF INTEREST
tional understanding of internal control as an  None.

REFERENCES

(1]
(2]
(3]

(4]

(5]

(6]

(7]
(8]
(9]

©

Artysh, V1, & Artysh, N.V.(2022). State of odern development and production of organic products
in the world. Scientific Collection “InterConf”, 127, 8-13.

Bodnar, O. (2021). Internal control of the quality of agricultural products. Economy and Society,
26.doi: 10.32782/2524-0072/2021-26-67.

Burkovska, A. (2022). Production of organic products in the context of food security of Ukraine.
In Materials of the XIV all-Ukrainian scientific and practical conference “Problems and prospects
of the development of the economy of Ukraine: The view of the youth” (pp. 9-11). Cherkasy: Cherkasy
State Business College.

Chaika, T.O., Barabolya, 0.V, Korotkova, 1.V, & Krykunova, V.Yu. (2021). Relevance of regulatory
and legal regulation of certification and quality of organic agricultural products. In Materials
of the all-Ukrainian scientific and practical internet conference “Productivity management
innovations and winter wheat grain quality improvement” (pp. 192-197). Poltava: Poltava State
Agrarian University.

Commission Regulation (EC) No. 889/2008 “On Laying Down Detailed Rules for the
Implementation of Council Regulation (EC) No. 834/2007 ‘On Organic Production and Labelling of
Organic Products With Regard to Organic Production, Labelling and Control’. (2008, September).
Retrieved from https://eur-lex.europa.eu/eli/reg/2008/889/0j.

DSTU 7877:2015.(2015). Organic production. Production documentation of agricultural enterprises.
General requirements. Retrieved from https://csm.kiev.ua/nd/nd.php?z=7877%3A20155st=0&b=1.
Eatorganic. (n.d.). Retrieved from https://eatorganic.in.ua/company/osio.

GalexAgro. (n.d.). Retrieved from https://autoline.ua/galex-agro/.

Gulieva, K., & Richter, T. (2018). Guidelines for risk management during post-harvest processing.
storage and transportation of organic products. Kyiv: LLC “KyuS".

Economics and Business Management (15)4


https://archive.interconf.center/index.php/conference-proceeding/article/view/1377
https://archive.interconf.center/index.php/conference-proceeding/article/view/1377
https://doi.org/10.32782/2524-0072/2021-26-67
http://csbc.edu.ua/documents/student/2801_1.pdf
http://feb.tsatu.edu.ua/wp-content/uploads/2021/10/Gritsayenko-Galina-Gritsayenko-Igor-PDAU-2021.pdf
http://feb.tsatu.edu.ua/wp-content/uploads/2021/10/Gritsayenko-Galina-Gritsayenko-Igor-PDAU-2021.pdf
https://eur-lex.europa.eu/eli/reg/2008/889/oj
https://csm.kiev.ua/nd/nd.php?z=7877%3A2015&st=0&b=1
https://eatorganic.in.ua/company/osio
https://autoline.ua/galex-agro/
https://organicstandard.ua/content/docs/catalogs/guidelines_risk_management_ua.pdf
https://organicstandard.ua/content/docs/catalogs/guidelines_risk_management_ua.pdf

Korohod & Bykov

[10] Haiduchok, T., & Ivashko, T. (2024). Optimisation of internal cost control of agricultural
enterprises: Key approaches and practical recommendations. Scientific Collection “InterConf+",
47(209), 110-121. doi: 10.51582/interconf.19-20.07.2024.009.

[11] Hajiyeva, A, Mammadova, U., Tanriverdiyeva, G.,, § Kovalenko, O. (2024). Technological
innovations in agriculture: Impact on production efficiency. Scientific Horizons, 27(1), 172-182.
doi: 10.48077/scihorl.2024.172.

[12] Havryk, O.Yu. (2023). Organizational and economic principles of the functioning of the
internal control system in agricultural enterprises. Agrosvit, 20, 59-65. doi: 10.32702/2306-
6792.2023.20.59.

[13] IFOAM Standard. (n.d.). Retrieved from https:/surl.lu/kuswwb.

[14] Internal Control Systems (ICS) for group certification. (n.d.). Retrieved from https:/surl.lu/pwafkl.

[15] Kalyuga, E., Hryshchuk, G., § Kalyuga, O. (2023). Implementation of COSO-ERM internal control
integrated concept in Ukraine. Herald of Economics, 2,119-129. doi: 10.35774/visnyk2023.02.119.

[16] Karabassov, R., Nurmaganbetov, K., Aidynov, Z., Orynbekova, G., § Khapova, A. (2022). The main
areas of development of organic agriculture in the Republic of Kazakhstan. Scientific Horizons,
25(9),106-116. doi: 10.48077/scihor.25(9).2022.105-116.

[17] Kril, A.Yu. (2024). Feasibility of implementation of internal control systems by entities of small
businesses. Economy and Society, 61. doi: 10.32782/2524-0072/2024-61-148.

[18] Kumar, P. (2023). Effective implementation strategies for internal control system (ICS). Retrieved
from https://surli.cc/bgoobi.

[19] Kutsik, PO., Martsenyuk, R.A., Makaruk, FF, & Chik, M.Yu. (2020). Integrated system of accounting
and internal control in market management. Lviv: Lviv University Publishing House.

[20] Law of Ukraine No. 2496-VIII “On the Basic Principles and Requirements for Organic Production,
Circulation and Labelling of Organic Products”. (2018, July). Retrieved from https://zakon.rada.
gov.ua/laws/show/2496-194#Text.

[21] Legislative review of group certification of small and medium-sized organic farmers in Central
Asia. (2021). Retrieved from https://pdf.usaid.gov/pdf docs/PA00Z947.pdf.

[22] Livinsky, A.I (2020). State regulation, production certification and realization of organic
products in Ukraine. Business Inform, 6,167-173. doi: 10.32983/2222-4459-2020-6-167-173.

[23] Meinshausen, F, Richter, T, Blockeel, J., § Huber, B. (2019). Internal control systems in organic
agriculture: Significance, opportunities and challenges. Switzerland: Research Institute of
Organic Agriculture.

[24] Mulyk, Ya.l. (2020). Methodical and organizational approaches to the system of internal control
at the enterprise. Agrosvit, 17-18, 28-38. doi: 10.32702/2306-6792.2020.17-18.28.

[25] Mylovanov, E. (2018). The value of organic agriculture in the system of development of rural
areas. Herald of Lviv National Agrarian University: Economy of the Agricultural Industry, 25, 87-98.

[26] Organic Milk. (n.d.). Retrieved from https://organic-milk.com.ua/.

[27] Regulation of the European Parliament and Council No. 2018/848 “On Organic Production and
Labeling of Organic Products and On the Repeal of Council Regulation No. 834/2007". (2018, May).
Retrieved from https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX%3A32018R0848.

[28] Resolution of the Cabinet of Ministers of Ukraine No. 970 “On Approval of the Procedure (Detailed
Rules) for Organic Production and Circulation of Organic Products”. (2019, October). Retrieved
from https://zakon.rada.gov.ua/laws/show/970-2019-%D0%BF#Text.

[29] Savchenko, R.O., Savchenko, N.M.,, § Demyanyuk, LV. (2019). Internal control: Problems and
perspectives. Efficient Economy, 9. doi: 10.32702/2307-2105-2019.9.51.

[30] Sharyi, G., Nesterenko, S., & Shchepak, V. (2021). Organization of production at organic farming
enterprises. Agrarian Economy, 14(1-2), 75-81. doi: 10.31734/agrarecon2021.01-02.075.

[31] Stynava organic garden. (n.d.). Retrieved from https://stynavagarden.com/.

[32] Ukrainian organic producers will take part in SIAL Paris 2024. (2024). Retrieved from https:/
organicinfo.ua/news/sial2024/.

Economics and Business Management (15)4 19 '


https://doi.org/10.51582/interconf.19-20.07.2024.009
https://doi.org/10.48077/scihor1.2024.172
https://doi.org/10.32702/2306-6792.2023.20.59
https://doi.org/10.32702/2306-6792.2023.20.59
https://ifoam.bio/our-work/how/standards-certification/organic-guarantee-system/ifoam-standard
https://www.ifoam.bio/our-work/how/standards-certification/internal-control
https://doi.org/10.35774/visnyk2023.02.119
https://doi.org/10.48077/scihor.25(9).2022.105-116
https://doi.org/10.32782/2524-0072/2024-61-148
https://agriculture.institute/organic-produce-inspection-certification/effective-implementation-strategies-ics/
https://www.lute.lviv.ua/fileadmin/www.lac.lviv.ua/data/kafedry/Buh_Obliku/Kucik/Docs/2020.08.06_NewsKucyk_1.pdf
https://www.lute.lviv.ua/fileadmin/www.lac.lviv.ua/data/kafedry/Buh_Obliku/Kucik/Docs/2020.08.06_NewsKucyk_1.pdf
https://pdf.usaid.gov/pdf_docs/PA00Z947.pdf
https://doi.org/10.32983/2222-4459-2020-6-167-173
https://orgprints.org/id/eprint/35159/7/fibl-2019-ics.pdf
https://orgprints.org/id/eprint/35159/7/fibl-2019-ics.pdf
https://doi.org/10.32702/2306-6792.2020.17-18.28
http://www.irbis-nbuv.gov.ua/cgi-bin/irbis_nbuv/cgiirbis_64.exe?I21DBN=LINK&P21DBN=UJRN&Z21ID=&S21REF=10&S21CNR=20&S21STN=1&S21FMT=ASP_meta&C21COM=S&2_S21P03=FILA=&2_S21STR=Vlnau_econ_2018_25_20
http://www.irbis-nbuv.gov.ua/cgi-bin/irbis_nbuv/cgiirbis_64.exe?I21DBN=LINK&P21DBN=UJRN&Z21ID=&S21REF=10&S21CNR=20&S21STN=1&S21FMT=ASP_meta&C21COM=S&2_S21P03=FILA=&2_S21STR=Vlnau_econ_2018_25_20
https://organic-milk.com.ua/
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX%3A32018R0848
https://doi.org/10.32702/2307-2105-2019.9.51
https://doi.org/10.31734/agrarecon2021.01-02.075
https://stynavagarden.com/
https://organicinfo.ua/news/sial2024/
https://organicinfo.ua/news/sial2024/

Internal control system in organic production...

[33] Varghese, A.M. (2024). The integral role of internal control systems in organic growers group
certification. Retrieved from https:/surlli/xisems.
[34] Proorganica. (n.d.). Retrieved from https://www.proorganica.com/uk-UA/about.

OneHa Koporop,

AcnipaHT

HauioHanbHMin yHiBEpCUTET BiopecypciB i NPMPOAOKOPUCTYBAHHSA YKpaiHK

03041, Byn. Tepois ObopoHM, 13, m. Kuis, YkpaiHa
https://orcid.org/0009-0004-5604-320X

Mukona bukos
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CucteMa BHYTPILLHbOro KOHTPONIO
B OpraHiYHOMY BUPOGHMUTBI: CTPYKTYypa Ta PyHKLUIi

AHoTauiga. JocimkeHHs 6y710 06yMOBJIeHE 3pOCTAIOYOI0 ITOIY/IAPHICTIO OpraHiYHOr0 BUPO6GHULITBA
y cBiTi Ta B VKpaiHi, 1110 BMarae 3a6e3medyeHHs BUCOKHX CTAHIAPTIB SKOCTI Ta 6€3IMeKU ITPOAYKIII.
[mo6armizalliss puHKIB, 3pOCTaHHA KOHKYPEHLIil, TOCUIEHHS BUMOT 3 60KY CITOKHBaYiB, TOTPE6YIOTH
Bif MiANIPMEMCTB OpPraHiYHOTO CEKTOPY pPO3POOKU Ta BIIPOBaIKEHHS ebeKTUBHOI CHUCTEMU
BHYTpilHBOr0 KOHTpoioo (CBK). MeTa crarTi mossrasa y IOOCIIIKEHHI CTPYKTYpH CHCTEMH
BHYTPIUIHBOTO KOHTPOJIIO Ha IMiAIIPUEMCTBAX BUPOOHUIITBA OPTraHiUHOI MPOAYKIIii, BUSHAYEHHI
KJTIOYOBHX QYHKIIIN CUCTEMU BHYTPILIHBOIO KOHTPOJIIO i iX posti y 3a6e3reyeHHi IKOCTI ITPOLYKIIii
Ta JOTPMMAaHHI BCTAHOBJIEHUX CTaHAApTiB. Y po60Ti BUKOPUCTOBYBAaJIMCh 3arajlbHOHAYKOBi Ta
CIieliaJIbHi MEeTOAY HOCTIKeHHs, 30KpeMa abCTPaKTHO-JIOTIYHUM METO, METOZ, IIOPiBHAIBHOTO
aHaJIi3y, MeTOoJ, eKCIIepTHUX OL[IHOK, MeTOJ, MOZEJIOBaHHA Ta cumyndaLil, SWOT-aHaiis. Byno
BCTAHOBJIEHO, III0 HA CiIBCHKOTOCIIONAPCHKUX IIAMIPUEMCTBAX, AKi € BUPOGHUKAMU OpPraHiuHOi
MIPOAYKL{i, BHYTPIilIHI KOHTPOJIb € OCHOBOIO yCIIiHOI cepTudirauii i mepembauyae KOMIUIEKC
3ax0fiB, CIPAMOBAaHUX Ha MOHITOPUHI Ta OILHKY JIOTPUMaHHS CTaHIApTIB cepTudikariil.
[TpoBemeHU aHaJIi3 K/IIOYOBUX aCIIeKTiB BHYTPIIIHBOIO KOHTPOJIIO, 30KpeMa, MOro IIpUHIIUIIIB,
poni y 3abesnedyeHHi AKOCTI MPOAYKLii, JOTPUMAaHHI CTaHAAPTIB OPraHiYHOrO BUPOGHULITBA
Ta BIAIIOBIZHOCTI 3aKOHOZABCTBY. Bynu BH3HaueHI OCHOBHI CKJIAZIOBI CHCTEMH BHYTPIIIHBOIO
KOHTpOJIIO, 1o 3a6e3meuyioTh edeKTUBHE OYHKILIOHYBAHHS ITAIPUEMCTBA 3 BHUPOOGHULITBA
OpraHiyHOi MpoAyKIii: Moci6HUK, MpaBua, cTaHAapT CBK, mepcoHart i GyHKIii, cucTeMU yIIpaBIiHHA
PU3UKAMMY, I[IPOCTEXYBAHICTh JIAHLOTA BUPOOHUIITBA 1 IIOCTAaYaHHA Ta IX B33aEMO3B'I30K.
ARIIEHTOBAHO yBary Ha TOMY, IO CUCTeMa BHYTPIIIHBOTO KOHTPOJIIO ITOBUHHA 6YTH PO3IIUPEHOI0
Ta iHTEPOBAHOIO CKJIAZOBOIO CUCTEMMU YIIPaBJIiHHA SKICTIO IIPOAYKILIil, a He JIuIle iHCTpyMeHTOM
I DOTPUMaHHA cTaHZapTiB. O6rpyHTOBAHO, 1[0 OpraHi3allis CCTEMU BHYTPILIHBOTO KOHTPOJIIO
BHIMarae IOCTiMHOI yBaru Ta pecypcis 3 60Ky KepiBHUIITBA Ta [IePCOHAY MTiATPHUEMCTBA. JJOBeZIEHO,
110 BIIPOBAKeHHS ePeKTUBHOI CUCTEMM BHYTPIIIHBOIO KOHTPOJIIO MOJKe IIO3UTUBHO BILIMBATHU
Ha MiABUILeHHA PiBHA JOBIPU CIIOKUBAYiB [0 OpraHiyHOl IPOAYKIIil, Il KOHKYPEHTOCIIPOMOKHOCTI
Ha PUHKY Ta CcTabinpHOCTI 6i3Hecy. [IpaKTUYHA LiHHICT POOOTU ITOJIATAE B TOMY, IO PE3YJIBTaTU
IOCTiI>ReHHA MOKYTh 6y T BUKOPUCTAHI /IS YIIpaBIIiHHA OpraHiYHUMHU BUPOOHUYMMHU ITPOLieCaMu
3 MeTO10 3a6e3IMeueHHs BUCOKOI IKOCTI ITPOAYKIIii Ta 3a10BOJIEHHS [IOTPE6 CIIOKUBAYIB

KniouoBi cnoBa: cibCbKe TOCITOfapCTBO; OpraHiuHa MPOAYKILiA; CIIOXuBadi; mocibHuK CBK;
npaBwia CBK; yripaBiiiHHA pU3UKaMU
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