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Abstract
Internal controls are an integral part of risk management Very important in realizing the goals of
companies has it. The stronger the internal controls are, the risk related to economic enterprises will
decrease and their efficiency will increase due to the more correct use of available resources. On the
other hand, weak internal control increases the risk of economic enterprises and leads to bankruptcy of
economic enterprises. Risk management is a process that the board of directors, management It is
designed to formulate the strategies of companies enterprises and identifying potential events and to be
able to identify risks in order to provide a reasonable assurance of achieving the goals of an effective
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economic enterprise. This article, relying on the framework of Kosovo, which every organization
should take steps to establish according to its own conditions, examines the role of management on
risks and applying optimal internal controls to predict the bankruptcy of economic enterprises using
financial ratios. The research sample consists of 71 bankrupt economic enterprises and 71 non-
bankrupt economic enterprises as a control sample during the time period of 2011-2014. The results of
the investigations showed that with the establishment of effective internal controls and risk
management, the value of economic enterprises increases and the risk of bankruptcy decreases. Also,
the results of univariate tests showed that there is a significant difference between the lack of risk
management and the lack of effective internal control system in bankrupt companies and the control
sample before bankruptcy. This difference reaches its maximum value in the period of five years
before bankruptcy. The bankruptcy prediction model, which was built using logistic regression,
showed that increased risk and lack of internal controls can be used as predictors of bankruptcy, and

this variable significantly improves the performance of the model.

Keywords: Risk Management, Internal Controls, Logistic Regression, Bankruptcy, Financial Ratio.
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