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Summary of Study I 
 

1 Introduction 
My thesis for the degree of Licentiate of Business Administration is called 
Internal control: A study of the concept and themes of internal control. This 
is a literature study about internal control, and the research was conducted as 
part of the Research Program for Auditors and Consultants (RAC), at Linkö-
ping University, Department of Management and Engineering. Studies were 
also undertaken as a Marie Curie fellow, at the Manchester Business School 
program for doctoral studies. This thesis was later published in a slightly 
revised version by Physica-Verlag, a Springer company, in 2013.  

This is a summary of the above-mentioned work, which will be referred 
to here as Study I. The subsequent study, which is referred to as Study II, is a 
stand-alone case study on internal control. However it builds on, and ex-
tends, the findings from Study I.    

2 Research Findings and Conclusions 
Study I is made up of six chapters. The first chapter is an introduction to the 
concept of internal-control, while the second chapter is devoted to the theory 
behind the need for control systems in firms. Using the discussion by Zan-
netos (1964) on the internal control system of the firm, I discussed the under-
pinnings of control systems and assumptions about human nature and organi-
zational activity. I noticed that control systems and internal controls were 
necessary, due to the need for convergence, congruence and conformity.  

Thereafter I discussed theories on control systems design, contrasting 
principal-agency theory to institutional theory. Agency theory (Jensen & 
Meckling, 1976) takes its departure in the separation of ownership and con-
trol, where principals delegate responsibility to agents, whose interests very 
well may deviate from those of the principals. It follows that controls and 
exchange of information are needed to reduce the disadvantages of principals.  

Institutional theory (DiMaggio & Powell, 1983) provides a contrasting 
explanation for the design of controls, whereby firms may install controls 
not solely based on economic cost-benefit analysis. Rather they adopt gener-
ally acceptable practices, based on what others do or what society expects 
from them. They adopt practices to gain legitimacy. Both theories are obvi-
ously valid and provide complementary justifications for the design and use 
of controls within companies.  

The third chapter deals with the key components of internal control, using 
the framework of the Committee of Sponsoring Organizations of the Tread-
way Commission (2013) as a point of departure. This normative framework 
provides detailed guidance on how to proceed when designing, using and 
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maintaining internal controls. Five components are included in the internal-
control process, and COSO claims that all components need to be present 
and also internally aligned for effective internal control to exist. Internal 
control is explicitly tied to the company risk-management process, and there-
fore also to objectives and strategies.   

The fourth chapter deals with the regulatory environment and discusses 
the internal-control requirements of the United States, the United Kingdom 
and Sweden. I concluded that internal control has emerged as a key regulato-
ry object, which has contributed to the development of internal control 
(Power, 2007). Internal control forms part of corporate governance regula-
tions, and internal-control reporting requirements have become a common 
feature in the regulatory environments of firms.  

The fifth chapter constitutes almost half of the thesis. This chapter deals 
with prior research on internal control and addresses various research 
streams and issues. A first theme that was identified referred to the definition 
and boundaries of internal control. Both narrow and broader definitions of 
internal control exist, and there has been a century-long debate regarding 
how to define, and draw the boundaries around, the concept of internal con-
trol (Heier et al., 2005). Traditionally internal control has had a fairly direct 
relationship to financial reporting, but broader definitions have expanded 
those boundaries far beyond the duties of the accountant.  

Different classification schemes exist regarding internal control. Early 
papers on the subject such as Haun (1955) and Bower and Schlosser (1965) 
discuss different approaches to internal control and ways of categorizing 
specific controls. One way has been to classify controls into financial and 
operational controls or accounting and administrative controls, however 
several classification schemes exist.  

Another recurrent theme in internal-control texts involves the design of 
controls. I concluded that much of the technical literature is implicitly based 
on contingency theory, as internal control should be designed based on envi-
ronmental and firm-specific circumstances (Jokipii, 2010). I also noted that 
internal-control design objectives often relate to financial reporting asser-
tions, or control objectives related to information systems, compliance and 
operations. The contingency character of internal-control frameworks is also 
one of the points of departure for Study II. 

According to normative literature, the design of controls should be based 
on preferences for, and tolerance of, risk. Literature points to the importance 
of making controls integrated, balanced, adaptive and cost-effective. Design-
ing internal-control processes is important, as process output will vary, based 
on the adequacy of designs. While technical and professional texts on inter-
nal-control design are plentiful, academic studies were lacking. We therefore 
identified a need to do more research that relates to the design, use and out-
comes of internal control from a broader governance and managerial per-
spective. This is what I attempt to do in Study II.  
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A third research theme relates to assessment and evaluation of controls. 
This is a rather large body of research that is related to the duties of account-
ants and auditors (Smith, 1972). As internal-control evaluation remains part 
structure and part judgment, prior studies are sometimes categorized into 
these two areas. Internal-control evaluation forms part of external and inter-
nal audit standards, but is also an increasingly important task for directors 
and managers. Assessing different internal-control components presents 
differing challenges. We noticed that the control environment component 
seems to be the most pervasive and important one, but also the component 
that presents most challenges from an evaluation perspective.  

Yet another research stream related to internal control refers to disclosure 
requirements. Internal-control reporting has become increasingly important, 
and Spira and Page (2003) suggest that reporting requirements vary in scope 
and depth. Existing research points to the challenges of preparing reports 
that make sense to the investing public and improve their decision-making 
processes.  

Finally, I also investigated prior research that concerned the theme of 
corporate governance and internal-control outcomes. Internal control is con-
sidered a key corporate governance mechanism, yet there is little research on 
the value of internal control from a governance perspective. Internal-control 
outcomes refer to the assurances that an effective system can bring to direc-
tors, managers and the public. A well-performing system may hinder or de-
tect fraud and improve financial reporting quality, but it may also produce 
various indirect effects such as better access to capital and more favorable 
external opinions.  

Our concluding observations suggested that internal control was a far-
reaching process within firms, and intimately tied to risk management. We 
also noted that internal control had become a key regulatory object. We fur-
thermore concluded that internal control remains an important governance 
mechanism, and that designs depend on firm circumstances.  

As research studies on the broader uses of internal control were lacking, 
we proposed a high-level research agenda that included in-depth case studies 
to investigate the design, use and outcomes of internal control. Such field-
based studies may help to improve our theoretical understanding of how 
environmental and firm-specific factors affect internal-control designs, uses 
and outcomes within organizations. 
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1 Setting the Stage   

1.1 Introduction 
This is a case study about the design, use and outcomes of internal controls. 
Internal control constitutes a basic feature, indeed the very foundation, of 
control systems of firms (Rae & Subramaniam, 2008:104; Pfister, 2009:24; 
Arwinge et al., 2013). Adequately designed and effectively operating, inter-
nal controls provide reasonable assurance that assets are protected, that ac-
counting information and financial reports are reliable, that firms comply to 
laws and regulations and that the company can achieve its objectives regard-
ing efficiency and effectiveness in operations (COSO, 2013b:3).  

As such, internal control contributes to the decision-making quality of 
firms, by providing assurances that the information that is acted upon is reli-
able, that assets are appropriately appraised and protected, and that key du-
ties are performed correctly every time (Leitch, 2008:22; Pfister, 2009:25). 
Without effective internal control, fundamental goal-setting and strategy 
processes of firms as well as organizational communication processes could 
be jeopardized, as underlying information processes may be impaired (Ar-
winge et al., 2013).  

Stakeholders in the business environment such as investors, customers, 
credit rating agencies, regulators, supervisory authorities and media increas-
ingly pay attention to the internal-control systems of firms. Both domestic 
and foreign high-profile corporate malfunctions and scandals have trans-
formed internal control into a primary public policy object, and consequently 
also into a managerial object (Power, 2007:34-65). A survey of listed Swe-
dish companies shows that investments in internal control are increasing as a 
consequence (see Franck & Sundgren, 2010).   

Internal controls are no longer a private concern for companies. The re-
cent credit and liquidity crisis in the financial sector is an example of how 
corporate scandals place the spotlight on corporate governance practices in 
general, and the effectiveness of risk management and internal control in 
particular (Richard Anderson & Associates, 2009; Senior Supervisors 
Group, 2009; Birkenshaw & Jenkins, 2009; The Walker Review, 2009; 
OECD, 2010; Financial Supervisory Authority, 2011; Westman, 2011; Fi-
nansinspektionen, 2012, 2013; Adamson, 2012).  

The emerging public status of internal control during the last fifteen years 
has been accompanied by a subsequent development: the management and 
governance of risk. The concept of risk, however, has long been examined in 
a variety of academic settings such as economics, physics, engineering and 
psychology (Leitch, 2008:15-16; Renn, 2008:12-45). Risk often refers to the 
degree of uncertainty involved in a certain situation, and more specifically, 
the variability of potential outcomes (March, 1994:6-7; March & Shapira, 
1987:1404; Leitch, 2008:19; Renn, 2008:1-2).  
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Making decisions in the face of uncertainty is thus nothing new and risk 
is fundamental to decision theories in economics and to the fields of strategic 
management, organization, auditing and risk management (March, 1978, 
1994; March & Shapira, 1987; Sherer & Turley, 1997; Miller & Chen, 2003; 
Fraser & Simkins eds., 2010; Sobel & Reding, 2012). Assessing risk remains 
part of decision making processes which is linked to preferences and atti-
tudes towards alternative courses of actions and associated outcomes 
(March, 1978, 1994; March & Shapira, 1987; Kahneman, 2003).   

During the last decade or two there seems to have been a re-shaping of 
the risk construct. The emphasis has shifted towards the governance process-
es in firms, and the way such processes may contain risk exposures in the 
deployment of corporate assets (Spira & Page, 2003; Power, 2004, 2007; 
Fraser & Henry, 2007; Renn, 2008; Power et al., 2009; Mikes, 2009, 2011; 
Wahlström, 2009; Westman, 2011). The governance or risk pervades busi-
ness today (Power, 2004; Renn, 2008).    

Regulations in the financial industry, such as Solvency in the insurance 
sector and Basel in the banking sector, have contributed to making govern-
ance, risk management and internal control increasingly inter-related con-
cepts (see Westman, 2011).1 Just like with the concept of internal control, 
risk-management practices have gone public and many firms are today re-
quired to disclose the way in which directors and managers assess and over-
see risk (Solomon et al., 2000; Lindsley & Lawrence, 2007; Power, 2007; 
Arwinge & Hult, 2013).  

The recent turmoil in financial markets (Richard Anderson & Associates, 
2009; The Walker Review, 2009; Senior Supervisors Group, 2009; Finansin-
spektion, 2010:10; Regeringskansliet, 2010; Westman, 2011; Adamson, 
2012), revealing both systemic problems, general corporate governance 
weaknesses and specific internal-control weaknesses, has contributed to an 
even sharper focus on matters of internal control. From a Swedish perspec-
tive, matters of risk management and internal control today constitute key 
supervisory objects of the financial supervisory authority (Finansinspektio-
nen, 2010:20, 2012:6, 2013:4; Grant Thornton, 2012).  

The association between risk and return has long been an important con-
sideration in decision making processes that is inherent in all business activi-
ty (March, 1978; March & Shapira, 1987:1405). As we noted there seems to 
have been a gradual shift in discourse towards a stronger focus on the down-
side of risk – or bad outcomes (see e.g. Leitch, 2008:19; and McKinsey & 
Company, 2008:2).  

                               
1 The Basel committee on banking supervision is a standard-setter for regulation of banks. An 
international regulatory framework for banks (Basel) has been enhanced in stages, currently 
Basel III is replacing Basel II that was issued in 2004 (Wahlström, 2009). A similar regulatory 
framework is issued for insurance companies (Solvency) and currently the Solvency II regula-
tory framework is being implemented in member states through the European Insurance and 
Occupational Pensions Authority.    
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The shift in discourse about risk is seemingly a defensive one, where con-
tinued corporate malfunctions drive a focus towards adverse outcomes of 
risk (Power, 2004:26; Renn, 2008:2; Westman, 2011; also see Kaplan & 
Mikes, 2012). Product innovations, greater risk taking coupled with insuffi-
cient risk capacities, and also the size and complexity of financial institu-
tions, have been noted as reasons for current regulatory developments in the 
financial industry (Westman, 2011). The safeguarding of the stability of the 
financial system and also shareholder and customer assets, through improved 
financial resilience of financial institutions, is also at the core of the regula-
tory developments such as Basel III, and corporate governance regulations in 
general (Westman, 2011; Adamson, 2012).  

Concurrently the enabling effect of sound governance, risk-management 
and internal-control practices is emphasized (COSO, 2004:3; EC, 2009: 
arc.29-31; CEIOPS, 2009a; FRC, 2012). The upside of uncertainties namely 
remains at the core of every enterprise and each business activity. Uncertain-
ties present events that may have desirable outcomes that lead to value crea-
tion (Sobel & Reding, 2012:9). So the term risk covers both positive and 
negative events and consequences in relation to objectives, and without 
managing uncertainties and taking calculated risk there can be no value crea-
tion (Fraser & Simkins eds., 2010; Sobel, & Reding, 2012).  

And so assets must not only be safeguarded, they must be deployed to 
take on risk in a reasonable manner in order to gain profits (COSO, 2004). 
Sound corporate governance practices are expected in this context to manage 
risk and related capital requirements more effectively (see EC 2009, Article 
41-46). The increased focus on governance in financial regulatory reform, in 
addition to tougher capital and liquidity requirements, is due to that good 
governance is expected to have a better impact on risk taking in the long-run, 
through the attitudes and behaviours in organizations (Westman, 2011:121). 
In this context, internal control is seen as a fundamental governance mecha-
nism and a key component of a formal risk response system to treat risk 
(COSO, 2004:61; Sobel & Reding, 2012:114-115).  

1.2 A study on internal control 
The present study is an in-depth case study of internal control based on a 
Swedish insurance company, Folksam. Folksam is a mutual insurance com-
pany with a history going back over 100 years. A financial company is of 
particular interest for the purpose of the present study, since many claim that 
the financial industry has been a pioneer in the development of risk-
management and internal-control practices (e.g. Fraser & Henry, 2007:407).  
Below we provide a brief introduction to the concept of internal control and 
also discuss the need for the study.   
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1.2.1 The concept of internal control  
In an early paper by Haun (1955) on the emergence of internal control, it is 
made clear that various forms of internal control have been developed as 
result of two important developments. The first development represents the 
divorce of investors from management. The second development represents 
the widening gap between executive management and the business opera-
tions.  

Consequently various forms of internal-control regimes have been in-
stalled, by both owners and managers, to further ensure that assets are pro-
tected and to further control for agency problems (Jensen & Meckling, 1976; 
Fama & Jensen, 1983).   

The narrow approach to internal control, which placed significant empha-
sis on accounting control, has subsequently developed in close relation to the 
field of auditing (Lee, 1971:150; Heier, et al., 2005:42; Pfister, 2009:16). 
For the independent accountant, internal controls were looked at as a way of 
improving the efficiency and effectiveness of the audit process. 

Appropriate consideration of the effectiveness of controls, which had 
been installed by management, became a way of identifying weak or possi-
bly risky areas in the systems, and on which the accounting records and fi-
nancial statements were produced (Dicksee, 1892, 1905). The necessary 
audit tests were then deployed based on a thorough understanding of under-
lying internal-control system (see Brown, 1962:50; also Smith, 1972; Sherer 
& Turley, 1997).  

Heier et al. (2005:63) show how the evolution of internal control largely 
has been a reactive process, whereby events in the business environment 
have resulted in changes to laws, regulations, audit standards and practices 
related to internal control. Such events also triggered the development of the, 
now widely accepted, framework on internal control by the Committee of 
Sponsoring organizations of the Treadway Commission: Internal Control – 
Integrated Framework, in 1992.2 In the updated framework of 2013 internal 
control is defined as (2013b:3):  

A process, effected by an entity´s board of directors, management and other 
personnel, designed to provide reasonable assurance regarding the achieve-
ment of objectives relating to operations, reporting and compliance.  

 
Such broader definitions of internal control have taken root in corporate 
practices and regulatory designs. Today they are seemingly embedded in 
most regulations and standards on the subject. They have clearly expanded 

                               
2 The Committee of Sponsoring Organizations of the Treadway Commission (COSO) is a 
joint initiative of American Accounting Association, American Institute of CPAs, Financial 
Executives Internationals, the Associations of Accountants and Financial Professionals in 
Business, and the Institute of Internal Auditors. It was organized in 1985 and is today regard-
ed a global standard-setter in internal control and risk management (see Power, 2007).  
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the boundaries and practices of internal control, far beyond the duties of the 
accountant and the fields of accounting and auditing.  

Internal control has become a far-reaching process where controls are no 
longer restricted to the quality of financial reports, but also encompass non-
financial objectives (Kinney, 2000; Maijoor, 2000; Spira & Page, 2003:648; 
Power, 2007:49; Arwinge et al., 2013).     

1.2.2 Demands for internal control  
In an early paper in the Accounting Review from 1962, Brown (1962) pro-
vided several reasons for why internal control was increasingly demanded. 
These included increased complexities in business enterprise, the introduc-
tion of new communication and information systems, requests from parties 
for more internal-control-related information and rising costs in public ac-
counting. Interestingly enough, these are still relevant and valid reasons, but 
they must be supplemented by comments concerning more recent develop-
ments.  

Mandatory and semi-mandatory disclosure requirements, initiated by 
regulators and self-regulatory organizations and that are imposed on firms, 
increasingly make information about internal-control systems of firms pub-
lic. Any deficiencies in internal-control processes that were earlier a private 
affair to companies are increasingly made externally visible through various 
disclosure regimes, for the scrutiny of investors, customers, credit rating 
agencies, supervisory authorities and the media. The fact that internal control 
has become a key regulatory object has contributed to the attention that di-
rectors and managers now are obliged to pay to the concept (Power, 2007).  

As we have taken notice of earlier, there is seemingly an increasing 
awareness regarding the downsides of risk. Inherent to the managerial deci-
sion-making process is the trade-off between risk and expected return 
(March & Shapira, 1987:1406), and the rationale for limiting risk is nothing 
new in finance and strategic management theory (Miller & Chen, 2003:356-
359). However, the increasingly complex and connected world (Carlsson, 
2004; Kallinikos, 2005; also Westman, 2011), coupled with greater transpar-
ency and scrutiny by stakeholders in the business environment, seemingly 
enables adverse events to blow up more rapidly.  

Information and communication technologies turn corporate mal-
functions into mediatized events with the potential of having significant im-
pact on the intangible assets of firms (Capriotti, 2007:226; Power et al., 
2009:308). On a related subject, the McKinsey consulting firm argued a few 
years ago that poor or bad risk-management systems recently have had more 
influence on firm performance than superior strategy (McKinsey, 2008:2; 
also see Fraser & Simkins eds., 2010:282).  

Consequently the nature of operational risk has changed. Increasing tur-
bulence and complexity, the pervasive use of technology and knowledge-
intensive work are only a few factors that make operational risk that much 
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more important and different, compared with the traditional, safety-oriented 
operational risk focus (Raz & Hillson, 2005).3  

High-reliability organizations, such as those operating in the nuclear, en-
ergy or transport sectors, have always been quite concerned with the adverse 
effects of defective information systems, human failures or ineffective safety 
safeguards (Blunden & Thirwell, 2010)4. Today, organizations generally 
engage in operational risk management in order to address exposures follow-
ing the change in operational risk, and to make a better connection between 
governance and the management of risk of human failure, fraud, defective 
processes and disruptions of business (see Raz & Hillson, 2005; Power, 
2005; Blunden & Thirlwell, 2010).  

In this context, internal control has become a fundamental risk mitigation 
technique, and where firms are able to ensure that entity-level and process 
controls provide an effective defense against strategic, operational, financial 
and compliance-related risks. Internal control is viewed as more that an ex-
tensive to risk management that acts as a defense against preventable risks 
(see Kaplan & Mikes, 2012). It can also function as an enabler throughout 
the strategy execution process, which contributes to reaching operational 
objectives (see COSO, 2013a; COSO, 2004; Fraser & Simkins eds., 2010).  

Irrespective of the nature of the strategy, internal-control design and use 
may thus help prevent bad things from happening, while also enabling strat-
egy execution to run smoothly without interruptions due to deficiencies in 
processes, information systems or people. As new information technologies 
help determine access and opportunities of organizational members, com-
bined with the fact that risk preferences of owners, boards, managers and 
employees obviously vary, the design and implementation of risk appetite 
systems become increasingly more important (IRM, 2011; Arwinge & Olve, 
2012, COSO, 2012a).  

Board members and executives are consequently expected to keep poten-
tially undesirable outcomes in check, while concurrently focusing on achiev-
ing the beneficial outcomes of selected strategies (COSO, 2009b, 2009c; 
2012a; KPMG, 2012; NACD, 2013).  

In the light of that background the concept of internal control has become 
an integral part of risk management (Spira & Page, 2003:648, COSO, 
2004:109), and consequently tied to company objectives and strategies 
(Power, 2007:49). Effective oversight of key controls that mitigate risk ex-
posures is emphasized as a fundamental oversight activity today (COSO, 

                               
3 Operational risk is not a new invention but the concept spread widely in late 1990s due in 
part to the Basel II regulatory regime. The definition most widely applied is that operational 
risk refers to the risk of loss resulting from inadequate or failed internal processes, people and 
systems or from external events. It includes legal risk but excludes strategic and reputational 
risk (Power, 2005; Blunden & Thirlwell, 2010; BIS, 2011).  
4 A high reliability organization (HRO) is sometimes referred to as an organization that suc-
ceeds in avoiding adverse events in an environment characterized by high risk and complexity 
and where accidents normally could be expected (see Roberts, 1990).  
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2009a, 2009b, 2013; OECD, 2010:14; Protivity, 2011; Financial Supervisory 
Authority, 2011:220-221; Finansinspektionen, 2013:23).  

1.2.3 Need for the study 
In Arwinge (2010) existing internal-control research was identified and 
summarized. In that study I concluded that, although professional and practi-
cally oriented texts, frameworks and standards on internal-control design and 
use are plentiful, scientific research is in some areas lacking. 

More specifically I concluded that academic studies that adopt a govern-
ance and managerial perspective on the design, use and outcomes of internal 
control were largely lacking. This is particularly true for in-depth case stud-
ies (see Pfister, 2009:5).  

These conclusions are in line with conclusions drawn by researchers such 
as Kinney (2000) and Maijoor (2000), and more recently Power (2007) and 
Jokipii (2010). Kinney (2000:83), in a paper on internal control and research 
opportunities, claimed that internal control, while being highly important, 
had largely been overlooked by researchers. Around that same time Maijoor 
(2000:102) published a paper entitled The Internal Control Explosion where 
he made a similar claim:  

Most internal control research in accounting is not conducted within the con-
text of wider corporate governance issues. Hence, many claims about the value 
of internal control systems for corporate governance still need to be studied.  

 
More recently, Power (2007:62) seems to agree with the claims made above 
when he suggests that “the practice by which corporations […] maintain a 
basic level of financial and non-financial control over resources has hardly 
been worthy of serious intellectual attention.” Also, an even more recent 
comment on the subject is made by the internal-control researcher Jokipii 
(2010:116). In her paper on the design and use of internal control, the author 
claims: 

Despite the fact that internal control is an essential factor affecting the firm, 
the evidence of the actual performance of an internal control structure within 
the organizational environment is almost non-existent, ant the topic relatively 
unexplored by researchers […] However, neither frameworks nor prior litera-
ture provide an adequate picture of the relationships between a firm’s charac-
teristics and its control system.  

 
There are reasons for shortcomings in research in this area, however. A first 
one is related to the fact that information about internal-control design, use 
and outcome has not been generally available to company outsiders (Krish-
nan, 2005:650). A second reason for the lack of research is related to the 
complexities of the concept of internal control, which pose some significant 
research barriers (Kinney, 2000).   
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Exciting and relevant studies do exist however. One such study is for ex-
ample Jokipii (2010) on the determinants of internal control in firms. Based 
on the contingency-oriented internal-control studies, Jokipii (2010:136) rec-
ommends that future studies should also consider the role of contingency 
factors other than those commonly used in studies on accounting and man-
agement control. The present study aims to do that.  

There is still a need, however, for more empirical research on internal 
control from a broader governance and managerial perspective. In particular 
a research gap exists regarding in-depth case studies on the subject. This 
study will therefore take its departure in the relationship between environ-
mental characteristics and the organization, and study how internal-control 
design, use and outcomes are shaped by various external and internal influ-
ences.  

By doing an in-depth case study of a Swedish insurance company, we 
hope to increase our understanding of the way context interacts with firm-
specific characteristics to produce various forms of internal-control designs, 
uses and outcomes. As we clearly take on a governance and corporate-wide 
perspective to internal control, our aim is also to make a contribution from a 
corporate governance research perspective (see Filatotchev, 2008:173-177).  

Yet another need for the study refers to the role of internal control in rela-
tion the overall risk-management framework of firms (see Kaplan & Mikes, 
2012). In a review paper by Berry et al. (2009:4) on the emerging themes 
within management control, the authors point to the growing interest in en-
terprise risk-management (ERM) practices, yet there is little research they 
conclude (2009:16).  

Only rather recently new studies on the subject seem to appear in scien-
tific journals (see e.g. Mikes, 2009; 2011; Woods, 2009; Gordon et al., 2009; 
Arena et al., 2010; Arnold et al., 2011). Still there is a need to further inves-
tigate how internal control fits within the emerging enterprise risk frame-
works of firms (see Kaplan & Mikes, 2012), the theme of governance, risk 
and compliance and the increasingly more popular organizing model of three 
lines of defense (BIS, 2011:3; IIA, 2013a; Arwinge & Rost, 2013).  

1.3 Research purpose and objectives   
The purpose of the present study is to improve our knowledge and under-
standing regarding the design, use and outcome of internal control. Based on 
a case study of an insurance company, a framework will be developed aim-
ing to explain what affects internal-control design, use and outcome (Yin, 
2003:9-11).  

My research objective is to examine how and why environmental and 
firm-specific factors influence the design, use and outcome of internal-
control systems. This research objective entails a retrospective component, 
as we are also interested in examining the changes that occurred between 
2000-2010.  
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By way of this retrospective perspective we attempt to trace how key 
events and processes have brought about changes to internal-control design, 
use and outcomes over the period of study. Consequently the present study is 
also a longitudinal case study (Pettigrew, 1990).  

This type of research design is frequently applied in studies that are 
somewhat explorative in nature and aim at developing theory (Eisenhardt, 
1989b; Eisenhardt & Graebner, 2007). This is achieved by the research 
method´s ability to get closer to the theoretical concepts that one investigates 
(Siggelkow, 2007:22) and examine a “contemporary phenomenon in its real-
life context” (Yin, 1981:1). Case study designs also allow for a better under-
standing of the role that history plays in organizational settings (Pettigrew, 
1990:270), as well as human behavior in complex and unique systems 
(Philanto, 1994:371).  

1.4 Contribution to academia  
I have previously claimed that internal-control research is lacking from a 
broader governance and managerial perspective. In this section I describe the 
contributions that we hope that this piece of research will make to internal-
control and corporate-governance scholars, as well as to practitioners.  

1.4.1 In-depth field study insights   
A major contribution revolves around the fact that this is an in-depth case 
study. As noted by Phister (2009:5), in-depth field study design targeting 
internal-control practices is a rather novel approach. In some sense the inter-
nal-control design, use and outcomes of firms still remains a black box for 
company outsiders. This case study therefore attempts to develop new in-
sights surrounding the dynamic processes of design, use and outcomes of 
internal control. Since much internal-control research seems associated with 
either experiments or archival studies, an in-depth case study may be of great 
value.   

A study such as the present one may consequently help us better under-
stand they dynamic processes surrounding how external and internal factors 
influence the design, use and outcomes of internal controls. 

1.4.2 Contingency-based insights  
Contingency theory has long been applied within the fields of organization 
and management control, in order to find out about the relationship between 
context and organizational design (Chenhall, 2003). Leading frameworks on 
internal control (e.g. FRC, 2005; COSO 2013a) are aligned with the contin-
gency-theory of organizational design (Jokipii, 2010). Therefore I expect 
organizations to tailor their internal-control arrangements to environmental 
and firm-specific requirements. This is also the notion underlying the recent 
piece of research by Jokipii (2010), in her contingency-based study on inter-
nal control.  
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By using a case study approach I attempt to use contingency-inspired re-
search in order to provide new theoretical insights as to what affects internal-
control design, use and outcome. By combining a case study approach with 
contingency theory I hope to develop a framework that will expand and en-
hance existing internal-control theory (Yin, 2003:10; also see Tuttle & 
Vandervelde, 2007:242).  

1.4.3 The longitudinal perspective   
A major contribution of this piece of research is that it may provide an ac-
count of the internal-control explosion. My initial hypothesis was that there 
have been major changes taking place from around 2000 onward, with refer-
ence to internal-control practices. Even though the internal-control explosion 
may go back even a decade more, it is safe to say that the implementation of 
the Sarbanes-Oxley Act in the US, the Swedish corporate governance code 
in 2004 and similar legislation, has certainly added to the increasing empha-
sis on internal-control design, use and outcomes in companies.  

Through this study I aim to give an account of the way this explosion has 
taken place, from the inside of a major financial institution. During the last 
decade and more, not only has there been increasing emphasis placed on 
internal control in public discourse, but the concepts of operational risk, 
reputational risk and the theme of governance, risk has emerged to increas-
ingly take place on the agenda of directors and managers. Yet there are very 
few in-depth empirical accounts of these developments, except for the many 
regulatory and professional reports.  

1.5 Contribution to practice   
Although it might seem that internal control was long a private affair for 
accountants and auditors, this was obviously not the case. Increasingly, in-
vestors, shareholders, customers, analysts, credit rating agencies and regula-
tory agencies are concerned with the wellbeing of internal-control systems of 
organizations (Maijoor, 2000; Spira & Page, 2003; Power, 2007; Grant 
Thornton, 2012). Consequently studies on the subject should be interesting 
for a number of different professional roles. Below I pinpoint three primary 
professionally oriented audiences that we believe will benefit from this 
study.   

1.5.1 Contribution to governance professionals  
Even though practice may be ahead of research in this area (because the 
professional literature is plentiful while scientific research studies are lack-
ing), directors, audit committee members and managers may very well find it 
useful to review research studies on the subject, and reflect on any implica-
tions for their own businesses.  

If internal control is a key corporate governance mechanism, as many in-
deed claim, then studies that investigate internal control from a broader gov-
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ernance perspective should be important for governance professionals to take 
notice of. Our findings regarding how and why internal-control designs, uses 
and outcomes are shaped should be highly interesting to those formally in 
charge of companies, the directors.  

1.5.2 Contributions to control professionals 
By control specialists we refer to internal auditors, independent accountants, 
IT-auditors, risk officers, compliance officers and management accountants, 
but also anti-fraud specialists and actuarial professionals. The present study 
is about the development of corporate-wide operational risk-management 
and formal internal-control practices, which is why it could be beneficial to 
dedicated functions involved in risk management and risk control.  

As this study really takes on a corporate-wide perspective to internal-
control design, use and outcomes, it should be interesting to corporate spe-
cialists. The findings from this study, as to the key external and internal in-
fluences on internal control, may also contribute to the knowledge of control 
specialists and help develop their already existing conceptions of internal 
control.  

1.5.3 Contributions to regulators and supervisors  
Regulators, self-regulatory bodies and supervisors are responsible for the 
development and enforcement of regulations, which often include an inter-
nal-control component (Grant Thornton, 2012). The present study is indeed 
about the context-dependent nature of internal-control design, use and out-
come and where the regulatory influence indeed is quite visible. From a 
high-level perspective the nature of regulatory frameworks and standards 
needs to be reasonable and cost-effective. 

As internal-control regulation and disclosure regimes produce effects on 
governance in general, and internal-control practices in particular, it is im-
portant for regulators and supervisors to have knowledge about internal con-
trol, to be able to foresee how current governance and internal-control prac-
tices will be transformed by new or updated regulations. This is of vital im-
portance in order to avoid significant and unnecessary adjustment costs for 
firms and the overall business community (Spira & Page, 2003:658). Conse-
quently a study such as the present one may help in this respect.  

1.6 Thesis structure  
This thesis is divided into two main sections: one which is primarily concep-
tual or theoretical in nature (chapters 1-3) and one which is primarily empir-
ical (chapters 4-6). In total I thus have 6 chapters, a large portion of which 
consists of chapter 4, which provides an empirical account of the case study. 
The present chapter is the introductory chapter, which is followed by a chap-
ter on the theoretical basis for the study and details prior relevant research.  
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Chapter 3 will provide details concerning the research method: it will 
simply give an account of what I have done. In that chapter I also discuss 
some methodological challenges that may be important. Chapter 4 comprises 
the empirical foundation of the study.  

Chapter 5 provides analysis, and this is where theory meets empirics. In 
that chapter I use our tentative theoretical framework to analyze internal-
control design, use and outcomes. Finally, in chapter 6, I summarize overall 
conclusions, elaborate on the contribution of the thesis and recommend a 
future research agenda. Figure 1 below illustrates the thesis structure.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
     
 
 
Figure 1: Thesis structure and content.  

  

 



27 

2 Theoretical Foundation 

2.1 Internal control  
The increasing need for internal control has largely developed as a result of 
the divorce of owners from managers, and the growth in size and complexity 
of businesses (Haun, 1955; Kirkpatrick, 1962; Zannetos, 1964). Lee (1971) 
has shown that the practice of internal control has a long-standing history. 
Internal control as a practice has however mainly developed within the fields 
of accounting and auditing (Haun, 1955; Kinney, 2000; Maijoor, 2000; Heier 
et al., 2005; Power, 2007).  

In an early paper in the Accounting Review, Brown (1962) suggested that 
one of the first formal accounts where the concept of internal control was 
recognized, was by the English audit-specialist Lawrence Dicksee (1892), in 
his book on auditing from 1892. Dicksee (1892:8) claimed that:  

It is of the highest degree of necessity that the Auditor, before commencing the 
investigation should thoroughly acquaint himself with the general system upon 
which the books have been kept […] having thoroughly made himself the mas-
ter of the system, the auditor should look for its weakest points.   
 

In 1905 Dicksee expanded his thoughts on the subject and referred to a gen-
eral system of internal check that the company had installed as a way of de-
tecting and preventing fraud and bookkeeping errors. Brown (1962) shows 
how the importance of this system of internal check developed in association 
with the development of audit objectives and techniques. This system of 
internal check later came to be referred to as internal control, and Heier et al. 
(2005) show that there has been an ongoing debate throughout history as to 
the boundaries and meaning of this concept.  

2.2 The internal-control explosion   
As we noted internal control has developed in close association with audit 
objective and techniques (Brown, 1962). There has been a gradual develop-
ment in audit technique, from detailed substantive testing of each transaction 
towards a risk-based approach. In the latter approach verification is made 
based on the concepts of inherent risk, control risk and audit risk (Sherer & 
Turley, 1997:251).  

The change in audit practice is in turn a result of changes in the general 
business landscape. As organizations grew new and increasingly larger and 
sophisticated information and communication technologies were introduced, 
the complexity of business models and transaction flows have made it neces-
sary to shift to a business-risk audit focus (Brown, 1962). By considering the 
effectiveness of internal controls, auditors were able to limit substantive 
testing of financial transactions (Lee, 1988:127).  
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But there are additional developments worth noticing that contributed to 
the rise of internal control. New business and audit technologies have made 
almost any imaginable object auditable. The increase in formal institutions 
that monitor, inspect and supervise organizations, people, processes and 
systems clearly shows the rising importance of quality assurance processes 
as the way of making sure that pieces of work are up to standard. Power (e.g. 
1997, 2003, 2007) has written extensively about the so-called audit society, 
which jointly with other developments have contributed to an internal-
control explosion according to Maijoor (2000).    

Internal control has in this context emerged as a separate management 
field of practice and become a key a regulatory and managerial object (Mai-
joor, 2000; Spira & Page, 2003; Power, 2007). Broader approaches to inter-
nal control, predominantly the COSO framework from 1992, have contribut-
ed to its expansion outside of the narrow field of auditing, and the context of 
financial reporting. While earlier it might have seemed that internal control 
was an affair for assurance specialists, this is no longer the case, as investors, 
directors and managers increasingly consider the quality of internal-control 
systems (see Arwinge & Hult, 2013).  

An important and interesting internal-control development, which was 
emphasized as early as in the paper by Brown (1962), relates to management 
reporting on internal control. In that paper Brown makes it clear that even 
early on there were requests from stakeholders for additional information 
regarding the status of internal control in companies. The supply of internal-
control-related information would contribute to reducing any uncertainties, 
due to information disadvantages, that stakeholders have regarding the quali-
ty of internal-control systems in firms. This demand for internal-control in-
formation thus contributed early on to the increased attention that was paid 
to internal control (Brown in Lee ed., 1988:696).  

In the light of that background, it is clear that the internal-control system 
is closely associated with the greater accountability system (Power, 2007). 
Accountability broadly refers to the demand and supply for reasons of con-
duct (Roberts & Scapens, 1985:447). If uncertainties exist regarding the 
effectiveness of internal-control systems, stakeholders demand assurances 
that independent assurance providers supply in the shape of information 
about the status of internal-control quality.  

The disclosure of risk-management systems and internal control is today 
a fundamental feature of many corporate governance regulations (see Ar-
winge & Hult, 2013). Behind this development lie the corporate malfunc-
tions, of course, some of which have received significant media attention on 
a worldwide basis, such as the wipe-out of Barings bank in 1995 or the larg-
est bankruptcy in the history of the United States, Enron5.  
                               
5 The collapse of Enron in 2001 led to the passing by Congress in the US of the Sarbanes-
Oxley Act in June 2002, which created the Public Company Accounting Oversight Board 
(PCAOB) (see Tacket et al., 2004). In 1995 the Barings bank incurred trading losses twice the 
amount of the entire capital of the bank and was forced into bankruptcy (see Blunden & 
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More recent examples of poor risk-management practices are the bank-
ruptcy of the investment bank Lehman in the United States in 2008, which 
sparkled the global credit and liquidity crisis, the Swedish HQ Bank bank-
ruptcy in 2010, or even the troublesome Deepwater Horizon oil spill in the 
Gulf of Mexico (see OECD, 2010; Westman, 2011; Adamson, 2012; Ander-
sen et al., 2012; Kaplan & Mikes, 2012). In a paper by Mikes (2011:226) the 
author concludes that “paradoxically, the growth of risk management is often 
stimulated by what appears to be its failures.”   

As a result calls have been heard for stronger corporate governance 
(Hermanson & Rittenberg, 2003:39), and in this context internal control has 
come to be referred to as a key corporate governance mechanism (Rae & 
Subramaniam, 2008:106). Regulations have been introduced in many coun-
tries that include internal-control disclosure provisions that vary in scope and 
depth (Spira & Page, 2003). Internal control has gone public and any defi-
ciencies that were previously a private affair to companies are increasingly 
made externally visible (see Power, 2007:34-65).  

Yet another development is important to mention. The transformation of 
management practice in recent years (Power, 2004; 2007), with increasing 
attention being paid to the governance of risk (Renn, 2008), enterprise risk 
management (see e.g. COSO, 2004; Power, 2007; Mikes, 2009, 2011; 
Kaplan & Mikes, 2012), operational risk (see e.g. Power, 2005; Kallenberg, 
2009; Wahlström, 2009; Andersen et al., 2012) and reputational risk (e.g. 
Mahon, 2002; Scott & Walsham, 2005; Power, et al., 2009; Miller, 2009; 
Bergh, et al., 2010), has contributed to a re-invention of internal controls 
(Spira & Page, 2003).  

Internal control has always had a direct relationship to risk but today it 
remains embedded in enterprise risk management (ERM) practices as a fun-
damental risk response mechanism (COSO, 2004, 2013; Sobel & Reding, 
2012). Internal control is a companion that follows with entity-wide risk-
assessment processes based on corporate objectives and strategies (Power, 
2007:35; COSO, 2013). 

Internal control is thus explicitly tied to risk-management practices, con-
stituting a part of a formal set of risk treatments where controls are applied 
to avoid, reduce (mitigate), share, accept or exploit risk relating to various 
objectives (COSO, 2004; Power, 2007:49; Sobel & Reding, 2012:114)). 
Wider approaches to internal controls, such as the COSO framework (1992, 
2013a), have become blueprints for internal-control practices in firms, and 
its principles are often embedded in regulations and standards.  

The increasing importance of internal control seems no longer to be driv-
en by the concerns of auditors but more by those of regulators, supervisors, 
investors, customers, directors and managers, as this thesis also elaborates 

                                                                                                                             
Thirlwell, 2010). The Enron debacle has been a major driver for better financial reporting 
quality, while the Baring bank debacle has been a major driver for better operational risk 
management.  
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on. The technical approaches to risk are obviously still of inherent im-
portance (Renn, 2008:15), but discourses about risk and internal control have 
evolved towards a focus on organizational governance (Power, 2007:18-19; 
Renn, 2008; also see Mikes, 2011; Aebi et al., 2012; Kaplan & Mikes, 
2012).  

Today risk management is much more than assigning probabilities to 
measure individual risks of credit, market, liquidity or insurance.6 It is about 
aggregating risks on both a corporate level and a national level in order to 
manage exposures and uncertainties effectively (see Renn, 2008; Arnold et 
al., 2011; also Kaplan & Mikes, 2012; Aebi et al., 2012:3213). In fact, the 
entire financial crisis that began in 2007 is widely seen as partly caused by 
inadequate corporate-wide risk aggregation processes that failed to take into 
account combined exposures (see BIS, 2013). 

From a risk governance perspective, internal control is viewed as a mech-
anism for companies in the defense of financial and non-financial assets 
(Kaplan & Mikes, 2012). Non-accounting controls over credit, liquidity, 
market and operational risks are expected to be as robust as traditional finan-
cial accounting controls (BIS, 2013:8).  

Concurrently the enabling effect of internal controls is emphasized, in-
cluding the link between better risk management, better capital allocation 
and improved performance (COSO, 2004). In this context, better allocation 
of risk-management efforts will lead to more efficient and effective use of 
internal control, which ultimately will benefit firm performance. This is also 
partly the basis of the recent and comprehensive insurance regulation, Sol-
vency II. Issues of risk governance significantly influence organizational and 
regulatory policy today (Bhimani, 2009:3; Adamson, 2012). 

2.3 Defining internal control 
Internal control forms part of formal laws, regulations and standards. There-
fore it seems reasonable to provide a few reference points regarding existing 
definitions of internal control. Most are quite similar (Phister, 2009:19) 
which is why there is little need to go into the details of each definition.  

Instead we choose to emphasize the features that distinguish internal con-
trol from other control concepts, predominantly management control. We 
need to make clear what internal control is and what it is not. Thereafter we 
turn to the framework of internal control, which is commonly referred to in 
technical literature and academic studies on the subject: Internal Control – 
Integrated Framework by the Committee on Sponsoring Organizations of 
the Treadway Commission (the COSO) from 1992.  

                               
6 There is traditionally a distinction made between uncertainty and risk. Risk is associated 
with the ability to connect probabilities to grip the uncertainty by using for example statistical 
measurements, regression to the mean and diversification. When this is not possible, only 
estimates can be made (Holt, 2005:253).  
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This framework, which was updated in 2013, represents the broader view 
of internal control (Haun, 1955; Kinney, 2000; also see Pfister, 2009:18) and 
as the COSO will serve as the reference for internal control in this study, it is 
important that I let readers know what I mean by internal controls. The CO-
SO framework has been selected as it represents an integrated system for 
treating and addressing risks (see Sobel & Reding, 2012:21) and is widely 
diffused and furthermore generally accepted good practice (see Kinney, 
2000; Power, 2007:49; Pfister, 2009:48).   

2.3.1 Some reference points  
Formal corporate law often refers to internal control. In Sweden for example, 
the Swedish Companies Act (SFS 2005:551) refers to the responsibilities of 
the board, including its audit committee, regarding internal-control oversight 
(chapter 8, section 49). In chapter 6, section 2 on risk management, the 
Banking and Finance Business Act (SFS 2004:297) also stipulates that a 
bank should ensure that it has a satisfactory internal control in place. In addi-
tion, the Swedish Annual Accounts Act (SFS 1995:1554) includes provi-
sions that make it mandatory that companies disclose a corporate governance 
report, which includes a report on the most important aspects of internal 
control (6 chapter, 6 §).  

The Swedish Code of Corporate Governance, which is issued by the 
Swedish Corporate Governance Board, in section 7.4 (Kollegiet för Svensk 
Bolagsstyrning, 2010a:20), stipulates board responsibilities with reference to 
internal control over financial reporting. Supervisory guidelines also regulate 
internal-control responsibilities. The Swedish Financial Supervisory Au-
thority, which is charged with supervising financial undertakings in Sweden, 
defines internal control in regulation FFFS 2005:1 (chapter 5, section 5) as a 
process that provides certainty related to objectives concerning operations, 
financial reporting and compliance. The Basel Committee on Banking Su-
pervision (BIS, 1998:8), in their original framework for internal control in 
banks from 1998, defines internal control in a similar way.  

Looking outside of Sweden, the Sarbanes-Oxley Act in the United States 
from 2002 has received by far the most attention among laws that regulates 
internal-control activities. It specifically regulates internal control over fi-
nancial reporting and mandates executive sign-off on the design and effec-
tiveness of internal controls. The UK corporate governance code also in-
cludes a passage on internal control (FRC, 2012:18) and refers to the Turn-
bull Guidance (FRC, 2005) for implementation advice7.  

In addition to laws and regulations, technical frameworks exist, such as 
COSO (2013a) from the United States and the CoCo (1995) from Canada. 
                               
7 In 1999 the Financial Reporting Council published the report Internal Control – Guidance 
for directors on the Combined Code. This document came to be labeled the Turnbull-guidance 
and sets out best practices for internal control for listed companies, based on the section C.2 
in the Combined Code (see Arwinge, 2013). Currently, in late 2013, the FRC is consulting on 
an updated version of this guidance (see FRC, 2013).  
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The CobiT framework, issued by the IT Governance Institute, provides 
guidance on internal control over information technology which is aligned 
with the COSO framework (IT Governance Institute, 2007:5). The account-
ing community, through the organization International Federation of Ac-
countants (IFAC), released an internal-control guidance in 2012 that also 
aligns with the COSO definition (2012:20).  

External auditing standards provide guidance on internal control and In-
ternational Standards on Auditing (ISA) 315 for example, provided by the 
International Audit and Assurance Standards Board (see IAASB, 2006) at 
International Federation of Accountants (IFAC), provides technical advice 
for independent accountants.  

Based on the implementation of the Sarbanes-Oxley Act in the United 
States, the Public Company Accounting Oversight Board (PCAOB, 2007) 
has also issued separate guidance on an audit of internal control over finan-
cial reporting, through Audit Standard No. 5.  

2.3.2 Common and distinguishing features  
Minor variations between definitions of internal control exist (Pfister, 
2009:19; Braiotta et al., 2010:235), but most exhibit common features8. 
There are also a number of distinguishing features which are fundamental to 
internal control and that separate it from other control concepts. These were 
touched upon in Study I but never discussed in detail. Let us review them 
one by one.  

First, internal control is largely defined as a process as opposed to being a 
structure or a system, which was the case in earlier definitions (Heier et al., 
2005:57). This is most likely to highlight the dynamic nature of internal con-
trol and the necessity to continuously adapt to changing internal and external 
requirements (Kinney, 2000:84). If one adopts a broader approach to internal 
control (e.g. COSO) this process of internal control is far-reaching and en-
compasses most processes, not only narrow financial reporting cycles. In this 
way internal control can exist in each process and every business area (Kin-
ney, 2000; Maijoor, 2000; Grant Thornton, 2012).  

Second, there is a strong focus on the corporate governance perspective 
where internal control is regarded as a fundamental defense mechanism 
against risk (see Rae & Subramaniam, 2008:106; also IFAC, 2012). This is 
why internal control often is highlighted in formal laws and regulations. 
There is a focus on the legal entity and the duties of the board of directors 
(Kollegiet för Svensk Bolagsstyrning, 2010:20; FRC, 2012:18).  

In the light of that background, internal control represents an important 
shareholder and investor mechanism that helps them ensure that their assets 
                               
8 As noted by Pfister (2009:15) some variations or differences in interpretations may be due to 
reasons which are more linguistic in nature. The meaning and use of the English word control 
is quite different than for example when control is directly translated into Swedish. It includes 
more proactive and forward-looking meanings whereas for example the meaning of control in 
Swedish [kontroll] is more backwards-looking towards checking.  
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are safe-guarded and that financial reporting information is reliable. In sum 
internal control is thus much about asset safeguarding and asset oversight. 
This seems to distinguish internal control from other control concepts.  

Third, there is an explicit relationship to risk. In a traditional external au-
dit setting, auditing standards refer to concepts of inherent risk and control 
risk, which need to be considered part of audit planning and execution (FAR, 
2009:256-259; also Braiotta et al., 2010:206-210). From a governance per-
spective, internal control is applied following a risk-assessment process that 
in turn is derived from objective setting and the selection of strategies (CO-
SO, 2004; Power, 2007:49; also IFAC, 2012). In this way, internal control 
forms part of a formal system or risk responses to ensure that risk is effec-
tively treated. The emphasis that is placed on risk and risk assessment also 
distinguishes internal control from other control concepts. 

Fourth, financial reporting quality holds a strong position in literature on 
internal control. Based on assessments of inherent and control risk, auditors 
test key controls of significant financial reporting risks (IAASB, 2006). In-
ternal control is considered to be a key deterrent against fraudulent behaviors 
(Charmichael, 1970; Fagerberg, 2008; ACFE, 2012) and key internal con-
trols such as sound management attitudes, segregation of duties and payment 
authorization policies are emphasized in guidance on fraud prevention 
(Ekobrottsmyndigheten, 2009). This link to financial reporting quality and 
protection from asset theft or manipulation constitutes a fourth feature that 
distinguishes internal control from other control concepts.  

Fifth, the concept of reasonable assurance is embedded in definitions of 
internal control. Reasonable assurance is an auditing concept and refers to 
the inherent limitations of controls (FFE, 2007: 47-48; Pfister, 2009:30-31). 
Because no perfect control environment exists, flaws in the design, imple-
mentation and oversight of controls will lead to a control component risk 
that can never be eliminated without incurring unreasonable costs (FFE, 
2007:32).  

Notwithstanding the cost-ineffective nature of such a system, it would 
over time compromise firm performance and ultimately lead to breakdown 
due to great inefficiencies. The concepts of reasonable assurance and inher-
ent limitation of controls calls for a deliberate approach that balances risk-
taking and risk-controlling efforts. The emphasis that internal control places 
on related concepts of reasonable assurance and inherent limitations distin-
guishes internal control from other control concepts.  

Sixth, internal control may be regarded as the fundamental basis of all 
organizational control, as it in fact operates as a quality assurance system 
over all other information and communication systems (Arwinge et al., 
2013). Without effective internal control, information contained within fi-
nancial and non-financial systems cannot be trusted (Simons, 1995:177; 
Pfister, 2009:24-26).  

In this way, internal control is associated with decision-making processes 
in firms, as it helps ensure that information that flows through such process-
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es, and that directors, managers and even external stakeholders act upon, is 
in fact trustworthy. In the light of that background, internal control contrib-
utes indirectly to the decision-making quality in firms.  

2.3.3 The COSO framework  
We noted earlier that the framework of the Committee of the Sponsoring 
Organizations of the Treadway Commission (COSO) will serve as the refer-
ence for internal-control design in this study. This means that when we later 
empirically and analytically describe and discuss internal-control design and 
use, the COSO components are what we are referring to. The COSO frame-
work is the most diffused and tested framework on internal controls on a 
global basis (Power, 2007:49; Tuttle & Vandervelde, 2007:241; Braiotta, 
2010:234), but there have been critical comments regarding its potential 
limitations (e.g. Oliviero, 2001, 2002; Amudo & Inanga, 2009:126). Current-
ly in 2013, the COSO organization released and updated version of the now 
over 20-year-old framework (see COSO, 2013a).  

In their guidance to firms regarding management reporting on internal 
control, the Securities and Exchange Commission in the United States also 
recognizes the COSO as a suitable framework (SEC, 2007:11). The Commit-
tee of European Insurance and Pensions Supervisors (CEIOPS) have been 
requested by the European Commission to development guidance in differ-
ent areas to ensure supervisory convergence, based on the Solvency II di-
rective (EC, 2009). In CEIOPS´s guidance on the system of governance, the 
definition on internal control is based on COSO (CEIOPS, 2009a: section 
3.4).  

The public sector organization, the International Organization of Supreme 
Audit Institutions (INTOSAI), has produced guidance on internal control for 
the purpose of state-owned enterprises. The definition of internal control has 
been adopted from the COSO framework, but emphasis has been an added 
concerning the safeguarding of assets and ethical behaviors (INTOSAI, 
2004:3). Also IFAC, as we noticed earlier, concurs with the COSO defini-
tion of internal control. Additional Swedish guidelines on internal control for 
parts of the public sector also exist, which have been developed by the Swe-
dish Financial Supervisory Authority (see ESV, 2011, 2012a, 2012b, 2012c, 
2012d). Their internal-control definition is similar to the one provided by the 
COSO (see e.g. ESV, 2012a:11).  

These and numerous other examples testify to the impact that the COSO 
framework has had on a global basis. Below we give a brief review of the 
five key components of the COSO framework. For a full discussion about 
the individual components, I refer to Study I (Arwinge, 2010). Some of the 
discussions below regarding the internal-control process are based on certain 
sections in Study I.  
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The internal-control process 
Internal control is viewed as a process that consists of five related compo-
nents designed to produce reasonable assurance that objectives will be met 
within three categories: financial reporting, efficiency and effectiveness in 
operations and compliance with laws and regulations.  

Internal-control processes operate at different levels of effectiveness, and 
the output of internal control may correspond to assurance. As a conse-
quence, internal-control processes that are cost-effective, embedded, and 
dynamic and address meaningful risks produce stronger assurance, for po-
tentially less money, than those internal-control processes that are not.  

Internal control is assessed to be effective when the directors and senior 
managers have reasonable assurance that they understand the following (see 
COSO, 2013b:8): the extent to which the operations of the organization is 
managed effectively and efficiently, if reports are prepared in conformance 
with regulations and if the organization complies with rules and regulations.  

To be able to understand the above mentioned, directors and managers 
must know about the quality of internal-control systems. This is largely a 
matter of perception, but perceptions may be more or less informed and sub-
stantiated. An internal-control process may be effective and everyone knows 
or ineffective and nobody knows. The latter case is obviously the trouble-
some one, but perhaps not uncommon. All this, however, jointly calls for a 
deliberate approach regarding internal-control accountability. Controls that 
do not get the proper attention tend to weaken (COSO, 2009a; Grant 
Thornton, 2012).  

Effective internal control can thus help an organization towards achieving 
its objectives. As such, it may be regarded as a driver for compliance, finan-
cial reporting quality and overall efficiency and effectiveness in operations. 
However, assurances may be produced in various ways, depending on the 
nature of the risk and related objectives. Risks related to poor financial re-
porting quality or non-compliance largely fall within the full control of the 
company. Existing internal controls, if effective, can be expected to provide 
reasonable assurance to management and the board regarding the mitigation 
of risks in relation to objectives.  

With reference to strategic risks9 and even some types of operational 
risks, achievement is partly outside of company control.10 According to CO-
SO, this is why controls in this regard only can provide reasonable assurance 
that management and the board are made aware of the extent to which the 

                               
9 This risk is related to consequences occurring because management made bad strategic 
decisions for the business (Blunden & Thirlwell, 2010:9). Deloitte (2013:4) refers to strategic 
risks as those that affect or are created by the strategy or strategic objectives of an organiza-
tion.  
10 Internally related operational risks may be fully mitigated through controls to reduce both 
probability and impact. For operational risks that refer to external events one may be able to 
mitigate their effects, but it might indeed be difficult to prevent them from materializing (see 
Blunden & Thirlwell, 2010; Kaplan & Mikes, 2012).  
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company is moving towards strategic and operational objectives, and that 
risks are managed in a responsible way. COSO argues that in these cases, 
assurance is produced that directors and managers receive information and 
are made aware of strategy execution progress in relation to objectives (CO-
SO, 2004:3).  

However, irrespective of the type of objective (operational, compliance or 
reporting), internal control cannot prevent bad judgment or poor decision 
quality, but an effective and efficient set of controls can provide reasonable 
assurance that risks to objectives are being identified and treated within ac-
ceptable levels. Risks may be categorized differently, which is why frame-
works and standards vary slightly, although most exhibit significant overlap. 
From financial industry regulatory standpoint the critical risks to consider 
are usually credit (including counterpart) risks, different insurance risks, 
market, liquidity and operational risk (BIS, 2013).  

Obviously risks vary in character and consequently in preventability. 
Some risks are assumed proactively to earn a profit while others are mostly a 
cost of doing business (see Blunden & Thirlwell, 2010; Fraser & Simkins, 
eds., 2010). Kaplan and Mikes (2012) proposed a framework for how organ-
izations may address three types of risks: strategy risks, external risks and 
preventable risks. All risks can be planned for (if identified), while some are 
un-avoidable, so damage control becomes the key focus in those cases. You 
can for example plan in advance for, and to some extent also mitigate, risks 
related to blackouts or similar adverse events through controls such as con-
tingency plans and insurances.  

Traditionally risk management is about leveraging knowledge about 
risks, to be able to assume the calculated risk. Once identified and measured, 
techniques such as insurance terms and pricing, credit terms and credit ap-
proval processes as well as forward contracts, hedging and options may be 
applied to contain and exploit risks (Holt, 2005; Sobel & Reding, 2012). 
Some risks have an upside and are often labeled symmetric, while others are 
asymmetric and thus only have a downside in the short-term perspective 
(Holt, 2005:254).  

Operational risks cannot usually be priced and exchanged in the market 
place while market and credit risk can: they are (usually) not deliberately 
taken on proactively to earn a profit (Blunden & Thirwell, 2010). Respond-
ing to credit or market risk can differ greatly and is indeed intimately associ-
ated with the strategic management of firms. Derivatives can be used to 
speculate in order to make a profit or only to hedge for future price increases 
related to the procurement of necessary materials (Sobel & Reding, 
2012:61). Less conservative credit approval processes will generally lead to 
more sales, although also greater credit losses (Fraser & Simkins eds., 
2010:269).  

Generally there are no perfect controls to avoid the occurrence of certain 
types of risks. In such cases, internal controls are much about identification 
and preparation for the unlikely, but still possible. On the other hand, high-
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frequency, low-impact risks that originate from inside the organization may 
be more easily identified and addressed.    

A problem that may often arise in the case of internal control, as also 
stated by Pfister (2009:26), is that internal-control effectiveness is (unfortu-
nately) only visible when internal control is ineffective, i.e. in the case of 
control failures resulting in loss of assets, lawsuits or incorrect financial re-
porting. However, as we noted earlier, this calls for an informed and substan-
tiated opinion regarding the effectiveness of the system of internal control.  

Components and principles of internal control  
Internal control is viewed as a process consisting of five essential compo-
nents, which have been kept intact also in the new release of the COSO in-
ternal-control framework of 2013 (COSO, 2013a). All components need to 
be present and functioning in order for internal control to be effective, but 
this is not enough. They must be designed and applied in an integrated and 
coherent manner in order to provide effective assurance. This calls for a joint 
approach where the mutual character of each component is considered. The 
role of the internal-control architect is thus important (Oliviero, 2001, 2002).  

The first component is the control environment. This is a fundamental 
component since it establishes the tone at the top and can instill the sound 
behaviors and control attitudes that are necessary. The control environment 
enables or disables a sound risk culture. This component is about making 
sure that risks are identified and that decisions-makers are risk-aware. It is 
not about creating a risk-adverse mindset but about establishing corporate 
values that are connected to how organizational members should work col-
lectively in order for the organization to earn profits (Fraser & Simkins eds., 
2010). This component consists of controls such as ethical values, human 
resource policies, managerial attitudes, board activity with reference to risk 
appetite and risk monitoring, organizational structure and the assignment of 
authority and responsibility.11 
  Control environment controls exist on an entity-wide level, which is why 
they have broad and pervasive effect on business processes, control diligence 
and risk-taking behaviors. In the updated version of the framework from 
2013 (COSO, 2013a), five principles have been introduced that are relevant 
to all organizations in all industries.12 They comprise the following areas:  
 
o Commitment to integrity and ethical values.  
o Board independence from management and overseeing internal control.  

                               
11 Risk appetite is a term that largely refers to the total amount and type of risk that a company 
is willing to take on based on objectives. Different alternative definitions however exist which 
vary slightly in nature (see Sobel & Reding, 2012:60).  
12 Note that the different principles that are accounted for in this section, based on the COSO 
2013 framework of internal control, are not exactly quoted, but we only make a comment 
regarding their high-level area and content. For a more detailed description we thus refer to 
COSO (2013a).  
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o Establishment of authorities and responsibilities by management.  
o Commitment to competence.  
o Enforcement of accountabilities.  
 
The second component is risk assessment. This component has been further 
developed through COSO´s additional framework - Enterprise Risk Man-
agement – Integrated Framework from 2004. It entails the organizational 
risk-assessment process and the process of risk identification and selecting 
appropriate risk responses. In the updated version of the framework on inter-
nal control from 2013 (COSO, 2013a), four principles are introduced relat-
ing to the risk-assessment component that an organization must consider:  
 
o Specification of objectives.  
o Identification and assessment of risk responses13.  
o Consideration of fraud risk.  
o Identification and assessment of changes that can impact the system of 

internal control.  
 
The formal system of risk responses includes avoidance, acceptance, sharing 
or reduction (COSO, 2004:4), and the appropriate risk response is selected 
based on an assessment of likelihood and effect and, above all, the company 
risk tolerance level.14 Recently the COSO has released additional papers on 
key risk indicators, risk governance and risk appetite, partly as a result from 
risk oversight failures during recent years´ financial crisis (e.g. COSO, 
2009b, 2009c, 2011a, 2011b).  

The third component of internal control comprises of control activities. 
They are the fundamental control policies and procedures that are located on 
all business levels and in all business processes (Trenerry, 1999:14). Typical 
control activities include performance reviews, information processing con-
trols, physical controls, reconciliations activities and segregation of duties 
(1999:15-19).  

Different types of controls exist, however, and control classification 
schemes have been discussed and debated throughout the years (Bower & 
Schlosser, 1965; Heier, et al., 2005). In the updated version of the frame-
work from 2013 (COSO, 2013a), three principles are introduced relating to 
the control activities component that an organization must consider: 
 

                               
13 The treatment of risk (i.e. risk responses) varies slightly dependent on framework. For 
example, the ISO 31000 standard (2009) also entails treatments to better exploit risks (Sobel 
& Reding, 2012:114). Risk treatments include avoidance, mitigation, sharing, accepting and 
exploiting (Sobel & Reding, 2012:114-115).  
14 The definitions of risk tolerance vary slightly in nature; however generally risk tolerance 
relates to risk-taking boundaries that the organization is expected to operate within based on 
objectives and the overall risk appetite (see Sobel & Reding, 2012:62; also see COSO 
2012:11).  
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o Selection and development of control activities to mitigate risk.  
o Selection and development of controls over information technology.  
o Deployment of control activities through policies and procedures.  
 
The fourth component consists of information and communication. From a 
financial reporting quality perspective, transactions and financial data need 
to be accurately captured, distributed, recorded and communicated through 
accounting systems. Systems and procedures installed by management need 
to ensure that transactions are valid, timely recorded, properly classified and 
valued, and comply with generally accepted accounting standards (Trenerry, 
1999:13-14; also see FAR, RS 500, 2009:274 for financial assertions).  

In the updated version of the framework from 2013 (COSO, 2013a), three 
principles are introduced relating to the information and communication 
component that an organization must consider: 
 
o Obtain and generate information to support other components.  
o Communicate internally regarding matters of internal control.  
o Communicate externally regarding matters of internal control.  
 
From a broader internal-control perspective, however, information needs to 
be captured and communicated throughout the organization so that people 
can be expected to rely on, and act upon, information in their decision-
making processes. They also need information to enable them in the dis-
charge of their internal-control duties and responsibilities. If managers and 
employees are unaware of fundamental duties, responsibilities and proce-
dures, then this will have negative effects on the effectiveness of internal 
control. This component is all about supporting the other components with 
timely and relevant information (COSO, 2013A).  

The fifth component of internal control is monitoring. This component is 
another one that was developed further through a separate framework, which 
was published in 2009 (COSO, 2009a). This was done to facilitate the un-
derstanding of the value that effective monitoring controls bring. An under-
standing that, according to the COSO, was incomplete in many organizations 
(COSO, 2009a:1). This component is all about making sure that the other 
components are present and effectively functioning in an integrated manner 
(COSO, 2013a).  

In the updated version of the framework from 2013 (COSO, 2013a), two 
principles are introduced relating to the monitoring component that an or-
ganization must consider: 
 
o Select and perform ongoing and separate evaluations.  
o Evaluate and communicate internal-control deficiencies.  
 
Further guidance published on board oversight also highlights the crucial 
importance of monitoring controls that effectively capture information about 
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risk exposures and potential control deficiencies (see COSO, 2009a)15. Moni-
toring controls take their departure in a state where controls in fact are effec-
tive. Controls are then continuously followed-up regarding design and oper-
ating effectiveness to ensure that they remain effective over time. The com-
plexity and speed of the business landscape of today warrants attention to 
monitoring controls (COSO, 2009a; Grant Thornton, 2012; also IFAC, 
2012:7).  

2.4 Literature review  
This part entails a literature review that covers some research streams on 
internal control. We will pay special attention to important, relevant and 
recent studies, with particular focus on contingency theory as well as contin-
gency-based internal-control and risk-management studies. For a more com-
prehensive literature review on internal-control writings, I refer to Study I 
(Arwinge, 2010). The purpose of this review is accordingly not to give an 
exhaustive account of all research, but rather to summarize major research 
streams and pay attention to findings from prior relevant studies on internal 
control.  

Internal-control research seems quite diverse and covers various issues, 
using different theoretical lenses and methods. Research on evaluation of 
internal control, for example, uses structure-judgment theory, while research 
on the disclosure of internal control relates to for example agency theory and 
literature on the value of information. Research on the management and de-
sign of internal control uses mainly agency theory and contingency theory, 
but at times also brings institutional theory into the analysis.  

Mostly quantitative data collection techniques seem to be used, especially 
for Sarbanes-Oxley-related internal-control disclosure studies, based on pub-
licly available data. However, experiments are used to examine the internal-
control evaluation process, and there are also examples of in-depth field 
studies and exploratory case studies.  

Figure 2 presents the stakeholder-process model of internal control and 
summarizes the high-level stakeholders, or actors, and their fundamental 
responsibilities with reference to internal control. This model is a revised 
illustration from Study I (Arwinge, 2010:171) and provides an adequate 
starting point, as research on internal control is related to stakeholders and 
their respective internal-control duties.  

On the right-hand side in the figure, company insiders include directors, 
executive managers, operational managers and employees but you also find 
internal auditors to the left-hand side who are also seen as company insiders. 

                               
15 Different types of internal-control deficiencies exist, and they are related to the severity of 
the deficiency. Also, different frameworks and regulatory standards use different definitions. 
COSO in their updated framework talk about internal-control deficiency and major internal-
control deficiency. For Sarbanes-Oxley purposes, a slightly different classification scheme 
has been used, addressing deficiency, significant deficiency and material weakness.  
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Company outsiders include regulators and supervisors, analysts and share-
holders, credit rating agencies and external auditors.  
 

 
 
Figure 2: The high-level stakeholder-process model of internal control.  

 
As we can see from Figure 2, stakeholders relate to specific high-level pro-
cesses, which should be seen as meta-level processes regarding internal con-
trol. These processes comprise vital links in a nation´s corporate governance 
system, and which may enable or disable the risk-management efforts of 
companies and the overall risk-management quality of businesses.  

Directors oversee internal control whereas management obviously man-
ages internal control. Investors, including shareholders, demand and analyze 
internal control, as do credit rating agencies. All auditors review and assess 
internal controls (though for different purposes), while lawmakers and regu-
lators design, impose and supervise internal-control requirements. A point is 
that, from a national perspective, corporate governance quality depends on 
the quality of each process as well as how well processes are linked together. 
A weak link is likely to adversely affect the overall internal-control process 
quality.  

As we will see from the literature review below, streams of internal-
control research often relate to these specific processes and stakeholders. 
Below we have grouped together prior internal-control-related research into 
three areas. Disclosure and transparency, which are largely related to the 
perspectives of company outsiders, evaluation and assessment, which are 
largely related to the internal-control evaluation process and finally govern-
ance and management, which primarily take on a company insider perspec-
tive on the design, uses and outcomes of internal control.  

2.4.1 Disclosure and transparency    
Disclosure lies at the heart of corporate accountability and refers to the form, 
content and reliability of information that is disclosed to investors and the 
general public (Spira & Page, 2010). Power (1997, 2007) has observed how 
internal control has become a key regulatory object and a new fundamental 
accountability mechanism.  

One research stream involves disclosure and transparency regarding in-
ternal control in companies. Researchers in this area have investigated the 
demand for, as well as the designs and effects of, internal-control disclosure 
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requirements. This research is associated with the perspectives of regulators, 
investors and shareholders, analysts and credit rating agencies.  

A driving force behind the development of disclosure requirements is 
corporate malfunctions, which have made it publicly visible that good prac-
tices of risk and internal control do not exist in all firms (Braiotta et al., 
2010:234). Poor risk-management practices lead to disclosure requirements, 
which in turn lead to more requirements and hopefully better risk manage-
ment (see Mikes, 2011).  

Spira and Page (2010) provide an interesting examination of the regulato-
ry tool of disclosure. In the UK context, they find that the disclosures on 
internal control by companies are boilerplate (i.e. look rather the same and 
follow a standardized format) in nature, often only stating the obvious. This 
seems to be true also from a Swedish perspective (Arwinge & Hult, 2013).  

The findings from the study by Spira and Page (2010) remain important 
and show that regulatory disclosure requirements on internal control are 
complex matters, and not always effective. Most parties seem to agree con-
cerning the importance of systems of internal control and risk management 
within organizations. However, organizations may be unwilling to disclose 
any details (which at times may even border on the nature of their competi-
tive advantages), and so external parties do not obtain the type of infor-
mation they need. Obviously, capital markets and the general public may 
look to other information when making their decisions (Spira & Page, 
2010:426-427).  

Like much corporate governance regulation, disclosure requirements fol-
low the standard pattern and thus occur after economic turmoil and corporate 
malfunctioning (Romano, 2005:1591). To resolve agency issues and mitigate 
information asymmetries between company insiders and outsiders (or be-
tween company insiders, such as directors and managers) regarding the qual-
ity of internal control systems, the solution is to supply information and im-
pose controls (Jensen & Meckling, 1976; Fama & Jensen, 1983; Eisenhardt, 
1989a; Baiman, 1990).  

The invention that firms should disclose information about the quality of 
their internal control systems is not an entirely new one, however, and aca-
demic research on the subject consequently goes back some time (e.g. Wal-
lace, 1981). Two phenomena are frequently investigated: management re-
porting on internal control and auditor reporting on internal control, includ-
ing their relationships to firm performance and various market outcomes. For 
example, the relationship between reporting on internal control and the relia-
bility of the financial reporting, or auditor attestation of reports on internal 
control and its relationship to audit costs, perceptions about the reliability of 
financial reporting and general risk of the company.  

Hermanson (2000:326) claims that the debate on internal-control report-
ing boils down to three questions. These have been detailed below. I have 
chosen to add a fourth and final one due to the debate of recent years regard-
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ing whether directors should testify to the effectiveness of internal control, 
or only to its design.  

Should management reports on internal control be voluntary or mandato-
ry? Should reports be confined to financial reporting quality only, or cover 
other processes as well? Should auditors be required to provide assurance 
over management reports on internal control? Should reports contain a de-
sign statement only or should statements also address the effectiveness of the 
internal-control system?  

Both mandatory and voluntary internal-control disclosure regimes exist. 
There have been studies on the regulatory requirements in themselves in 
order to examine and determine their reasonableness and effectiveness (see 
e.g. Spira & Page, 2003, 2010; Romano, 2005; Tacket et al., 2006; Zolnor, 
2009).  

There are a number of studies that investigate the adequacy and effec-
tiveness of disclosure requirements (e.g. Wallace, 1981; Raghunandan & 
Rama, 1994; McMullen, Ragahunandan & Rama, 1996; Hermanson, 2000; 
Solomon et al., 2000; O´Reilly-Allen & McMullen, 2002; Bronson et al., 
2006; Linsley & Lawrence, 2007; Hanron et al., 2010). They point to the 
challenges for regulators in designing adequate regulatory disclosure re-
quirements that do not impose unnecessary costs on businesses.  

The findings from these studies also suggest that there are major chal-
lenges related to preparing and communicating adequate internal-control 
reports to capital markets and the investing public. Spira and Page (2003) 
emphasize the importance of adequately considering the existing internal-
control and audit environment of firms, before implementing new regulation. 
Otherwise substantial adjustment costs may be incurred. 

In their review of disclosure requirements, Spira & Page (2003:651) 
claimed that internal-control disclosure regimes vary in scope and depth and 
can be classified accordingly. In the regulatory context of the UK, they con-
cluded that there is a “trend away from a narrow scope of internal control, 
with a high level of reporting requirements, towards a broader scope with 
less stringent reporting” (2003: 650).  

Studies have investigated the nature of voluntary disclosure practices (see 
e.g. Bronson et al., 2006; Boesso & Kumar, 2007; Owunsu-Ansah & Gangu-
li, 2010). Using US companies, Owunsu-Ansah and Ganguli (2010) find that 
companies that voluntarily disclose internal-control reports are more likely 
to have audit committees that meet more frequently and are dominated by 
independent non-executive directors. They also find that these companies are 
more likely to have a smaller percentage of ownership interest held by com-
pany insiders.  

Hanron et al. (2010) investigated the determinants of voluntary and man-
datory disclosure requirements from a Malaysian perspective. They found 
for example that well performing firms voluntarily disclose their internal-
control reports, and that there is a robust relationship between internal-
control opinions, and company internal-control quality.  
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Internal-control disclosure requirements produce outcomes but they seem 
to depend on the nature of the specific requirements. The case of the United 
States and the Sarbanes-Oxley Act of 2002 serves as a neat example. In the 
report on Section 404-compliance based on the Sarbanes-Oxley Act, the 
Securities and Exchange Commission (SEC, 2009:56) in the United States 
identified twelve areas which potentially could affect companies from their 
Sarbanes-Oxley compliance efforts.  

These are categorized into direct and indirect effects. Below I describe 
these effects along with the compliance costs as identified by Krishnan et al. 
(2008:170) and Ahmed et al. (2010:353) in their research. Direct benefits 
largely relate to internal-control and financial reporting quality, and better 
assurance provided to the audit committee.  

Indirect benefits involve funding and valuation, for example. Direct costs 
are quite straightforward, but indirect costs refer to both opportunity costs 
and risk aversion. Opportunity costs refer to diverted managers as they may 
be too highly focused on compliance instead of business affairs. Managerial 
risk aversion happens when there is an overly risk-adverse mindset as man-
agers try to control, avoid or eliminate all risk (see Fraser & Simkins eds., 
2010:284). Risk can thus be over-managed and consequently the risk-
intolerance trap needs to be acknowledged (see Fraser & Simkins eds., 
2010:145).  
 
Table 1: Effects of internal-control disclosure requirements.  

 
Direct benefits Indirect benefits Direct costs  Indirect costs 
Internal-control quality Ability to raise capital Internal labor 

costs 

Opportunity 

costs 

Audit committee confi-

dence in internal control 

Investor confidence in 

company 

External audit 

fees 

Managerial risk 

aversion  

Financial reporting 

quality  

Operations efficiency  External con-

sulting fees  

 

Fraud detection and 

prevention capabilities  

Liquidity of company 

common stock 

Technology 

expenses  

 

Financial reporting 

process efficiency  

Company overall 

value 

 

 

 

Financial statement 

audit timeliness  

Confidence in the 

reports of other Sec-

tion 404-companies 

  

 
Following the mandatory disclosure of internal-control deficiencies based on 
the Sarbanes-Oxley act, and related public statements concerning the effec-
tiveness of internal-control systems, there has been a stream of research pa-
pers investigating the relationships between disclosures on internal control, 
and firm performance and market outcomes (see DeFond & Francis, 2005). 
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Studies on the economic outcomes of the US Sarbanes-Oxley act, especially 
the section 404 requirements, initially seemed to focus much on the costs of 
compliance (Rittenberg & Miller, 2005:1).  

In recent years there are increasingly more studies looking at the direct 
and indirect benefits of the SOX 404 requirements. Specifically studies are 
looking at the way disclosed internal-control deficiencies, and related auditor 
opinions, are associated with various firm and market outcomes (see e.g. 
Ashbaugh-Skaife et al., 2008, 2009; Arnold et al., 2009; Shelton & Witting-
ton, 2008; Schneider, 2009; Ittonen, 2010; Klamm et al., 2012; Skaife et al., 
2013).  

In a review paper by Arnold et al. (2009) on internal-control reporting 
under SOX, they concluded that companies that disclose internal-control 
deficiencies are usually associated with poorer performance and earnings 
quality, more complex businesses or smaller companies, weaker audit com-
mittees, lower stock market returns and higher audit costs (Klamm et al., 
2012:308). These disclosure outcomes vary, however, based on the nature of 
the internal-control weakness.   

Klamm et al. (2012) find that entity-level type of internal-control defi-
ciencies are more difficult for companies to remedy, whereas Hammersley et 
al. (2012) find that companies that fail to address internal-control weakness-
es are associated with adverse outcomes, such as higher audit fees, audit 
resignation, going-concern and qualified auditor opinions.  

Broadly speaking this stream of research provides valuable insights as to 
the value of internal-control disclosure requirements. However, they also 
point to the challenges related to establishing reasonable and effective inter-
nal-control disclosure requirements that are reasonable and effective.  

These studies have together identified a number of direct and indirect 
outcomes of internal control, based on the public disclosure of internal-
control deficiencies. They provide evidence that companies that have not 
been able to mitigate material internal-control deficiencies, are associated 
with various adverse outcomes, such as lower profitability, returns, audit 
committee quality as well as higher audit costs (Klamm et al., 2012:308).  

Most studies seem to be quantitative in nature however, using archive da-
ta. Therefore they may say less about how direct benefits, such as internal-
control quality or audit committee confidence in internal control, in fact are 
achieved. Through this case study, I aim to contribute to a better understand-
ing of how internal-control design and use may affect overall internal-
control effectiveness.  

2.4.2 Assessment and evaluation    
A second stream of research relates to the duties of the internal-control eval-
uator. These studies often refer to the narrow view of internal control that 
has a direct relationship to financial reporting (Haun, 1955; Simons, 
1995:177; Pfister, 2009:17-18). This is perhaps the area where most internal-
control research has traditionally been conducted.  
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Financial statement auditors are required to obtain an understanding of 
the internal-control environment of clients. If the controls are assessed as 
effective, substantive testing may be reduced (Gadh et al., 1993:115). As 
financial statements are the primary audit object for external auditors, inter-
nal control is considered a means of obtaining understanding, refining audit 
strategy and ensuring an efficient financial statement audit process.  

In the context of internal-control evaluation it is worth noting, however, 
that the transformation of internal control into a managerial object has made 
internal-control evaluation a concern also for directors and managers 
(Changchit et al., 2001:437). Below I highlight a few issues of importance in 
this research area. For a comprehensive review I refer to Fagerberg (2008).  

Research suggests that internal-control evaluation is part structure and 
part judgment. The structure component refers to the documentation process 
and formats, whereas the judgmental aspects refer to the evaluation process 
of auditors. The latter part is obviously more difficult to codify (Ashton, 
1974:143). A number of formats exist such as control matrices, narratives, 
checklists, process maps, flowcharts and questionnaires (Bierstaker et al., 
2008:34). There is a connection between choice of format, the information 
that is obtained, control evaluation and the subsequent risk assessment (Bier-
staker et al., 2008:32).  

Generally the quantity and quality of information that needs to be ob-
tained is dependent on the nature and complexity of the internal-control en-
vironment of the audit client organization. Also, the characteristics of the 
assessor influence the internal-control evaluation process, such as the level 
of competence (professional experience and knowledge) of the individual 
auditor. A number of studies have investigated a variety of issues related to 
internal-control evaluation (see e.g. Brown, 1962; Ashton, 1974; Gadh et al., 
1993; Changchit et al., 2001; Bierstaker, 2003; O’Leary, 2004; Kopp & 
Donnell, 2005; Borthick et al., 2006; Bierstaker & Thibodeau, 2006; Bier-
staker et al., 2008; Bierstaker et al., 2006; Kaplan et al., 2008; Huang et al., 
2009; Sim, 2010).  

Broadly speaking these studies provide valuable insights into the nature 
of the formal and informal aspects of internal-control evaluation. More spe-
cifically they indicate the importance of entity-wide controls and the way 
such controls are pervasive and more complex in nature. These studies also 
highlight that factors such as professional competence, experience and the 
sources of internal-control information affect internal-control evaluations.  

As the nature of the business environment changes (Kallinikos, 2005) so 
does the nature of internal control. Traditional controls such as account rec-
onciliations are still valid, but increasingly controls are embedded in infor-
mation and communication systems: in these cases controls go dark. What 
was previously physical has been made digital (see Carlsson, 2004:253). As 
operational processes change (Raz & Hillson, 2005:53) internal controls 
change and consequently the internal-control evaluation activity.  
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Another development worth taking notice of is the relative importance of 
entity-wide controls, which are increasingly being emphasized. Goldberg 
(2007:69) stated that the Audit Standard 5 (PCAOB, 2007) “places greater 
emphasis on entity-level controls than its predecessor, Auditing Standard 
No.2.” Research studies on the relative importance of different control com-
ponents also reveal that weaknesses in such controls appear to be most sig-
nificant for auditors (O´Leary et al., 2006:85; Fagerberg, 2008). This is also 
aligned with the updated framework of COSO from 2013, which places em-
phasis on control environment controls as well as IT general controls (CO-
SO, 2013a).  

This is furthermore in line with the findings from studies based on the 
disclosure of internal-control weaknesses, where entity-level weaknesses 
(control environment related controls) related to training, general IT and 
senior management are more persistent as they are likely to be more difficult 
to mitigate immediately (see Klamm et al., 2012:308). There are yet other 
studies that focus on the way sources of internal control affect internal-
control evaluations. Studies such as Trotman & Wright (2012) examine how 
triangulation of audit evidence, using both internal and external sources of 
information, affects the final evaluation of internal controls.   

2.4.3 Governance and management  
This stream of research on internal control addresses the spans of duties of 
the board of directors, managers and employees regarding internal-control 
design, use and outcomes, and the boundaries between them. Extending the 
accounting view of internal control, one quickly moves into the boundary 
span of directors and mangers of companies. Maijoor (2000) and Kinney 
(2000) concluded a number of years ago that research on internal control 
from a broader governance perspective is lacking. To some extent this still 
seems to be a fair statement (Jokipii, 2010).  

Looking at research that relates to internal control from a broader govern-
ance perspective, it is possible to detect different approaches. For example 
there are studies that concern internal control but that primarily examine 
risk-management practices (e.g. Mikes, 2009; Woods, 2009). There are other 
studies that also concern internal control but that examine governance prac-
tices (e.g. Turley & Zaman, 2007; Davies, 2009), by for example examining 
the duties of directors and audit committee members and other corporate 
governance pillars.  

There are yet other studies that more directly examine internal control by 
looking at internal-control design, use and outcomes from a broader compa-
ny and management perspective. These studies are scarce, however, espe-
cially studies that examine internal control from an in-depth field study per-
spective. Excellent studies, such as Jokipii (2010) and Pfister (2009) and also 
Amudo and Inanga (2009), do exist however. Jokipii (2010) uses a contin-
gency approach and finds evidence that environmental uncertainty and firm 
strategy have an impact on internal-control design.  
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Pfister (2009) on the other hand uses an in-depth field study approach, 
and develops a framework that helps explain how managers can build a 
sound culture for effective internal control. In this line of research we also 
find studies such as Rae and Subramaniam (2008), who examine the rela-
tionship between internal-control quality and fraud. They found that the in-
cidence of fraud is higher when internal-control quality is poor, including 
also a poor perception by employees about organizational justice. Just like 
the study by Pfister, their findings point to the importance of developing and 
managing the risk culture for effective internal control.    

A key responsibility of the board of directors refers to the oversight of 
risk-management and internal-control systems (OECD, 2004:62; Danish 
Corporate Governance Committee, et al., 2009:8; FRC, 2012:18). Internal-
control-related studies that assume a governance perspective reveal that the 
full board increasingly relies on an audit committee, and Davies (2009:44) 
claims that the “role of the audit committee has definitely evolved” to in-
clude risk management, control, compliance and special investigations. A 
vast number of studies in corporate governance journals concern the effec-
tiveness of board and audit committee processes; however they often only 
indirectly concern the internal-control system.  

From a governance perspective, quantitative (e.g. Krishnan, 2005) and 
qualitative (e.g. Turley & Zaman, 2007) studies provide important insights 
as to the association between board and audit committee activity and inter-
nal-control issues. Krishnan (2005) finds that independent and financially 
competent audit committees are associated with fewer internal-control prob-
lems.  

Turley and Zaman (2007) study audit committees through a case study 
approach, and find interesting evidence about the importance of informal 
audit committee processes for governance outcomes. They also find that that 
the governance history of an organization is important, as well as the power 
play in between participants, and also that audit committee effectiveness 
may be highly visible in non-routine situations. 

Cortesi et al. (2009) provide an Italian outlook on the overall corporate 
governance system, examining the roles of internal audit, statutory auditors 
and external auditors. The study provides yet additional evidence for the 
importance of right attitudes from the board of directors, i.e. the importance 
of tone at the top.  

They also find, however, additional important factors that shed light on 
the primary causes of ineffective governance and internal-control systems. 
These include impairments to the information flow, insufficient support from 
control functions, inadequate control procedures and inappropriate personal 
connections. These are all problems that impair the internal audit activity 
and subsequently the internal-control system of the firm. Causes that can 
hamper the workings of statutory and external auditors remain somewhat the 
same, although a common denominator seems to be poor board and man-
agement attitudes.  
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The responsibilities of the audit committee generally refer to three duties: 
monitoring the financial reporting process, overseeing the internal-control 
and risk-management systems and overseeing external and internal auditors 
(Hermanson & Rittenberg, 2003:50). According to a recent handbook on 
audit committees (Braiotta et al., 2010:4) these duties are best discharged by 
focusing on the appropriate accounting skills in management, internal-
control oversight, external auditor oversight, adequate resources for the audit 
committee´s functions and that audit committee members understand the 
economics behind key transaction flows.   

Studies on risk management are plentiful and there are academic journals 
such as Risk Management that focus solely on such matters. However, exam-
ining enterprise risk-management practices, as defined by COSO (2004), in 
an organizational context has not been done extensively (Mikes, 2009:19; 
Aebi et al., 2012).  

It is widely recognized that ERM is a fundamental process in companies, 
although there are few empirical studies that examine the role of ERM in the 
context of corporate governance and internal control. ERM represents so far 
the peak of the risk-management explosion in recent years, though practices 
differ and companies struggle with implementation and integration (see Are-
na et al., 2010:559). A few studies might however be interesting to take fur-
ther notice of, also from our internal-control perspective.   

In the quantitative study by Aebi et al. (2012) on corporate governance, 
risk management and firm performance in banking in the financial crisis, the 
authors find that companies with chief risk officers reporting to the board of 
directors generally perform better. Arnold et al. (2011) study the relationship 
between ERM processes, organizational flexibility and regulatory readiness 
and find a strong association between the strength of ERM processes and 
organizational flexibility, and also between organizational flexibility and 
regulatory reactiveness.  

Andersen et al. (2012) perform an interesting analysis of operational risk 
related to the financial crisis. They review evidence based on brokers, banks, 
insurance companies, credit rating agencies and investment banks, and find 
that poor risk management of operational risks in these institutions have 
contributed to the financial crisis. The study makes an interesting contribu-
tion and shows the overwhelming importance of properly managing not only 
traditional financial risk, but also operational risk.  
  Kallenberg (2009) made a qualitative study on operational risk a few 
years ago, by examining Swedish industry and interviewing chief risk offic-
ers in various companies. The findings suggested that Swedish companies 
worked with operational risk in an informal, decentralized manner, using 
mainly a bottom-up approach. Such approaches were in turn guided partly 
by regulatory guidelines.  
He furthermore found that ERM was not widely implemented and that per-
ceptions of operational risk varied. Operational risk management was sup-
ported by management, although it remained an incoherent activity (Kallen-
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berg, 2009:104-105). The study makes an important contribution from a 
Swedish perspective, and highlights early struggles with implementing oper-
ational risk-management practices. The challenges of risk communication 
are also highlighted in the study by Eppler and Aeshimann (2009).     

Gordon et al. (2009) study whether ERM processes affect firm perfor-
mance by using a contingency perspective and find that this is the case. Just 
as no developed and accepted contingency model for internal-control design 
exists, there is none for ERM processes. Their quantitative studies show that 
ERM and firm performance are associated, although this is dependent on the 
match between the ERM process and the factors of uncertainty, complexity 
and size, competition and board monitoring processes. The findings from 
their quantitative investigations are important.  

Demidenko and McNutt (2010) is an interesting study on risk manage-
ment and its relationship to ethics. More specifically they look at enterprise 
risk management and the compliance efforts of firm. They combine risk-
management process maturity with ethics, suggesting that companies need to 
move towards a holistic ethical system where there is strong integrity and 
ethics on all levels – as opposed to risk-management practices that are ad 
hoc and not supported by the right values (see Demidenko & McNutt, 
2010:811).  

This study provides evidence that ERM processes enable not only per-
formance and shareholder value, but also stakeholder value and a sound and 
sustainable ethical approach to doing business. The study underscores the 
ethical component of risk-management practices for sustainable business 
practices (see also Krysiak, 2009).  

Sarens and Christopher (2010) study risk-management and internal-
control systems from a national perspective, comparing Belgium to Austral-
ia. They find that a weaker focus on risk-management and internal-control 
systems from a national Belgium corporate governance perspective, in turn 
has led to weaker corporate risk-management and internal-control systems in 
companies. It thus provides evidence of the importance of regulatory focus 
and attention for corporate internal-control practices.  

Finally, case studies such as Mikes (2009, 2011), Woods (2009) and Are-
na et al. (2010) provide interesting field-based perspectives to the practices 
of ERM. Mikes offers an in-depth look into the financial industry risk-
management practices and finds both quantitative and qualitative approaches 
to enterprise-wide risk management. Woods (2009) examines public sector 
risk management using contingency theory and finds evidence that certain 
contingencies have effects on risk-management design. Both these studies 
will be examined more closely further on.  

Broadly speaking these types of studies provide evidence that both inter-
nal-control systems and ERM processes are context-dependent, and that their 
designs and effectiveness hinge upon certain environmental and firm cir-
cumstances. They provide insights about factors and circumstances that 
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seem to be important for ERM and internal-control processes, as well as the 
overall governance system and firm performance.  

Another broad finding concerns the importance of the board and the audit 
committee. There are a number of studies that shed light on the importance 
of board and audit committee diligence for governance and internal-control 
outcomes. Some studies attempt to examine what board and audit committee 
characteristics are associated with effective corporate governance outcomes. 
Recent studies furthermore suggest that operational risk-management pro-
cesses as well as the overall enterprise risk-management (ERM) processes 
remain immature, and that perceptions about the nature of ERM differ.  

2.5 Contingency theory  
As mentioned earlier, leading internal-control frameworks (e.g. COSO, 
2013, FRC, 2005) adopt a contingency perspective on internal-control design 
(Jokipii, 2010). The contingency approach to internal control prescribes that 
the suitable design of internal-control systems depends on environmental 
characteristics and different firm-specific factors (Jokipii, 2010:116), as was 
also underlined at the end of the previous section. In the sections below I 
provide a brief account of the contingency theory of organization, which is 
important as the present study is based on that theory.  

2.5.1 No single best way of organizing  
Contingency theory posits that organizational structures are a function of 
environmental and firm-specific factors (Cadez & Guilding, 2008:837). Im-
portant to the contingency analysis of organization is the relationship be-
tween the environment and the organization. Often in texts that relate to 
contingency theory, the authors refer to works such as Burns & Stalker 
(1961), Thompson (1967), Lawrence & Lorsch (1967) and Perrow (1970). 
These works are sometimes referred to as the founding studies of the contin-
gent theory of organizational design (see Chapman, 1997:193; Chenhall, 
2003:128).  

At the heart of the contingency analysis of organizational design lies the 
claim that there is no single best way of organizing a firm. Designing organ-
izational structures and processes depends on situational factors (Lorsch, 
1977:2; Otley, 1980:416). In fact, contingency theory arose as a response to 
the view that there existed optimal designs that would serve all environments 
and companies (Fisher, 1998:48). Contingency theory has been applied in a 
variety of fields in business administration to find out about relationships 
between context, firm practices and firm outcomes. The context-dependent 
nature of the design, uses and outcomes of internal control seems to fit neat-
ly into the contingency theory of organization.  

This distinguishing feature of contingency theory is also the basis for a 
large portion of its critique, as every theory is a type of contingency theory 
(Drazin & Van de Ven, 1985:514). At the other extreme, each organization 
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is completely unique and must therefore be studied individually, preferably 
through case studies (Jokipii, 2006:45-46). The contingency approach fits 
neatly in between the two extremes where “generalizations can be made for 
classes of business settings” (Jokipii, 2006:46).   

2.5.2 Contingencies, practices and outcomes   
Since the early writings on the situational perspective of organizational de-
sign, much empirical work on organization, management control and ac-
counting has followed a contingency approach (Langfield-Smith, 1997:207). 
A number of review papers summarize and reflect on the large number of 
studies that have been made (see e.g. Otley, 1980; Van de Ven & Drazin, 
1985; Dent, 1990; Langfield-Smith, 1997; Chapman, 1997; Fisher, 1998; 
Chenhall, 2003; Gerdin & Greve, 2004; Sousa & Voss, 2008; Berry et al., 
2009). A basic contingency model usually comprises three sets of compo-
nents: contingency factors, practices and outcomes (Sousa & Voss, 
2008:703).  
     A number of contingencies have been examined in management control 
research, predominantly the environment, technology, organizational struc-
ture and size, strategy and culture, although others also exist (Chenhall, 
2003).  

Different academic fields in business administration apply contingency 
theory. Sousa and Voss (2008) for example show how contingency theory 
has been applied in operations research, where they have examined the ef-
fects of traditional management control contingencies, but also other factors 
such as industry type or plant age, which might be more particular to opera-
tions management processes. And more recently, Gordon et al.(2009) exam-
ine enterprise risk-management processes by looking at the influence of 
company size and complexity, board monitoring, industry competition and 
environmental uncertainty.  

For different industries there have been attempts to find out about the in-
fluence of context and firm circumstance on system and process designs. 
Regarding the field of internal control, the use of contingency theory is a 
quite novel approach. No generally accepted contingency model exists, 
which is why studies such as Jokipii (2010) rely on contingency factors from 
the field of accounting and management control.  

2.5.3 Issues in contingency research  
Papers like Van de Ven and Drazin (1985), Gerdin and Greve (2004), Lang-
field-Smith (1997), Chapman (1997), Fisher (1998), Chenhall (2003) and 
Sousa and Voss (2008) all point to the promise of contingency theory, but 
they also reveal its limitations in knowledge development.   

In their review of literature on control and accountability the editors of 
the handbook on management accounting (Merchant & Otley, 2007) discuss 
the shortcomings in empirical management control literature. Critics claim 
that contingency research has failed to produce comprehensive theory and 
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knowledge, and is limited to mere description of practices. The editors disa-
gree with this claim and point to the vast research issues that are addressed 
as well as the different settings and different levels of analysis. The authors 
do admit, however, that our knowledge is inadequate and that this represents 
a window of opportunity for future researchers.  

Based on our review of contingency theory development, below I turn to 
a couple of issues that are frequently discussed in relation to empirical con-
tingency research in accounting, organization and management control. 
These issues relate to the challenges of traditional contingency research, and 
they are important to bear in mind. They will be further addressed in the 
chapter on research methods.  

2.5.3.1 Relationship to performance and between variables  
A first issue refers to the concept of fit. Fit is the way the environment af-
fects design and subsequently performance. The understanding is that some-
how context and internal design must fit in order to produce good perfor-
mance (Drazin & Van de Ven, 1985:514). Drazin and Van de Ven (1985), in 
an influential paper, examined the underpinnings of contingency-related 
claims and the differences between the so-called congruent and contingent 
proposition, and how those propositions related to the concept of fit. Van de 
Ven and Drazin (1985:514) meant that a congruent position corresponds to:  

A simple unconditional association is hypothesized to exist among variables in 
the model; for example, the greater the task uncertainty, the more complex the 
structure.  

 
In the case of the present study, such a relationship could be that, the more 
effective the audit committee the more diligent the internal-control use. A 
contingent relationship, on the other hand, is more complex (1985:515):  

…because a conditional association of two or more independent variables with 
a dependent outcome is hypothesized and directly subjected to an empirical 
test, for example, task uncertainty interacts with structural complexity to affect 
performance.  
 

Fit is thus a necessary concept in a contingent proposition (1985:515). The 
discussion of contingency fit has been carried forward by for example Ger-
din and Greve (2004). Three different approaches to fit exist: selection, in-
teraction and systems approaches (Drazin & Van de Ven, 1985:515). In the 
natural selection approach, fit is naturally assumed to exist, as only the best 
performing firms stand the test of market pressures. Therefore it is only nec-
essary to examine the relationship between context and organization and not 
the link to performance. This type of contingency theory is really a congru-
ence theory according to Gerdin and Greve (2004), where the “research task 
is to identify environmental variables that affect structure, and to explore the 
nature of these context-structure relationships” (2004:307).  
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In the interaction approach, performance is an important concept, and 
variations in performance are explained by examining the interaction effects 
between context and organizational design. The systems approach adopts a 
more holistic approach compared to the earlier two and examines multiple, 
and often conflicting, contingencies and dimensions of structures and per-
formance criteria (Drazin & Van de Ven 1985:519-520). In such contingen-
cy studies Gerdin and Greve claim that (2004:307):  

Fit is thus understood as a positive impact on performance due to certain com-
binations of context and structure. Accordingly, it is assumed that high-
performing as well as low-performing firms do exist as a result of more or less 
successful combinations of context and structure. The research task is then to 
explain these variations in performance in terms of interaction effects between 
context and structure.   

 
Gerdin and Greve (2004:304) provide a comprehensive overview of different 
forms of fit (also see Jokipii, 2006:45) where they differentiate between so-
called Cartesian and Configuration fits. The former type suggests that fit is 
located along a continuum that allows small movements. The latter suggests 
that only a few states of fit are possible (2004:304).  

A second issue that is central in contingency studies involves the relation-
ship between variables. This is discussed in the paper by Gerdin and Greve 
(2004) and re-played by Jokipii (2006:48-50) in her doctoral thesis on inter-
nal-control effectiveness. The difference between approaches to relationship 
between variables is neatly described from an internal-control perspective by 
Jokipii (2006:48).  

In the cases where math is applied to analyze quantitative data, the differ-
ent approaches to analyzing and testing relationships are of particular im-
portance. The lesson is to specify the approach and be clear about any as-
sumptions between variables and relationships (Gerdin & Greve, 2004).  

The issues that have been discussed above address the use of methods 
and view of concepts and relationships between variables that are under 
study. Any conflicting or inconclusive findings based on earlier contingency 
research may potentially be the result of variations in the use of methods and 
view on concepts and relationships between variables (see Gerdin & Greve, 
2004:323).  

2.5.3.2 The complexity of settings and data   
Another issue in contingency-based research relates to the complexity of the 
business environments and the way data is collected. The traditional type of 
contingency studies is synonymous with large-scale questionnaires. Reflect-
ing on the shortcomings of empirical findings and the future of contingency 
research, Chapman (1997:205) suggests that contingency researchers should 
consider adjusting their methods by for example allowing for more field-
work and qualitative approaches. Similar recommendations are made by 
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Berry et al. (2009:15-16) as the authors point out the drawbacks of much 
contingency research and suggest paths forward. 

The recommendation of Chapman (1997) and others seems rooted in the 
fact that examining complex concepts through questionnaires usually re-
quires proxies, which at times may be rather crude. Research findings based 
on questionnaires will be generalizable, but they will necessarily lack depth 
and local accuracy (1997:190).  

In addition, data is collected from a vast variety of business settings, and 
from companies and organizations that operate in different industries, in 
different countries and with exceedingly different business cultures. Also, 
there may be important dynamic processes or actor-related aspects or the 
examined concepts that questionnaires are unable to detect.  

2.5.4 Relevant contingency-based studies  
Field studies on internal control are quite rare. In fact they are largely non-
existent (Phister, 2009; Jokipii, 2010). In her paper on enterprise risk man-
agement in banks Mikes (2009) claims:   

Given that the suggested applications of ERM in financial institutions belong 
to the realm of financial decision making and management control, it is some-
what puzzling that accounting researchers have so far given little attention to 
the subject.  

 
However, there are a few studies that have relevance for the purpose of the 
present study, for example Amuda and Inanga (2009) and Jokipii (2010) on 
internal control, and Mikes (2009) and Woods (2009) on enterprise risk-
management practices. The paper by Jokipii (2010), which is based on her 
doctoral dissertation (Jokipii, 2006), is directly related to my research objec-
tive. That study furthermore adopted a contingency approach, which is why I 
will pay special attention to it. As enterprise risk management and internal 
control are related concepts, we will also review the particulars of the studies 
by Mikes (2009) and Woods (2009). They are both interesting case studies.   

2.5.4.1 A contingency-based internal-control study 
The theory-testing study by Jokipii (2006, 2010) is both highly interesting 
and relevant. It empirically examines the relationship between context and 
internal-control structure, and the way these relate to the effectiveness of the 
internal-control system.  

Internal-control structure corresponds to the components of the COSO 
framework, and effectiveness is measured in terms of outcomes referring to 
the reliability of financial information, compliance with laws and regulations 
and efficiency and effectiveness. The present study uses a similar approach 
in those respects. Regarding environmental context, Jokipii (2010:137) im-
ports the contingency variables that have been examined in the field of gen-
eral management control. However, Jokipii (2010:120) suggests that:  
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The selection of the characteristics may not be the only set of variables that 
might have an effect on internal control structure but the characteristics are 
considered relevant and are widely examined in control literature.  

 
Based on the results from her research, Jokipii (2010) concludes that future 
studies should consider other or environmental variables that may be more 
specific to internal control in companies. The questionnaire-based study by 
Jokipii (2010) examines empirical data derived from a web-based survey of 
741 companies in Finland. Taking into account the whole internal-control 
system, i.e. control environment, risk assessment, information and commu-
nication, control activities and monitoring control, the author examines the 
way in which internal-control structure and effectiveness vary based on envi-
ronmental circumstances. There are four contingency characteristics that are 
examined for their effects (2010:148): 
 
o Environmental uncertainty 
o Organization structure 
o Size 
o Strategy 
 
The author tests five research questions in total, and four of them are de-
signed to test whether the above-mentioned contingency characteristics af-
fect internal-control structure (2010:118). The fifth and final one tests the 
relationship between internal-control structure and internal-control effec-
tiveness (2010:118).  The individual relationships, i.e. how contingency fac-
tors influence internal-control structure, or how the internal-control structure 
influences internal-control effectiveness, are tested. The author also per-
forms an additional analysis using the mediation model, which we previous-
ly described, where it is assumed that contingency variables also may have 
observable effects on effectiveness.  

Environmental uncertainty, organization characteristics and strategy as 
well as the structure and effectiveness of internal control are measured 
through self-assessments made by respondents. Respondents are asked to 
provide input according to scales that indicate the extent to which they agree 
or disagree (Jokipii, 2006:148-151). For the concept of strategy respondents 
have been asked to select, from alternatives, the strategy option that best fits 
their company. Size is measured by number of full-time employees and or-
ganization structure by proxies for vertical differentiation, concentration as 
well as degree of formalization (2010:138-139).  

Environmental uncertainty is measured by respondents´ perceptions of 
foreseeability in supplier activity, customer demands, tastes and preferences, 
deregulation and globalization, market activities of competitors, production 
technologies, government regulation and policies, economic environment as 
well as industrial workplace relations (2010:139). Accordingly the variable 
of environmental uncertainty covers diverse environmental issues.  
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For internal-control structure a number of statements related to the five 
components have been provided, where respondents may choose to agree or 
disagree. The same method has been applied regarding internal-control ef-
fectiveness, i.e. covering financial reporting quality, compliance with laws 
and regulations and efficiency and effectiveness of operations (see 
2010:139-140). In the end some research hypothesis were upheld and some 
were rejected (2010:137). Key findings include the following:   
 
o The contingencies of strategy and environmental uncertainty have signif-

icant effects on internal-control structure (2010:131). Research hypothe-
ses 1 and 4 were accordingly upheld. Especially the prospector type of 
strategy is associated with stronger internal-control structures than other 
strategy types. Jokipii´s analysis is that the prospector strategy is in turn 
associated with higher environmental uncertainty, which in turn requires 
stronger internal control (2010:135). With a stronger internal-control 
system, the author argues, the company using a prospector type of strat-
egy is able to reduce uncertainty associated with the choice of strategy 
(2010:135).  

o Regarding environmental uncertainty, Jokipii´s analysis suggests that 
higher environmental uncertainty will affect internal-control structure to 
become more sophisticated and stronger. This in turn leads to more ef-
fective internal-control systems. There is also an observed mediating ef-
fect, by which the control structure mediates the effect of environmental 
uncertainty on internal-control effectiveness. Changes in internal-control 
effectiveness is thus driven by environmental uncertainty, and the higher 
the uncertainty, the more effective the control system, through the de-
ployment of stronger internal-control systems (2010:137).  

o Organizational size and organizational (mechanistic) structure do not 
have a significant effect on internal-control structure in the main model, 
which is why research hypotheses 2 and 3 are rejected (2010:131-132). 
Jokipii´s analysis seems to be related to a case of potentially conflicting 
contingencies, and also to the fact that both informal and formal internal-
control elements have been considered when examining internal control. 
As smaller firms have more informal controls and larger firms more 
formal controls, the effects of size may not be that evident, according to 
the researcher (2010:136). As for organizational structure, the results 
may be related to the use of different measures, which concern three di-
mensions and therefore may produce conflicting effects on internal-
control structure. Also, firms may indeed operate with differing struc-
tures altogether.  

o The fifth research hypothesis is upheld since the relationship between 
internal-control structure and internal-control effectiveness is significant, 
except for small companies (i.e. less than 50 employees) (2010:132-
133). Regarding small firms, the analysis is that the internal-control 
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framework is not applicable to these firms, as they prefer more informal 
controls (see 2010:131). Otherwise the overall results concluded that in-
ternal-control structure effects internal-control effectiveness. 

2.5.4.2 Two contingency-inspired risk-management studies 
Woods (2009) represents an interesting case study on risk management in 
the public sector. It reveals interesting findings regarding risk-management 
control designs. Like Jokipii (2006, 2010), Woods (2009) takes a contingen-
cy perspective, but uses a qualitative case study approach. The in-depth in-
terview was accordingly a key data collection technique (Woods, 2009:72). 
As a result the study by Woods (2009:70) is more exploratory in nature and 
is not out to test relationships statistically. This is similar to the approach of 
the present study.  

The core research aim was to uncover factors that influence the choice of 
design and use or risk-management systems in the public sector (2009:71). 
Based on the case evidence Woods (2009:75) proposes a set of contingencies 
that are specific to the public sector: government policies, information and 
communication technology and organizational size.  

These affect risk-management structure and practice, the most influential 
factor being central government policies. Such policies set standards and 
performance requirements and consequently impact the risk-management 
systems, including areas such as employee recruitment, internal audit activi-
ties and risk-management training (Woods, 2009:79).  

Mikes (2009) also uses the case study as its research design, but in this 
case the study objects are located in the financial sector. The study is seem-
ingly inspired by contingency theory, where the mix of risk-management 
practices “correspond to the particulars of the organization and its context” 
(Mikes, 2009:22). Mikes (2009) investigates the development and practice of 
enterprise risk-management systems in two large banks. There is a focus on 
exploring the uses of risk-management practices in action (2009:19).  

The findings from this study indicate variations in risk-management prac-
tices between the two banks. The case evidence shows that one bank was in 
favor of risk quantification, while the other was rather skeptical (Mikes, 
2009:20).  

The analysis reveals two different types of corporate governance ap-
proaches regarding risk management: one approach to risk management that 
is driven by shareholder value and one approach that is more driven by the 
so-called internal-control risk-based imperative. The first one places an em-
phasis on control systems to measure shareholder value, and the second is 
more concerned with adequate and effective internal control based on wider 
corporate objectives with a focus on accountability and corporate conduct 
(Mikes, 2009:22).  

According to the author, prior literature suggests four ideal types of risk-
management practices. First, a silo approach where there is a focus on spe-
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cific risks (market, credit, operational, liquidity, insurance etc.), much driven 
by regulatory concerns such as Basel.  

Second, an integrated risk-management approach driven by the frame-
work of economic risk capital, which is used to measure and aggregate over-
all risk and related capital needs. Third, Mikes labels one practice as risk-
based management, which is influenced by shareholder-value rhetoric. Here 
there is seemingly a stronger focus on the relationship between risk taking 
and capital allocation. 

The fourth type of risk-management practice that the author identifies is 
called holistic risk management. This is driven by the internal-control para-
digm, which places risk management in a broader and wider corporate con-
text, and includes a focus also on softer type of risks such as operational risk.  

There is also a general emphasis on accountability, internal control, com-
pliance with policies and using risk management as input in strategic deci-
sion-making processes (based on Mikes, 2009:23-25). The case evidence 
reveals two different approaches to enterprise risk management, where one 
bank exhibits a stronger focus on holistic enterprise risk management and the 
other bank focuses on risk-based management.  

2.5.5 Reflections based on review of literature  
Having reviewed literature and theory on internal control, as well as having 
paid attention to important individual studies, it is time to reflect on our take-
aways and lessons learned. What have we gleaned of importance to the pre-
sent study and what can we build upon?  

Initial reflections upon prior research on internal control spur a couple of 
overall conclusions of relevance. First, the stream of prior research that goes 
to the relationship between corporate internal-control regulation and inter-
nal-control practice suggests that there is a close relationship between regu-
latory developments, and designs and uses of internal control in companies.  

Second, prior research on internal control indicates that much research 
has been done from the perspective of the independent accountant. In that 
case there is a focus on internal-control evaluation. Less, or even very little, 
research on internal control has been done from a broader governance per-
spective. This leads us to conclude that additional studies that take on the 
company-insider perspective are warranted.  

A few important and also recent studies on internal control and risk man-
agement are based on contingency theory. It follows that using the contin-
gency lens to learn about the way internal-control designs, uses and out-
comes are influenced by context and firm circumstances seems like a valid 
approach. Historically however, much of the prior work on general man-
agement control and accounting that is contingency-based applies quantita-
tive data collection techniques.  

While these may be effective for testing relationships, some review pa-
pers on empirical contingency research do however recommend that meth-
ods should be adjusted to provide new light on relationships and bring new 
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results. A way of adjusting a traditional type of contingency approach is to 
apply qualitative techniques instead of for example questionnaires. This has 
been done successfully in Woods (2009). 

What is our take-away from the study by Jokipii (2006, 2010)? It is pri-
marily a theory-testing exercise that sets out to confirm or reject relation-
ships between context and internal-control structure, and internal-control 
structure and internal-control effectiveness. It is an exciting study that pro-
vides evidence confirming the importance of strategy and environmental 
uncertainty to internal-control structure, and to some degree also to effec-
tiveness. Accordingly, strategy and environmental uncertainty should be 
considered within the scope of this study.  

The study also provides evidence that internal-control structure design af-
fects internal-control effectiveness, except for smaller types of firms. Being 
a quantitative study, however, it reveals little about the way strategy or un-
certainties in the environment affect internal-control designs in action. While 
proving that there is a significant relationship between internal-control struc-
ture and internal-control effectiveness, it provides little information about 
the dynamic processes that in action create certain designs and the way those 
designs affect internal-control effectiveness.  

A case study could help mitigate these potential weaknesses by better ex-
amining the dynamics around internal control in action. Instead of statistical-
ly testing relationships I want to uncover the qualitative nature of the way 
relationships evolve and take place between context and internal-control 
design, use and outcomes. Also, Jokipii (2010) recommends exploring addi-
tional contingencies which are more specific for internal control, which is 
also what I aim to do in the present study.  

What is our take-away from the studies by Woods (2009) and Mikes 
(2009)? Woods (2009) provides inspiration that a case-based contingency 
approach is a feasible research design for finding out about relationships 
between context- and risk-management-related designs and uses. That study 
also reveals the importance of industry-specific characteristics, and where 
government policies, information and communication as well as organiza-
tional size in that case represented influential contingencies. It seems im-
portant therefore for this study to be open to such contingencies when inves-
tigating internal-control design, use and outcomes in the insurance sector.  

Mikes (2009) shows that enterprise risk-management practices in banking 
institutions, although similar to some extent, display different characteristics. 
Another major contribution is that it places the spotlight on the individual 
actor, in this case the risk officer, who greatly influences the shape and form 
of the individual company´s risk-management practices. The actor, known 
often to be missing in contingency-inspired texts, should therefore be im-
portant to take notice of for the purpose of our research, including the risk 
officer types of risk silo experts, risk capital experts and senior risk profes-
sionals identified by Mikes (2009:35).  
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The study by Mikes (2009) makes visible how environmental influences 
shape processes with help from internal influences such as individual com-
pany insiders. In addition, a take-away is also represented in the way specific 
contingencies have been noted by the author: the type of strategy, organiza-
tional size and the maturity of the risk function could be important for the 
way internal control is designed and used within our case company. They 
need to be considered.  

In addition, from an environmental perspective, the two major drivers of 
shareholder value versus a risk-based internal-control paradigm are im-
portant to keep in mind. They may spur the development of different ap-
proaches to risk: either a strict focus on financial risks where quantification 
is important, or an approach that also embraces various types of softer risks, 
such as operational risk, which are not that easily quantifiable.  

I have also considered the recommendations for future research made by 
Mikes (2009), specifically the second and third suggestion noted in that 
study. The second suggestion relates to operational risk, which at the time 
was a rather immature discipline (see Blunden & Thirlwell, 2010). Since the 
fieldwork in Mikes (2009) was undertaken some years ago, operational risk-
management practices were likely to have been different compared to today.  

The present study will be able to shed some additional light over the way 
operational risk-management advances in the financial sector, also building 
on the work by Kallenberg (2009) in that respect. The third suggestion for 
future research entails doing longitudinal research that explores internal-
control systems in an enterprise risk-management systems perspectives 
(2009:36). This is exactly what I do in the present study.  

As we have seen, there seem to be specific contingencies related to spe-
cific sectors. Woods (2009) and Mikes (2009) provide accounts of a public 
sector organization and banking institutions respectively. This present study 
addresses the insurance industry, and while it is intimately intertwined with 
banking businesses, there are likely to be similarities but also differences in 
the way context and firm-circumstances coincide to produce designs, uses 
and outcomes.  

2.6 A tentative analytical framework 
Having reviewed theory and existing research on internal control and con-
tingency theory I turn to the overall tentative analytical framework that is 
applied in our research process. This framework is inspired by work done in 
connection with my licentiate thesis, Study I (Arwinge, 2010). I concluded 
in that study that professional frameworks, such as the COSO framework, 
are implicitly based on a contingency view of organization and control, and 
the claims that control designs depend on context- and firm-specific circum-
stances.  

To my knowledge, there is no current framework or model to predict the 
factors influencing internal-control design, use and outcomes (see Jokipii, 
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2010). In a literature review I identified a number of such factors that poten-
tially have important effects on the way companies design and use internal-
control systems. Concurrently we know that little evidence exists that pro-
vides support for the way any of these factors in fact affect internal-control 
design and use. This present study aims to help fill that gap.   

This framework is consequently based on contingency theory and prior 
contingency studies on the subject. It encompasses contingency characteris-
tics which are seemingly relevant from a specific internal-control perspective 
(see Chapman, 1997:190; also Jokipii, 2010:137). The framework includes 
the sets of components which follow with a contingency based model: con-
tingencies, practices (designs and uses) and outcomes.  

This type of model illustrates how the company may be affected by, but 
also affects, its environment and other factors. This is why the arrows do not 
run in one direction only. However, in the case of the present study I will 
focus on how Folksam is affected by such factors and not how Folksam may 
affect, for example, its environment. The former has been my primary focus 
of investigation.    
 
 
 
 
 
 
 
 
 
    
 
 
 
 
 
 
 
Figure 3: Tentative analytical framework.  

2.6.1 Contingencies    
Following the findings from prior research (i.e. Woods, 2009; Jokipii, 2010) 
I will especially consider contingencies that seem to be important from a 
risk-based internal-control perspective. They include strategy, environmental 
uncertainty, technology, regulation and organizational size.  

Jokipii (2010) found overall that strategy affected internal-control struc-
ture, especially a prospector type of strategy, which is why strategy needs to 
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be accounted for going forward. Such strategies may operate in turbulent 
environments, which impose stronger internal-control systems.  

Another finding was the importance of environmental uncertainty, which 
had an effect on internal-control structure. In this case, however, control 
structure also mediated the effect that uncertainty had on internal-control 
effectiveness. Higher uncertainty led to stronger internal-control structure 
and more effective internal control. These are findings that need to be con-
sidered on a high level.  

Environmental uncertainty is a deeply complex term, however, and as a 
result management control researchers have examined a wide variety of as-
pects of this phenomena, and how it relates to control designs, uses and out-
comes. They include for example complexity, diversity, hostility and turbu-
lence (see Chenhall, 2003:137). Which particular aspects of environmental 
uncertainty are important for Folksam remains an empirical question for us 
to answer.  

Woods (2009) found that regulation through government policies was an 
important driver for risk-management practices, as well as size and infor-
mation and communication technologies. This is why these contingencies 
will be considered especially as I go forward with our analysis of empirical 
observations.  

What do we mean by special consideration in this case? They are factors 
that may deserve special recognition based on prior research findings. Ac-
cordingly I must pay special attention to these factors to find out if they also 
prove to have important effects on internal-control designs, uses and out-
comes from our insurance industry standpoint.  

Following the theory testing work of Jokipii (2006, 2010), there is addi-
tionally a significant relationship between internal-control structure and ef-
fectiveness, which is also accounted for in the model. That relationship is not 
very surprising, although it is still important to take notice of.   

Finally the study by Mikes (2009:35) on the evolving enterprise risk-
management practices indicated some important contingencies, such as strat-
egy, organizational size and age of the risk-management function. They 
seemingly contributed to the way in which risk-management practices were 
shaped in the two different banks Mikes examined. Although ERM and in-
ternal control are separate matters, they are related. Both strategy and organ-
izational size have been taken into account in our framework, though not the 
age and maturity of the risk-management function. In the process of investi-
gating the development of internal-control practices at Folksam I will how-
ever bear this specific circumstance in mind.  

This is an exploratory study, however, that sets out to examine how but 
also why the internal-control designs, uses and outcomes of the case compa-
ny are influenced by context and firm circumstances. Once again we need to 
acknowledge that no accepted contingency framework exists for internal-
control processes. Consequently it is important that the tentative analytical 
framework be sufficiently flexible to allow for other contingencies, and I 
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believe that this is the case. Our data collection process, as we will see in the 
next chapter, is designed to ensure that any other contingencies are identified 
and effectively addressed.  

Although the above-mentioned contingencies seem relevant, they are yet 
not supported by vast and extensive evidence. Also, the research done by 
Jokipii (2006, 2010) does not primarily address the financial services indus-
try, much less the insurance industry. In fact, in the summary of respondents 
only 1.2% was from the services industry in that study.  

Woods (2009) investigated a public sector organization and Mikes (2009) 
two banking institutions. It is reasonable to assume that the insurance indus-
try may display some specific characteristics, in particular from an internal-
control-design perspective. In fact, this is also the basic argument for con-
ducting industry-specific contingency research, as control designs are likely 
to be specific, but also general, for classes of business settings, such as the 
rather narrow industry of insurance (Jokipii, 2006:46).  

2.6.2 Internal-control design, use and outcomes  
As mentioned earlier in this chapter, like Jokipii (2010) I use the COSO 
framework of 1992. This framework was revised in 2013. However, most of 
the content remains largely the same, although internal-control principles 
and focus points have been emphasized in the updated version (see Arwinge 
& Wikland, 2013). As I inquire about and examine the designs, uses and 
outcomes of internal control at Folksam, COSO is therefore used as a refer-
ence point.  Hence, internal-control design and use refers to the following 
five interacting components (COSO, 2013b:4-5):  

 
o Control environment 
o Risk assessment 
o Control activities 
o Information and communication 
o Monitoring controls  
 
This is what I consider internal control as I investigate how Folksam designs 
and uses internal control. Like Jokipii (2010) I thus take a holistic approach 
to internal control by considering all components instead of examining them 
individually. However, I will also consider the internal-control principles of 
the updated framework of 2013, as I do my analysis of the case study data. 
These internal-control principles are not new, although they have been more 
explicitly considered in the updated framework.  

In a contingency context, performance refers to outcomes and most often 
the positive effects that certain designs may have on company performance, 
e.g. return on assets (Nilsson, 2010:62). Outcome (i.e. performance) in an 
internal-control context refers to internal-control effectiveness. Internal-
control effectiveness is about the perceptions of directors and senior manag-
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ers regarding the system of internal control of the organization (COSO, 
2013b:8).  

COSO states that for effective control to exist, each of the component and 
its related principles must be present and also functioning. Additionally, they 
must be operating together in a mutual and coherent manner. If there are one 
or more deficiencies in one component or its related principles, the system of 
internal control cannot be assessed as effective. 

From a company-insider perspective, this is usually related to the effects 
of an effective internal-control system. An effective internal-control system 
can bring about assurances related to three categories of objectives, which 
allow companies to focus on different aspects of internal-control systems 
(COSO, 2013b:3):   
 
o Operations objectives (i.e. efficiency and effectiveness in operations)  
o Reporting objectives (i.e. financial and non-financial reporting)  
o Compliance objectives (related to laws and regulations)  
 
Internal control is obviously not able to ensure that objectives will be met, as 
internal control cannot prevent bad judgment and poor decision-making 
skills, but only provide reasonable assurances to directors and senior manag-
ers that risks to objectives are effectively managed.  
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3 A Case Study Approach  

3.1 Introduction  
This thesis is a case study. According to Yin the case study distinguishes 
itself from other research designs as it examines a “contemporary phenome-
non in its real-life context, especially when boundaries between the phenom-
enon and context are not clearly evident” (1981:59). Case-study research is 
accordingly an in-depth field-based approach, but such studies are new to 
internal-control research (Pfister, 2009:5).  

Case studies typically involve rich descriptions of the phenomena under 
study and often draw upon a variety of data sources (Eisenhardt & Graebner, 
2007:25). Case studies are appealing as they enable researchers to get closer 
to concepts, context and the dynamic processes that exist locally in each 
setting (Meeriam, 1994:44). They are particularly useful when the research 
involves examining events that play out over time, i.e. studies that involve a 
longitudinal component (Siggelkow, 2007:22).  

Case studies do not relate to any particular side of the qualitative-
quantitative paradigm (Bryman, 1984, 2006). Yin (1981:58) suggests that 
case studies can be performed using both numbers and text as bases for evi-
dence. The vehicle of the case study can be applied to explore, to describe 
and to explain (Otley & Berry, 1994:46; Merriam, 1994:40).  

The case study strategy is also useful in certain settings and when certain 
research questions are pursued. Yin (2003:5) argues that case study ap-
proaches are especially useful when the research relates to how or why, and 
when there is little control over behavioral events, and the interest is on con-
temporary events. This suits our purposes well, as this research investigates 
contemporary internal-control processes within a financial institution.  

The fact that I am interested in understanding how these practices have 
played out over time underscores that the chosen research strategy is fit for 
its purpose (Pettigrew, 1990; Siggelkow, 2007). This chapter discusses the 
research design and research method as well as the particulars surrounding 
the data collection. I also reflect on methodological challenges.  

3.2 The case-study research design   
Getting from here to there in the research process involves the production of 
a research design. Yin (2003:21) argues that a case study design includes 
five components: research questions and aims, research propositions, unit of 
analysis, the logic linking data to the propositions, and finally criteria for 
interpreting findings. The first three components are about research plan-
ning, and the final two involve the data analysis process and the drawing of 
conclusions. Below I describe what this study is about, what data I am inter-
ested in, how that data is collected and the way I have gone about analyzing 
and making observations (Yin, 2003:21).   
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3.2.1 Revisiting research purpose and objectives   
Our research objectives have been set up to fit the purpose of the research 
project. From section 1.3 we know that the purpose of this research project is 
to improve our understanding of the way in which context and firm circum-
stances affect internal-control designs, uses and outcomes based on a case 
study of a financial institution. Our objective is to examine how and why 
environmental and firm-specific factors influence the design, use and out-
come of internal-control systems.  

This research objective entails a retrospective component, as we are in-
terested in examining the changes that occurred between the years 2000-
2010. This means that I study my case company at more than a single point 
in time. I do, however, reflect on events that are taking place before (and to 
some extent also after) this period, as actions during the study period may 
have been motivated by key events taking place prior to 2000 or events may 
have happened that have significance for my study of internal control.  

Even though the internal-control explosion (Maijoor, 2000) goes back 
further than year 2000, it still provides an adequate starting point since there 
was much corporate governance turbulence around this time – both domesti-
cally in Sweden and abroad. I have previously mentioned a couple of the 
high-profile corporate malfunctions happening around that time. At the be-
ginning of the new century, well-known internal-control regulation was fur-
thermore introduced, predominantly the Sarbanes-Oxley Act in the United 
States. It is our working assumption that as a result, much change took place 
during the following decade, and I aim to provide an account of this im-
portant period.  

By adopting a retrospective perspective I will be able to trace the dynam-
ic processes surrounding internal-control developments within our case 
company. By collecting evidence from different people at different hierar-
chical levels of the organization, I attempt to meet the research objectives 
stated above.  

3.2.2 The case study object  
What is my case study about? The case study object is an organization, the 
Swedish insurance company Folksam. Different basic case study designs 
exist, ranging from single to multiple case study units. This study applies a 
single case object design, and as a result I treat Folksam as a single unit of 
analysis (see Yin, 2003:40).  

Consequently I am not focused on particular sub-units such as a specific 
business areas or a department, but relate our contingency analysis of inter-
nal control to the whole of Folksam (see Yin, 2003:42-45). As I will discuss 
later on, however, an in-depth case study of a company will necessarily en-
tail practices that are particular to the various sub-units of the company. This 
is fine. In order to trace and understand overall patterns of design, uses and 
outcomes of internal control of a whole company, it helps to understand the 
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pieces and how they differ, vary and fit together. Detailed designs and uses 
of a company or a department or even a specific process may be considered 
also in our high-level analysis.  

One rationale for using Folksam is that I perceive it to be a rather repre-
sentative entity within the insurance sector (Yin, 2003:41; Eisenhardt & 
Graebner, 2007:27). It is a well-established, large, mutual company that in-
cludes both life and non-life insurance.  

Folksam (or the Folksam Group) consists of two parent companies: 
Folksam ömsesidig sakförsäkring, “Folksam Sak” [Folksam mutual casualty 
insurance] and Folksam ömsesidig livförsäkring, “Folksam Liv” [Folksam 
mutual life insurance]. Two of the subsidiaries of Folksam Liv, KPA and 
Folksam LO Pension, are currently partly owned – 51 % of Folksam LO 
Pension and 60% of KPA Pension 2013 (Folksam, 2012:18). Folksam Sak 
offers full-service casualty insurance to households and persons, including 
housing and car insurance. Folksam Liv offers pension and savings products, 
but also group life insurance products and risk-related products (Folksam, 
2012: 18-19).  

The choice of case study object is likely to yield relevant results. The 
choice of case is thus partly theoretically driven based on our research objec-
tives and the purpose of the study (Miles & Huberman, 1994:29; Yin 
2003:32; Eisenhardt & Graebner, 2007:27; Siggelkow, 2007:20).  

Another rationale is related to the fact that this study is somewhat unique 
from a Swedish point of view. Empirical in-depth fieldwork into internal 
control is virtually non-existent, apart from Styf (2011). Some studies do 
touch upon the subject, however, such as the exciting studies by Kallenberg 
(2009) and Wahlström (2009). Using a large and well-established financial 
institution may yield interesting results that can potentially form an adequate 
reference point for additional empirical internal-control studies in the future. 
Adding additional case studies in the future will also provide a base for 
stronger theory building (Eisenhardt & Graebner, 2007:27). 

Drawing upon the experiences from a rather representative institution like 
Folksam, we can learn important lessons that are relevant also from a wider 
industry perspective. Accordingly I examine a single insurance company for 
the purpose of not only understanding its particular properties, but also for 
understanding a larger class of entities (Gerring, 2004:42). This is in line 
with the contingency view of organization.  
  Yet another rationale for selecting a financial institution as case study 
unit is related to the fact that financial companies sometimes are perceived 
as being mature regarding practices of risk and control (Fraser & Henry, 
2007:407):    

A number of opportunities exist for further research. Our research was limited 
to a small number of companies and did not include organizations in heavily 
regulated industries such as financial services. Financial institutions have pio-
neered the development of risk-management systems and it would be interest-
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ing to explore the specific approaches that they have adopted to risk manage-
ment.  

 
Other reasons for choosing a specific case company also exist. One regards 
access. This research project includes members that have prior contacts with 
the case study, which obviously has contributed in the process of gaining 
access. Our efforts to gain field access could thus be characterized as 
“planned opportunism” (Pettigrew, 1990:274).  

3.2.3 The role of theory in this case study  
In order to properly design the case study, I need to pay attention to theory 
and prior literature early on in the research process. I need to have an under-
standing about the object that I will be studying. Two things are important to 
make clear in this case.  

The tentative analytical framework that was accounted for in the previous 
chapter is based on contingency theory. This contingency approach has giv-
en our data research process direction and focus and accordingly significant-
ly shaped the data collection and analysis process. The use of contingency 
theory thus represents a major driver in the development of our analysis 
about internal-control design, uses and outcomes (Merriam, 1988:66). 

As we have observed I am not primarily out to test any relationship based 
on our empirical work. Even though the tentative analytical framework is 
derived from prior research and consequently well founded, our empirical 
work is primarily about increasing our understanding about these and other 
relationships (Nilsson, 2010:52). Consequently the review and application of 
theory were not used to generate hypotheses that will be tested statistically. 
Rather it has been used as input in order to shape a tentative analytical 
framework, and to provide guidance and structure in our analysis process 
when examining empirical observations.   

Even though the present study is exploratory in nature, I am however well 
equipped with a theoretical framework, knowledge about important concepts 
and even some preconceived notions about what I might find based on prior 
research (Merriam, 1988:72-73).   

Research must take into account prior research findings in order to avoid 
duplication of research, or the risk of examining a meaningless problem. The 
initial two chapters hopefully enabled readers to get a grasp of the im-
portance of the concept of internal control, and why it needs to be further 
examined.  

A second important consideration has been to properly review not only 
theory, but prior research findings. This has been done in the previous chap-
ter on theoretical foundations but also in Study I (Arwinge, 2010), which 
was a literature study in its entirety. This knowledge about prior research 
approaches and findings will enable us to perform a better analysis by ap-
propriately considering prior relevant findings.   
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3.2.4 The data collection process 
As in the case study by Woods (2009:72), for instance, interviews play a 
critical role in our data collection process. Interviews differ based on their 
purpose and the kind of information one is looking for. They also vary in 
nature depending on their scope, depth and structure (Trost, 2009). As in 
many case studies we are primarily interested in data in the shape and form 
of concepts, events and perceptions that appear in texts. Consequently the 
nature of data is qualitative, and it was obtained primarily using the inter-
view as a key data collection technique (Miles & Huberman, 2003:9).  

The in-depth interviews were undertaken in order to obtain a deeper un-
derstanding about patterns surrounding internal-control designs, uses and 
outcomes at Folksam. The choice of data collection technique is largely 
based on our research objectives, and the nature of concepts that we inquire 
about. By using in-depth interviews I am able to obtain rich information 
about practices and the concept that is under study, i.e. internal control, as 
opposed to relying on proxies that at times may be somewhat crude. This 
enables med to get closer to the empirical practices that I inquire about, and 
the dynamics surrounding the development of relevant processes. It will also 
enable us to unravel important events that have occurred in the history of 
Folksam, and which may have a significant bearing on their internal-control 
processes (Siggelkow, 2007:22).   

Interviews were not taped due to the sensitive nature of the inquiry, alt-
hough rough notes were keyed in during the interviews. All respondents 
have been guaranteed confidentiality and anonymity. The latter means that 
we have made the quotes anonymous: I only refer to the hierarchal level of 
the position of the individual respondent. Almost all interviews were under-
taken in the spring and summer of 2010, as may be seen from Appendix I. 
One single interview took place much later, in late 2012, the one with the 
statutory auditor of Folksam Liv.   

Shortly after the interviews, the recorded rough notes were typed up in 
full detail. In total 27 interviews were performed and the average length of 
interview was slightly less than 90 minutes. This quantity of interview data, 
i.e. 27 interviews that correspond to about 40 hours of active interview time, 
is comparable to the case study by Woods (2009). In addition to interviews I 
have also examined documents of interests. The breakdown in Table 2 below 
shows a summary of case study data and for more details regarding the spe-
cific interviews, I refer to Appendix I.  
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Table 2: Summary of case study data.  

 
As noted above, the nature and character of interviews vary. Trost (2009:19) 
categorizes interviews based on their level of structure and standardization. 
Standardization involves whether the interview situation, and in particular 
the questions posed, remains similar for all interviews. Structure regards 
whether there is a standard set of answers to choose from for all questions 
(2009:19-20).  

The interviews of the present study have been neither very standardized 
nor very structured. In fact, even though an interview guide was developed 
to support and guide interviews, see Appendix II, the interviews are best 
described as open and rather unstructured. This is a natural consequence 
from the exploratory nature of the study.   

Data obtained from such interviews pose well-known data analysis chal-
lenges (Miles, 1979:24). The interview guide was used in the planning phase 
of interviews, to provide structure, and also provided direction for questions 
and follow-up questions during interviews. It follows a contingency-inspired 
structure, in line with the tentative analytical framework presented in the 
previous chapter. The interview guide was developed early in the research 
process, and it is therefore somewhat open in character. It includes many of 
the circumstances that were identified in Study I and that involve the design, 
use and outcome of internal control. As I am informed by existing theory 
and prior literature, this interview guide is thus theory-driven, since I have 
an a priori idea about the subject matter under study.  

Initial open-ended questions posed to respondents were about changes in 
Folksam´s environment during the last decade, in order to obtain views 
about how context affect the organization of Folksam. Since most respond-
ents had been at Folksam for quite some time, the retrospective perspective 

Interviews per level  Number of interviews Number of respondents 

Board  2 2 
Executive 10 10 
Corporate Support 11 8 
Business Unit 4 4 
Total  27 24 
Internal documents Number of documents  

Policies 3  
Reports 1  
Other documents 2  
Total  6  
External documents Number of documents  

Regulations  3  
Annual reports 12  
Total  15  
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has not represented a problem (except for potential problems of remember-
ing and the quality of memories). The average number of years of respond-
ents´ employments at Folksam is well over 10 years, which in light of the 
study period (i.e. 2000-2010) is quite satisfactory. In addition, a number of 
respondents have been with Folksam for much longer, a fact that contributed 
to their historical accounts as they are able to compare different periods in 
time.    

The initial questions were about changes in the context during the study 
period, which in turn led to further investigations based on the initial an-
swers of the respondents (Merriam, 1988:88). Consequently the respondents 
and their answers were allowed to fully influence the character and sequence 
of questions.  

The strength of such a technique is that I can adjust the mode of inquiry 
and the specific questions based on the input from the respondents (Merriam, 
1988:88). The main weakness, as I see it, is that important areas may not 
have been covered in each interview session. The number of interviews, the 
amount of experience and knowledge of each respondent combined with the 
length of each interview, should nevertheless ensure that I have been able to 
obtain most of the relevant information.  

The selection of respondents was decided by myself, although in consul-
tation with a couple of valuable key informants in the company. Interviews 
include both current and former employees and managers, but also a compa-
ny outsider. During the course of the interviews I asked respondents for their 
opinion regarding additional people to interview, which proved to be an ef-
fective method (Merriam, 1988:91). In that way respondents also served as 
informants (Yin, 2003:90).  

All respondents were informed in advance of the high-level agenda and 
the key bullet points that the interview would typically cover. This infor-
mation, which was based on the research objectives and the interview guide, 
was nevertheless tailored to the specific roles of the respondents. For exam-
ple, the interview with a board director would typically cover more ground 
on monitoring controls than the operating effectiveness of lower level con-
trols, and that was reflected in the pre-interview package to the respondents.  

While all interviews were open and explorative, the initial interviews 
were even more so. Interviews conducted later on in the data collection pro-
cess were more focused and structured as I gained an understanding of what 
was important (Merriam, 1988:88).  

Of major importance for a case study such as this one is to collect evi-
dence from multiple hierarchal levels, and from different areas of the com-
pany. This not only enables a holistic view of the study object, but also re-
duces the threat of personal biases, information deficiencies or otherwise 
incomplete information. I need to capture different perspectives, as percep-
tions and views about the design, use and outcome of internal control are 
likely to vary across organizational levels. In order to cover different per-
spectives on internal control, respondents from different organizational lev-
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els were interviewed, as shown in Table 1. Almost the entire executive man-
agement team was interviewed, along with directors and most of the relevant 
specialists on a group-wide level. This should enable full and robust views 
on matters related to governance, risk management and internal control.  

In order to keep it simple I tagged the interviews, and also the use of 
quotes in this thesis, based on the categories of the board, executive level, 
corporate support and business unit level. The board category naturally cor-
responds to board and audit committee members, while the executive level 
refers largely to corporate executive team members.  

Corporate support comprises various specialists, including a company 
outsider in the form of the statutory auditor of Folksam Liv. Corporate sup-
port, however, mainly regards the functions of compliance, actuary and 
business controlling, risk management and internal audit. Adopting an enti-
ty-wide approach and using input from multiple company insiders within the 
company is aligned with recommendations from other internal-control re-
searchers (Rae & Subramanian, 2008:120).  

Although interviews are by far the most important source of data, internal 
and external documents were invaluable to our understanding of the case. To 
some small extent I have also made direct observations in connection to dis-
cussions with respondents regarding the performance of certain designs and 
uses of internal control. I observed how risk-assessment matrices are ap-
plied, for example.  

3.2.5 Measurement of data  
This study involves a tentative analytical framework that I apply throughout 
the research process. As accounted for above, in-depth interviews were the 
primary mode of data collection. Consequently the researcher´s interpreta-
tion and analytical skills combined with the interview guide and the tentative 
analytical framework constitute the primary means of measurement.   

Since I do not examine internal control quantitatively, I found it of little 
use to develop indicators for the quantitative measurement of concepts, such 
as the control environment, risk-assessment or control activities. Such indi-
cators or proxies for concepts and terms must be used in questionnaire stud-
ies where statistical methods are applied, but they do not apply within the 
context of the present study.  

In this case, I consequently emphasize letters rather than numbers when I 
collect and analyze data (see Bryman, 2004:266). This means that regarding 
for example the concept of uncertainty, I did not observe volatility of prices 
in financial markets to use as a proxy, but rather captured the perceptions of 
respondent regarding the level of uncertainty (see Fraser & Simkins, eds., 
2010:247). There is an emphasis on descriptive details and providing a larger 
context to the specific phenomenon under study. In the present study, the 
researcher, combined with the focus and structure provided by the interview 
guide, largely represents the main tool for interpretation and analysis (Nils-
son, 2010:60).  
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Respondents were allowed to describe events in their own words, which I 
have subsequently put into text. Thereafter I interpreted that text. Empirical 
observations are identified and analyzed based on my qualitative pattern 
analysis etc., and so there is no formal detachment between empirical the 
collection and analysis of data and me as a social science researcher.   

3.2.6 The data analysis process 
In some sense data collection is easier than data analysis. This is also reflect-
ed in existing literature on research method (Eisenhardt, 1989b:539; Yin, 
2003:109). Analysis is simply not a process that is easy to codify, as it in-
volves complex human cognitive processes. Miles and Huberman (1992), 
Strauss (1987), Strauss and Corbin (1990) and Yin (2003) represent however 
useful textbooks that are widely referred to on the subject of data analysis, 
particularly when it comes to qualitative approaches to field research.  

By way of full disclosure, the data analysis process was highly influenced 
by the source book by Miles and Huberman (1992) on qualitative data analy-
sis as well as the book by Yin (2003) on case-study research. Naturally pa-
pers such as those referred to earlier in this chapter have also provided inspi-
ration. In addition doctoral theses like Nilsson (2010) provided direction 
when it comes to research method as they represent powerful case studies. 
Nilsson (2010) was especially useful, as it represents a case study on man-
agement control systems, using a contingency approach.  

Having a grasp of issues related to research method obviously helps the 
analysis process (see Pettigrew, 1990:277; Strauss & Corbin, 1990:42-43), 
however the professional experience of the researcher does so as well 
(Strauss & Corbin, 1990:42-43). This means that my professional experience 
could in fact benefit the analysis process. Miles and Huberman (2003:10-12) 
argue that the data analysis process consists of data reduction, data display 
and conclusion drawing and verification. This is not a sequential process but 
an iterative one, and this is particularly true in the case of the present study.  

I indeed weaved back and forth between theory, empirical observations 
and findings from prior research in connection to the thesis writing process 
(Bryman, 2004:10). Data collection and analysis were facilitated by the es-
tablishment of a simple type of case study database, as proposed by Yin 
(2003:101). All case evidence such as notes and reports were stored in such 
a place.    

3.2.6.1 Data reduction  
Data reduction refers to “the process of selecting, focusing, simplifying, ab-
stracting, and transforming the data that appear in written-up filed notes” 
(Miles & Huberman, 2003:10). It is about extracting the bits of information 
that are the most important and the patterns that best describe these bits and 
pieces of information.  

An initial part of our data reduction process has been the writing of case-
study notes (see Yin, 2003:102). This process started during the actual inter-
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view, as I entered the story telling by respondents directly into the computer 
as raw field notes (Miles & Huberman, 1994:51). This is important to note as 
there was no tape-recording of interviews, and therefore it was crucial to 
obtain a faithful presentation of each interview.  

This process continued as I proceeded with writing up interview notes in 
more detail. This stage of the process took place a few hours after each in-
terview in order to ensure an accurate recording of the facts as well as the 
views of respondents. These documents are write-ups (1994:51) that repre-
sent coherent notes based on the information obtained from during inter-
views. No analysis was allowed in this phase, but only the factual infor-
mation obtained from the respondents. These case study notes correspond to 
about 100 pages in total and are by far the most important source of evi-
dence.  

Already in the early stages of analysis I began to code data. I have used 
descriptive codes that correspond to the factors and dimensions included in 
the interview guide and which were considered during interviews. These 
descriptive codes thus regard environmental contingencies or internal-
control practices and outcome characteristics. I thus initially tagged and cat-
egorized various chunks of information contained in the case study notes 
based on our tentative analytical framework (1994:56-57). Creating codes 
based on a theoretical framework is a path proposed by Miles and Huberman 
(1994:58).  

Both the descriptive codes and the tags related to pieces of data were en-
tered manually in the margins of the case-study notes (1994:66-67). The 
chunks of information related to contingency factors, practices or outcomes 
were then analyzed as separate pieces and in the context of the overall ana-
lytical framework, as well as in the light of the research objectives. Looking 
for patterns in empirical data and comparing patterns to the tentative frame-
work was in this way the overall analytical strategy (see Yin, 2003:116). The 
writing of the dissertation began already at this point. The writing process 
has indeed been iterative, characterized by a back-and-forth straddling pro-
cess between empirical data, writing and theorizing.  

3.2.6.2 Data presentation  
Obviously text remains the most important component of data presentation. 
The texts were supplemented by figures that help illustrate patterns. Formats 
to display qualitative data are plentiful but generally fall into two major cat-
egories: matrices, which are time-oriented, and networks, which describe 
relationships. In this case I used both types as ways of ordering and display-
ing results from data analysis. Networks were established in order to present 
proposed relationships, and matrices were established to display designs, 
uses and outcomes that are time-oriented.  

Matrices that are time-oriented and illustrate an understanding of a chro-
nology are exemplified by Figure 4. These illustrations are invaluable since 
this study investigates changes to internal-control practice. They enable us to 
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illustrate changes in context, practices or outcomes (Yin, 2003: 111-112). A 
second useful display format has been a kind of network display that enabled 
us to highlight important relationships as I make observations and draw con-
clusions. These conceptually ordered displays (Yin, 2003: 127) are repre-
sented by Figures 6-11 as well as Figure 13, and illustrate key patterns or 
relationships. They describe identified and proposed contingency links of 
importance and relationships between internal-control practices and out-
comes.  

As with the entire writing process, the development of illustrations was 
also an iterative process as I travel back and forth between the discovery of 
new meaning and the illustration of that meaning in suitable figures (Yin, 
2003:101). This process is intensified during the later stages of the research 
process as new meaning is discovered in connection to the writing of key 
observations. Research seminars dealing with chapters that refer to analysis 
and the drawing of conclusions also contributed to the analysis and thesis 
writing process.   

As noted, texts remain the most important component of data presenta-
tion. In order to illustrate developments I use the technique of quotation. 
Quotes from respondents were chosen based on the criterion of representa-
tiveness. Quotes are thus used to represent a common understanding 
amongst respondents regarding a development, an event, a practice or a 
theme. Since I did not record the interviews, the quotes do not fully match 
what was in fact said. These deviations are insignificant, however, and 
quotes in this study were communicated to all respondents for validation to 
further ensure that they represent fair depictions of views.  

3.2.6.3 Drawing conclusions  
Using our tentative analytical framework as a background, I look at the data 
patterns and highlight factors that seem to be most relevant with regards to 
internal-control design, uses and outcomes. There are different techniques 
for drawing and verifying conclusions. In our case I both describe and ex-
plain the internal-control processes that I examine.  

The acts of explaining have been referred to as putting one fact in relation 
to others and describing this relationship intelligibly, or setting forth a pro-
posed set of casual links regarding certain phenomena under study (Yin, 
2003:120). Explanations are tricky, however, as the act of drawing conclu-
sions may be flawed (Miles, 1979:590; Lee, 1989:35). This is why both pro-
cess and output must be scrutinized.   

Proper scrutiny is achieved by for example constantly looking for contra-
ry evidence or rivaling out competing explanations (Yin 2003:112). Looking 
to findings from earlier and relevant studies is also important. Another 
method is to periodically step back and think about the data and what is go-
ing on, combined with remaining skeptical about possible conclusions and 
not taking things at face value (Corbin & Strauss, 1990:44-45). All these 
methods have been applied.  
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The role of theory and literature play important roles as we earlier noted. 
Theory is important prior to setting up the research design but also when 
analyzing data. In the paper on case-study research Eisenhardt and Graebner 
(2007:25) argues that “the theory-building process occurs via recursive cy-
cling among the case data, emerging theory, and later, extant literature.” It 
is thus a matter of using the theoretical lens, combined with literature to un-
derstand and better develop the descriptions of emerging patterns.  

The process of theorization has thus taken place by infusing the contin-
gency-based analytical framework into the accounts presented by organiza-
tional members (Llewelyn, 2003:662). Theory is neither a simple concept 
nor is it applied only in academic settings; it is used all the time every day 
(Llewelyn, 2003). Looking at the theoretical framework on theory by Llew-
elyn (2003), our evolved internal-control theory in the chapter on analysis is 
based on the use of metaphors (e.g. the consumption of control) but the dif-
ferentiation of concepts through dualities, which illustrate opposites or ex-
tremes (e.g. implicit-explicit, private-public, formal-informal).  

I largely followed the analytical strategy of relying on our set of research 
objectives, literature reviews and the tentative analytical framework about 
what may be important in our case when analyzing data patterns and think-
ing about explanations (see Miles & Huberman, 2003:111-112).  

When drawing conclusions I tried to look for logical chains in the empiri-
cal evidence. This basically entails searching for clues in data that would 
indicate that links exist between various factors (Miles & Huberman, 
2003:260; also Yin, 2003:120-122). These logical chains represent the rela-
tionships I found in the empirical data, and which would describe and ex-
plain certain internal-control designs or uses. In the end, I looked for a co-
herent model which is empirically relevant and makes sense (Miles & Hu-
berman, 2003:261).  

Generally Yin (2003:137) proposes that there are four important princi-
ples that underlie not only the whole research process but pertains to the 
general social science research process. These principles, which served as 
important checkpoints, are: attending to all evidence, making sure that all 
significant rival explanations are dealt with, making sure that the analysis 
addresses the most significant aspects of the phenomena under study, and 
finally, that one should apply one’s own prior expert knowledge in the case-
study analysis.   

3.3 Methodological reflections 
The evolving theory needs to fit with patterns of empirical data and be rele-
vant to the core of what is going on in our case. It also needs to be useful for 
interpreting and explaining what is going on (Miles & Huberman, 
2003:144). Having accounted for the research design and methods, I need to 
reflect upon important methodological considerations.  
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3.3.1 A case study beyond exploration and description 
One might think that there is only one case study design approach that is 
applied at all times. This is not so. Different types of approaches exist (Otley 
& Berry, 1994:46; Yin, 2003:14-15) and researchers vary in their application 
of these case study approaches, and may also be informed by different theo-
retical perspectives and methodological underpinnings (see e.g. Pettigrew, 
1990; Scapens, 1992; Pihlanto, 1994; Llewellyn, 2003, 2007; Gerring, 2004; 
Eisenhardt & Graebner, 2007; Siggelkow, 2007). We have earlier noted that 
case studies have different objectives as they may be used for different pur-
poses.  

This study aims to contribute to future generalizations based on patterns 
from empirical observations (Otley & Berry, 1994:46). It goes beyond de-
scription and exploration to include an explanatory component regarding the 
internal-control processes under study (Scapens, 1992:370; Yin, 2003:15). 
This is manifested in that our accounts of Folksam internal control design, 
uses and outcomes are not limited to description of how practices are shaped, 
but also provide explanations as to why these practices developed.  

While it is often claimed that qualitative studies are excellent for generat-
ing hypotheses that may then be tested by quantitative studies, this is to 
overly simplify matters (see Chapman, 1997: 203). Case studies may often 
help in generating new theories and refining existing ones, but they may also 
be applied to test or clarify existing ones (Merriam, 1994:70).  

3.3.2 Addressing case study design weaknesses  
Like any research strategy, the case study approach has both advantages and 
disadvantages. Its professed advantages obviously need not be addressed 
here, but rather its disadvantages. They have been discussed in detail and in 
early papers such as Miles (1979). Frequently discussed case-study weak-
nesses revolve around two sets of observations: how to make controlled ob-
servations and how to replicate or generalize (Eisenhardt, 1989b:547; Lee, 
1989:35; Yin, 2003:10-11). Below I address these weaknesses by discussing 
the research quality criteria of reliability, replication and validity (Bryman, 
2004:28).  

Reliability refers to whether the findings will be consistent if new studies 
are performed, i.e. if the results are repeatable (Bryman, 2004:28). Replica-
tion has to do with whether the study is possible to replicate (Bryman, 
2004:28). Internal validity involves whether explanations and conclusions 
drawn are valid, i.e. whether explanations hold water regarding the way 
event x led to event y (see Yin, 2003:36; also Bryman, 2004:28). External 
validity refers to whether findings can be generalized across social settings 
(see Yin, 2003:34, also see Bryman, 2004:273).  

However, there are in fact other criteria that are claimed to be better suit-
ed for qualitative research approaches, e.g. credibility, transferability, de-
pendability and conformability (Bryman, 2004:30, 2008). This may be true, 
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but I will nonetheless use traditional criteria for our discussion purposes 
below.  

External validity is easy to address. Being a case study, i.e. a study of one 
unit, it is difficult to draw valid and robust conclusions that pertain to a larg-
er class of units, such as insurance organizations (Bryman, 2004:273). Such 
inferences need the results from additional studies similar to the present one. 
I am thus able to extend theories only to a sample of one. Accordingly theo-
ries resulting from this study are essentially about phenomena in Folksam 
(Eisenhardt, 1989:547).  

There is consequently no external validity, and this should not be surpris-
ing. There is often a trade-off between different research criteria, and this is 
important to note (see Miles, 1979; Chapman, 2003). However, identified 
case study patterns could potentially be relevant also to other institutions, in 
this case primarily other insurance companies. This is often referred to as 
theoretical generalizability (Scapens, 1992:379-380) or analytical generaliza-
tion (Yin, 2003:37). This seemingly requires a rather strong theoretical base 
regarding a certain relationship, from which (additional) case studies may be 
performed to test that relationship. The results are then used to adjust exist-
ing theories (Yin, 2003:37).  

It is necessary to ensure that findings are credible. Credibility is enhanced 
by for example making sure that all quotes, including their contexts, are pro-
vided to respondents, along with an opportunity to comment. This has been 
done and should guarantee a correct and fair representation of their views, 
and also that events and relationships described through quotes have been 
correctly understood (see Bryman, 2004:275). It is also important to contin-
uously test explanations and conclusions with both respondents and research 
colleagues. The former is done in connection with interviews, and the latter 
is done as a part of the research seminars that take place as part of the doc-
toral program at Uppsala University.  

The use of both respondents and research colleagues to test and validate 
explanations and conclusions is also important for addressing any biases that 
the researcher might have. This is particularly important since this is a quali-
tative study, and the researcher himself, combined with the interview guide, 
represents the instrument for measurement. There is no obvious detachment 
between the researcher and the studied object as in the case of a survey-
based research design. A couple of members of the case study company, 
along with members of the reference team of the research project, were al-
lowed to review a draft of the study in order to further ensure that findings 
are credible.  

Credibility is also enhanced by using different sources of data. A popular 
term on the subject is triangulation (Bryman, 2004:275). Although I make no 
claims of formal triangulation, the concept of comparing different sources of 
data is still relevant. Interview data formed a substantial part of the case evi-
dence but annual reports, corporate governance reports, media texts, regula-
tory reports and historic accounts of Folksam were used in order to obtain a 
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fuller picture and to corroborate findings. Obviously the fact that I have data 
from many different people and from different hierarchical levels, some-
times quite independent of each other, contribute to making findings credi-
ble.  

Regarding the criteria of reliability this is largely addressed by setting up 
a case study database and following a structured approach to research de-
sign, including data collection and analysis. This basically entails knowing 
what to ask respondents, making sure that all data is analyzed thoroughly 
and systematically and that the subsequent case story is validated in various 
ways. If this is done properly the reliability of findings should be enhanced. 
There is no way of perfectly replicating this study, however, nor of convey-
ing to readers each step in this process.   

Reliability entails transparency, as noted. Transparency refers to the need 
to sufficiently spell out the research method applied, including data collec-
tion and analysis techniques. This enhances the possibility of carrying out 
similar research projects in the future. This also enhances the possibilities of 
research colleagues properly understanding how the research findings were 
obtained. The disclosure of research methods, in this case, is done primarily 
through this present chapter including the appendices, which involve data 
collection.  

3.3.3 Application of the analytical framework  
In this final episode of methodological reflections, I turn to the application of 
the tentative analytical framework that was introduced in the previous chap-
ter, section 2.6. The use of a contingency-based tentative framework intro-
duces at least three issues that are worth noting. These issues, which I have 
touched upon earlier but not fully addressed so far, regard our use of contin-
gency theory, the way I operationalize concepts and my view on the key 
relationships inherent in any contingency model. These issues are interrelat-
ed.  

The first issue has to do with the fact that I apply a contingency-based 
framework while using qualitative data collection and analysis techniques. 
As we know, traditional contingency research is synonymous with large-
scale questionnaires where statistical methods are applied to examine rela-
tionships between variables (Chapman, 1997:189). Is it possible to investi-
gate the contingent nature of complex concepts such as environmental uncer-
tainty and strategy without using proxies, typologies and questionnaires to 
obtain information? I argue that this is indeed the case.  

Even though a theoretical approach is associated with certain data collec-
tion techniques, they should not be seen as uniform. In fact Chapman (1997) 
and Sousa and Voss (2008), as they reflect on contingency research, seem to 
promote different and qualitative techniques for future contingency studies. 
Both deductive and inductive research approaches should thus be valid also 
within the scope of contingency studies.  
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A related issue concerns the way complex concepts such as environmen-
tal uncertainty and strategy are made operational, i.e. the way in which they 
are measured. In strict theory-testing approaches a major issue involves con-
cepts and their measurement. The present study is a qualitative study, how-
ever, which places the emphasis on meaning, understanding and the context 
related to practices under study. Humans are by far the best instrument for 
collecting rich data from people and performing inductive reasoning (Merri-
am, 1994:19).  

There is accordingly little need for the use of proxies or indicators to 
measure concepts and factors, such as using volatility of prices as a proxy 
for uncertainty. I thus embrace a rather flexible and open view, and concepts 
are used to provide a general reference and sense of direction as I discuss, 
investigate and examine practices and developments (see Bryman 
(2004:271). The particular concept of internal control is a suitable example, 
where I use the COSO framework as a reference, but I have not made any 
attempt to present or use detailed definitions of internal control in inter-
views.   

As this is a contingency-inspired study, I must also address my views on 
relationships between variables in the framework, including the concept of 
fit. Gerdin and Greve (2004, 2008) provide advice regarding the match be-
tween views on the relationship between contingencies, practices and fit, and 
the choice of statistical method. Just like Nilsson (2010) I adhere to the view 
that, for the purpose of a qualitative study such as the present one, these 
matches are not as important. But it is still important for me to disclose my 
views on the nature of this relationship.  

The present study is a contingency study, which by default means that the 
concept of fit is important, and not only the interplay between context and 
structure (i.e. uses and designs of internal control in this case). I accordingly 
assume that there can exist both high-performing and low-performing inter-
nal-control systems, due to various combinations of relationships between 
context and the firm.  

In this case, however, the concept of fit does not involve the strength of 
the profit and loss statement or the return on assets (see Nilsson, 2010:62), 
but rather the perceptions of directors and managers regarding the effective-
ness of internal control (see Jokipii, 2006:39). The contingency view is that 
the better the fit between environment, firm-level factors and internal-control 
design and use, the better the internal-control effectiveness.  

A poor match between for example the environment, firm-level factors 
and internal-control design and use, would consequently impair internal-
control effectiveness. When reflecting on internal-control effectiveness as 
part on the analysis process and in the light of the empirical observations, I 
attempt to relate the analysis to this assumption about the case of the inter-
nal-control fit. This will be done as part of my analysis as I review case evi-
dence, match patterns and make inferences about relationships between con-
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text, Folksam and internal-control effectiveness. In this way, matches or 
mismatches can be identified, analyzed and concluded.  

As we know, internal-control effectiveness refers to perceptions of board 
of directors and managers regarding financial reporting quality, efficiency 
and effectiveness in operations and compliance with laws and regulations 
(COSO, 2013). This is the outcome of internal control generally referred to 
in the present study. I did not attempt to validate perceptions of respondents 
regarding the effectiveness of the system of internal control to find final 
proof of such views. Nor did I try to relate any views of respondents of the 
effectiveness of internal control to company performance, i.e. the profit and 
loss statement. This is beyond the scope of the present study. However, as 
internal-control effectiveness relates to perceptions of directors, managers 
and specialists, this should be sufficient for the purpose of my research 
scope.  

Our tentative analytical framework is based on the assumption that there 
are changes in context and firm-specific circumstances taking place, and 
furthermore that these changes may affect internal-control design, use and 
outcome. The way in which these changes are taking place, evolutionary or 
by leaps, remains an empirical question that this study aims to shed light on 
(see Nilsson, 2010:10-11).  

A concluding comment in relation to the framework may be just to re-
iterate how we view the direction of influences in that framework. Accord-
ing to contingency theory there seem to be a widely accepted understanding 
that not only is the firm affected by context, but vice versa. This is why there 
are two-way arrows. However, I primarily focused on the way designs, uses 
and outcomes of internal control were affected by context and firm-specific 
circumstances, as these changed during the period of 2000-2010. Conse-
quently I have not paid significant attention to how and why the company 
may affect context – for instance discussing during interviews efforts by 
Folksam to affect its regulatory environment.  
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4 Empirical Foundation 

4.1 Introduction  
This chapter presents the empirical foundations of the present study. The 
account of intern control related developments will be based on three differ-
ent time periods that were identified during our data analysis process.  

The basis for the identification of these time periods consists of an analy-
sis of the in-depth interview data as well as case company annual reports and 
other official information. The time periods that were identified are labeled 
the implicit, emerging and explicit periods.  

At a high level the analysis suggests that these three time periods roughly 
correspond to quite noticeable developments in internal-control design, use 
and outcome. Consequently they can be useful for the longitudinal part of 
our accounts. As we can see, these periods exhibit certain characteristics 
regarding context, organization and internal-control design use and outcome, 
which are summarized at the end of each time period account.  

Figure 4 below illustrates the three different time periods and it will be 
argued that conditions relevant to our study changed greatly during these 
years. Obviously I realize that no exact and clear-cut dates exist between 
these periods.  
 
 
 
 
 
 
Figure 4: Developments in internal-control design, use and outcome.   
 

Besides being time-oriented, the following account will therefore relate to a 
contingency analysis as outlined in the previous chapters and summarized in 
Figure 3. In order to better understand the developments in internal-control 
design, use and outcome during the study period, I will account for some of 
the key changes to context, strategy and organization. This will be the basic 
structure as I address the implicit, emerging and explicit period. In sum the 
empirical foundation will provide a basis for the following analysis in chap-
ter five and the drawing of conclusions.  

As we know from earlier, our study focus is the time period between the 
years of 2000-2010 but I will also reflect on events taking place prior to year 
2000, in order to obtain a fuller understanding of developments.  

A brief reminder to readers regarding the use of quotes might be in place. 
As we know from the earlier chapter on method, respondents were catego-
rized based on whether they belong to the board level, the executive level, 
corporate support or the business unit level. Board level includes board and 
audit committee members, the executive level corresponds to the corporate 

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 

implicit emerging explicit
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executive team including the chief executive officer, and the corporate sup-
port level largely correspond to group-wide support functions. Let us now 
turn to Folksam and the account of what I call the implicit period.  

4.2 The implicit period  

4.2.1 Environmental context   

4.2.1.1 Competitive pressures on the rise  
Competition pressures in the early 1990s were slowly but surely on the rise 
in the insurance industry. As a result of a gradual increase in market compe-
tition, insurance companies increasingly adopted an international perspective 
and engaged in alliances. In the case of Folksam, this had effects on strategy, 
as efforts were made towards a Nordic alliance with Norwegian Samvirke 
and Danish Alka (Grip, 2008:150). Later, these international ambitions had 
to be put on hold due to a severely diminished risk capacity, caused by the 
credit insurance failure a number of years earlier (Grip, 2008:185).  

The perception that competition was gradually increasing can be traced 
back at least a couple of decades, however. Competition-wise the situation of 
the industry was quite different towards the beginning of 2000 compared to 
the early 1990s. An executive reflects:  

At this time around 1992, the industry was much like an oligopoly and you 
were simply not that interested in tight business performance monitoring. The 
manufacturing industry was exposed to competitive pressures in a very differ-
ent way. In the insurance industry you simply did not need to follow-up on 
business performance in the same way (respondent, executive level).  

4.2.1.2 The blurring of sector boundaries 
Another development which is taking place around this time, and which is 
associated with the increased competition, refers to the gradual blurring of 
sector boundaries. Banks are striving to expand their business, and so are 
insurance companies and other financial institutions. One way to expand is 
obviously to broaden the product range and to include new financial prod-
ucts. And so there is a slow but noticeable development taking place, espe-
cially with reference to the banking and insurance sectors which are becom-
ing increasingly intertwined.  

4.2.1.3 A pension system in transformation   
In early 2000 parts of the insurance industry were greatly influenced by the 
reform of the Swedish pension system. A re-structuring of the insurance 
sector had taken place, specifically with regards to the management of pen-
sions. The so-called premium pension system [premiepensionssystemet] was 
introduced, which affected the whole pension market16.  

                               
16 This was the result of work done in order to develop and improve the Swedish pension 
system. The component of the pension labeled premium pension refers to the part that the 
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In the 2000 annual report , Tore Andersson, the chief executive officer at 
that time, claimed that “year 2000 was an exceptional year, an historic year. 
This was the great pension election year, and we at Folksam enjoyed great 
successes” (Folksam, 2000:5). The statement obviously refers to the changes 
accounted for above and the fact that Folksam had come out quite favorably 
in this transition. The transformation of the pension system towards the be-
ginning of the century seemingly contributed to the gradual increase in com-
petition in the industry. A specialist comments:  

The de-regulation of the pension market has also had an impact. The pension 
system was transformed in the year 2000. It has become a much more competi-
tive marketplace – there are competitive biddings in each and every area now 
(respondent, corporate support level). 

4.2.1.4 A financial market in distress  
Towards the beginning of the new millennium the whole industry was se-
verely damaged due to a negative stock market development (see CEIOPS, 
2005). This also affected the profit and loss statement of both Folksam Sak 
and Folksam Liv (Folksam, 2000:5; Grip, 2008:215). The negative trend of 
the Stockholm stock exchange continued all the way into 2003, and the value 
of the stock market dropped by over 50% from 2000 to the end of 2002 
(Folksam, 2001:4; Folksam, 2002:5). The Committee of European and Oc-
cupational Pensions Supervisors (CEIOPS) write in their 2003-2004 risk 
report that 2003 had become a turning point for many insurance companies, 
after a number of years with declining global equity markets (CEIOPS, 
2005:2). In addition to increasingly challenging equity markets, CEIOPS 
also report challenges with the low interest rate environment, primarly for 
life insurance contracts with interest rate guarantees (CEIOPS, 2005).   

The weak financial position significantly influenced the amount of risk 
that could be assumed by Folksam. It impacted directly on the investment 
management activity, as Folksam had to be very conservative regarding for 
example investments in shares (Folksam, 2002:23; Folksam, 2003:15). Part-
ly due to the financial market turbulence and the poor financial outlook at 
the beginning of the century, the perception of greater risk was present. In 
the management section of the annual report from 2001 (Folksam, 2001:4), 
the chief executive officer Tore Andersson states:   

The year 2001 was a turbulent year for the financial sector and therefore also 
for the insurance business. We have experienced the longest and deepest stock 
market drop in more than a few decades. This has hit the Folksam business in 
both life and casualty insurance [...] we have not yet seen the end of last year´s 
turbulence.  

                                                                                                                             
individual has as his/her disposal to invest in funds as he or she chooses. The premium pen-
sion system is administered by the Swedish authority Pensionsmyndigheten [Swedish Pen-
sions Agency]. The premium pension is part of the state pension whereby a part of the salary 
is set aside and may be managed by the individual.  
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The concept of risk seems neatly captured by the perceptions of Tore An-
dersson regarding the state of the world at that time. Uncertainty took the 
form of a huge financial downturn that significantly shaped the business and 
assets of Folksam. As a result, consolidation levels were way down – not 
only for Folksam Sak, but also for Folksam Liv which had incurred negative 
consolidation levels. Accordingly the fluctuations and turbulent times con-
tributed to the weakened risk capacity (see CEIOPS, 2005).  

4.2.1.5 Signs of maturing casualty against loss market   
The chief executive officer Tore Andersson notes in the 2000 annual report 
for Folksam that the insurances against loss market had largely stagnated. 
According to Andersson, that market was highly competitive and there was 
much focus from industry actors on premium levels, driving premiums lower 
due to intense competition (Folksam, 2000:6; see also Grip, 2008:191; CEI-
OPS, 2005a, 2005b).  

The market related to insurances against loss thus exhibited signs of be-
ing increasingly mature (Folksam, 2000:4; see also CEIOPS, 2005a, 2005b). 
A respondent from a corporate support function comments on this develop-
ment: “the competitive pressures increased drastically, and with this, the 
demands of cost-effectiveness” (respondent corporate support-level).   

4.2.1.6 A regulatory and supervisory perspective  
At the beginning of the century, there was no comprehensive internal-control 
regulation, and there were no mandatory Swedish internal-control disclosure 
requirements, as the Swedish corporate governance code was not imple-
mented until 2004. Consequently companies were not obliged to publicly 
disclose the way their systems of internal control were organized, or whether 
controls in fact were operating effectively.   

Some regulation obviously existed however. For example the Swedish 
Financial Supervisory Authority regulations of FFFS 1999:1217 and FFFS 
2000:318 were in force around this time. FFFS 1999:12 was a general guide-
line regarding governance, internal information and internal control for cred-
it and securities intuitions, as well as for fund companies. FFFS 2003:3 was 
a similar guideline but related to the insurance business. Furthermore, in year 
2000 FFFS 1999:12 had succeeded an earlier version, regulation 1994:1219. 
Similarly around that same time FFFS 2000:3 had also succeeded an earlier 
version, regulation 1994:3620 (FFFS 2003:3, p. 4; FFFS 1999:12, p. 4)21. 

                               
17 [Finansinspektionens allmänna råd (FFFS 1999:12) om styrning, intern information och 
intern kontroll inom kredit- och värdepappersinstitut samt i fondbolag].  
18 [Finansinspektionens allmänna råd (FFFS 2000:3) om styrning, intern information och 
intern kontroll inom försäkringsbolag och understödsföreningar]. 
19  [Finansinspektionens allmänna råd (FFFS 1994:12) inom styrning, intern information och 
intern kontroll vid kredit- och värdepappersinstitut].  
20 [Finansinspektionens allmänna råd (FFFS 1994:36) om styrning, intern information och 
intern kontroll i försäkringsbolag och understödsföreningar].  
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2003:3 and its earlier version thus existed and stipulated that adequate in-
ternal control had to exist within companies (FFFS 1999:12, §7). Internal-
control regulations therefore existed also in the early 1990s. Naturally, cor-
porate law such as the Insurance Companies Act (see SFS 1982:713/now 
SFS 2010:2043) also existed, which put forth the minimum requirements on 
a high level regarding internal control in insurance companies.  

Although it is clear from past documentation that internal control was a 
supervisory object as far back as the early 1990s, this was not fully reflected 
in organizational discourses and practices. A respondent from a corporate 
support function comments on the influence of existing regulation around 
that time:  

Risk management had always existed during these years but it had not come to 
be properly formalized until around 2005. It was mainly brought in through the 
regulation FFFS 2005:1. Obviously you had worked with these matters earlier 
but more in a way that it was in people’s minds. The chief financial officer 
who was very involved in matters of internal-control was on top of these things 
but we had never anything written down (respondent, corporate support level).  

 
The quote above captures the nature of much internal-control design and use, 
which at the time was quite informal, including some risk-management ac-
tivities. Obviously core risk-management procedures that concerned insur-
ance and market risk necessarily needed to be formal at least to some extent. 
However, a stronger focus on formalizing internal control did not appear 
until a few years into the new century.  

FFFS 2005:1 was very good. It was released directly after the Swedish Code of 
Corporate Governance. What was prescribed through regulation 2005:1 was 
not new however, though it did codify much of what was previously common 
but implicit practice. Now it also became easier for us to know what to do […] 
because of the codification of these areas we got the guidance we needed to 
work with these matters (respondent, executive level).  

 
The regulatory influence with reference to internal control was thus present, 
although not very strong. Internal-control designs and uses were largely up 
to each individual company. Prior to 2004-2005 it seems that the existing 
regulations of internal control had less visible effects on the way Folksam 

                                                                                                                             
21 The development of FFFS 2000:3 was caused by underlying changes in the Insurance 
Companies Act (SFS 1982:713), which also set out a new supervisory direction for the Swe-
dish Financial Supervisory Authority towards a stricter focus on compliance with insurance 
law and regulations. The FFFS 2000:3 was in this regard meant to serve as a guidepost for 
companies in their efforts to maintain a system for identifying, managing and monitoring risks 
(see FFFS 2003:3, p.1). The development of FFFS 1999:12, which concerned credit, securi-
ties and fund-related business, was brought about by changes to the Limited Liability Compa-
nies Act (SFS 1975:1385). These changes pinned down the responsibilities of the board in 
institutions. The FFFS 1999:12 guideline was in this context meant to serve as a guidepost for 
institutions in their work with reference to controlling and monitoring of risks (see FFFS 
1999:12, p.1).  
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designed, used and maintained internal control. The regulatory and supervi-
sory aspects of the insurance industry did not seem to push hard for explicit 
and formal internal-control design, use and oversight.  

The companies are more sensitive to the financial supervisory authority today 
[…] the companies are more inclined to cooperate with the Authority com-
pared to what one thought about that earlier […] It was not as if you could just 
pass the Authority, but the Authority was more of a regulation-producing body 
earlier compared to today (respondent, executive level) 

 
Although internal control was neither talked about nor very formalized, this 
did not mean that the regulatory environment at the time did not have any 
impact at all – it obviously did. The supervisory guidance of FFFS 1994:36 
issued by the Swedish Financial Supervisory Authority during the mid-1990s 
proved to have an influence on the way Folksam approached its system of 
internal control, at least from an assurance provider perspective.   

In the year of 1995 the Swedish Financial Supervisory Authority issued advice 
regarding governance, internal information and internal control for insurance 
companies. Due to a supervisory engagement that the Authority performed 
based on this new guidance (and that subsequently came out in a positive way 
for Folksam), we did our own review of the system of internal control at 
Folksam and a report was delivered to corporate management in June of 1996 
(respondent, corporate support level).   

4.2.1.7 A public disclosure perspective   
There is little information in the 2000, 2001 and 2002 annual reports about 
risk-management processes in general, and the internal-control system in 
particular. In the 2000 annual report under the heading of risk exposures, 
there are two similar pages that refer to the respective companies of Folksam 
Liv, Folksam Sak and Folksam International.  

These sections were inserted under the heading of supplementary infor-
mation in the annual financial reports, and largely refer to risks related to 
investment management activities. They contain an initial description of the 
board approval process for investment policies, and a subsequent account of 
the way in which the investment activity maximizes return while remaining 
within board-approved tolerance levels. There is also a description of how 
risks are optimized and contained through controls such as value-at-risk-
methods, error-tracking, stress-tests, currency contracts and credit limits.  

There is also a reference to two independent departments within the in-
vestment management activity that are charged with the task of controlling 
risk-taking. There is information about the group-wide corporate function of 
internal audit, which, together with an internal-control function that resides 
within the asset management activity, is jointly responsible for reviewing the 
operational risks related to investment activities (Folksam, 2000:99).  

The more detailed accounts of risks concern currency risk, insurance risk, 
interest rate risk and credit risk. All in all, these texts correspond to one 
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page. This structure is similar for both Folksam Sak (Folksam, 2000:76-77), 
Folksam Liv (Folksam, 2000:46-47) and Folksam International (Folksam, 
2000:99-100). It should be noted that there is also a brief reference made to 
risk management and specifically risk control, in the section related to in-
vestment management (Folksam, 2000:23).  

The type of disclosure described above remains largely the same for the 
2001 annual financial report (see Folksam, 2001:20-22, 46-47, and 78-79) 
with the exception of Folksam International, which was sold in 2001 
(Folksam, 2001:57). It seems that the period up until 2002 may be character-
ized as a relatively silent period, with very little disclosure of internal-
control designs and uses. For the most part it seems that internal control re-
mained a private affair for the internal organization of Folksam. 

The understanding of the importance of complying to rules and regulations, 
and to do certain checks is much higher today. Earlier you did not know about 
these matters, there were unrecorded events, and information about those 
events was latent. Within that framework, the company could conduct its busi-
ness without disclosing anything externally (respondent, executive-level).  

4.2.2 Strategies and organization  

4.2.2.1 A strategic agenda interrupted     
During the first years of the century the strategy of Folksam was naturally 
shaped by the severe financial distress and stock market drop between 2000 
and 2003. To some extent Folksam strategies during the 1990s had been 
focused on regaining its diminished risk capacity, especially with regard to 
Folksam Sak. Consequently strategies were significantly shaped by a highly 
conservative risk appetite during most of the 1990s.  

For a number of decades Folksam had established itself as one of the 
most dominant insurance companies in Sweden, especially in terms of casu-
alty insurance obviously. Casualty insurance in terms of insurances for traf-
fic, vehicles, homes, houses and leisure houses took off long before individ-
ual life insurance did (Grip, 2008:110).   

The business idea of collaborating with unions to develop collective in-
surances had been successfully deployed, and towards the end of the 1980s 
Folksam Sak was a strong financial company. And this was so despite of the 
fact that competition was slowly on the rise, which also prompted changes to 
insurance terms and premiums – especially in some segments. The corporate 
strategy of Folksam seems quite close to what Porter (1987) refers to as ac-
tivity sharing. This means that that the organization competes in related in-
dustries, where there is potential for synergies between business entities, and 
thus there will be forms of integration (see Nilsson & Rapp, 2005:54).  

At a high level the casualty insurance business strategy for Folksam Sak, 
which had grown impressively all the way back to after World War II, was 
thus increasingly geared towards a hold position, with expansion if possible 
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(Grip, 2008:139).22 Casualty insurance markets were increasing mature early 
on, showing signs of complete stagnation towards year 2000, with increasing 
pressures of premium levels and prices (Folksam, 2000:6).  

On the other hand, the Folksam Liv business began to grow slowly during 
the 1980s, assuming a build business strategy position (see Nilsson & Rapp, 
2005:65). The business of life and pensions had been largely a secondary 
concern, although towards the mid-1990s there is increasingly a focus on 
Folksam Liv (Grip, 2008:1999).   

Towards the beginning of the 1990s the Folksam strategic portfolio was 
characterized by five focus areas. Firstly they entailed a focus on singled-out 
member groups of different movements with tailor-made and comprehensive 
cost-effective insurance packages to each member group.  

Strategies also entailed a focus on efficient distribution processes includ-
ing direct marketing efforts. In addition strategies included a stronger focus 
on reducing running costs while concurrently increasing quality. This part of 
the strategy also concerned the international aspirations, which I previously 
mentioned. All these carefully crafted long-term strategies were to be quite 
brutally interrupted, however (Grip, 2008:152-153).  

The financial crisis in the early 1990s, and the related Folksam Sak credit 
insurance failure, originated from the risk event of the collapse of the real 
estate markets. Banks had issued loans that in turn were insured through 
credit insurances. The outcome was that a financial downturn consequently, 
and rapidly, infected the insurance industry and specifically all insurance 
companies that carried credit insurances as part of their product portfolios. 
The effects included value destruction and the bankruptcy of several compa-
nies.  

By mid 1980s you obtained supervisory approval for this business. Other in-
surance companies also established credit insurance businesses that subse-
quently went bankrupt. Folksam had just gotten started, with premiums about 
MSEK 100 when the business exploded […] Folksam was hit worse by far 
[…] It was not just the managerial attitudes to business and risk, but also a sign 
of the times (respondent, executive level).   

 
For Folksam the losses came to be a staggering MSEK 2,600 for 1991, 
MSEK 1200 for 1993 and between 1993 and 2000 a total of MSEK 4,700 
(Grip, 2008:171). This resulted in legal action against the head of the credit 
insurance business, as well as the subsequent departure of the chief execu-
tive officer of Folksam (Grip 2008:166-188). As a result the whole risk ca-
pacity of Folksam Sak was expended, and Folksam was basically forced into 
a situation overnight where strategies had to be significantly altered. The 

                               
22 A hold position is classification of a certain type of business strategy that is about keeping 
existing high market shares in mature industries. This is based on the taxonomy developed by 
Gupta and Govindarajan (1984), see Nilsson and Rapp (2005:65).    
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new chief executive officer, Håkan Tidlund, took office shortly after the 
incident. 

Tidlund took office in 1992 and brought with him a completely different view 
of matters. During 1992-1997 was all about getting things in order and imple-
menting cost-effectiveness and cost-savings programs (respondent, executive 
level).  

 
The necessary strategy alterations involved a strict conservative risk attitude, 
and the lower risk appetite was mainly manifested in adjustments to invest-
ment policies, but was also visible in other parts of strategy. The strategy 
from 1992 and forward on thus took a turn towards a general focus on low 
risk, cost-reduction and operational efficiency (Grip, 2008:173).  

At that time we had very conservative exposures in risk, deployed careful re-
insurance solutions and the corporate business line was subsequently sold in 
2001. We wanted to profit-maximize and invested in treasury bonds, and there 
was high risk awareness and focus on risk minimization – almost to the point 
of being absurd. We risk minimized everywhere we could. That culture still 
partly lives on today, but is beginning to go away. The new chief executive of-
ficer has come in and we have started to be profitable in our businesses. All ac-
tions that could be taken in order to reduce risk have already been taken (re-
spondent, corporate support level).   

 
A huge shift in risk attitude accordingly took place during the early years of 
the 1990s. Folksam Sak obviously had difficulty in maintaining its business 
strategy of holding. This strategy adjustment towards lower risk taking was 
comprehensive and came to be rather long lasting.  

Folksam was burdened by the significant losses due to these products, which in 
turn entailed that Folksam had to start a long period of very low risk-taking. 
Investment policies have until very recently been conservative, as Folksam has 
not had the financial strength to take on board risk (respondent, corporate support 
level).  

 
Accordingly strategies were re-shaped based on the crisis that had hit 
Folksam. Initially there was a handling of the immediate and most distressful 
issues, and thereafter a focus on healing the broken business. According to 
Grip (2008:185), the chief executive Håkan Tidlund proclaimed that:  

Regarding the next few years, it is our foremost task to maintain and develop 
the Folksam position within the traditional insurance business while re-
building our consolidation level again.  

 
This does not mean that the strategic agenda was entirely free from forward-
looking and risk-embracing components, only that maintenance and survival 
components were the most influential. From applying a build strategy suc-
cessfully during a number of decades, the business strategy of Folksam Sak 
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had increasingly been shifted towards one of holding – mostly due to matur-
ing markets. However, this position also came to be quite uncomfortable as 
the business was suddenly under great pressure.  

4.2.2.2 Strategic initiatives towards the end of the century 
A few important strategic initiatives were accordingly still launched, despite 
the tough times and the conservative basis for strategies. Discussions with 
the company KPA [Kommunernas Pensionsanstalt] were initated, but the 
deal with the company Ansvar, orginially an insurance company with ties to 
the sobriety movement that was started in 1932, was subsequently put on 
hold. KPA is a pension insurance company for employees in municipalities 
and county councils [kommuner och landsting] (Folksam, 2000:28-29).  

There was also a change with reference to the business relations with the 
bank Föreningssparbanken, which basically meant that the cooperation be-
tween Folksam and Föreningssparbanken was terminated23.  

A forward-looking and more risk-embracing component of the strategy 
was also to grow the life and savings business. Folksam was to become a 
company known not only for non-life insurance but also for its position in 
life insurance and savings. Generally the profit and loss statement for 
Folksam Sak gradually improved during this period between 1997 and 2000. 
Yet between 2000 and 2002 an additional cost-effectiveness program was 
launched in order to strengthen the still weakened Folksam Sak24 (Grip, 
2008:210). 

4.2.2.3 Strategic focus around 2000-2002  
Towards the beginning of the new century, several initiatives were estab-
lished that were of strategic importance. As mentioned, the industry was 
significantly influenced by the great pension election year of 2000. For 
Folksam, the strategy portfolio around these years largely concerned the 
following five components.  
 
o Growth in the life insurance market (Folksam, 2000:5; Grip, 2008:199) 
o Focus on the domestic consumer market (Grip, 2008:203; Folksam, 

2001:6, 57). 
o Expanded product offerings (Folksam, 2002:6).   
o Enabling growth through continued cooperation with union movements 

(Grip, 2008:202-203, 206-207).  
o Building the Folksam brand (Folksam, 2001:6; Grip, 2008:200). 
 

                               
23 Föreningssparbanken is a Swedish bank that was formed in 1997, but changed its name to 
Swedbank in 2006. There were life and savings businesses that were mutually owned by 
Folksam and Föreningssparbanken. These businesses were divided and settled and thus the 
joint business ended.  
24 Folksam Sak´s weak capital base was a reason behind a debenture loan from Folksam Liv 
in the amount of MSEK 2,000. The transaction was approved by the S-FSA in late 2001 (see 
Folksam, 2001:25, 58; Sönne, 2002:6).   
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The strategic discussions that had been initated with KPA towards the 
end of the century, now meant the acquisition of 60% of the shares in KPA. 
Folksam became the majority owner of KPA. This deal enabled the realiza-
tion of synergies between the two entities regarding for example investment 
management and IT.  

As a consequence of the lower propensity to take on risk and the related 
deployment of conservative strategies, Folksam furthermore disposed of its 
holdings in the Norwegian business VÅR/Samvirke as well as the interna-
tional re-insurance businesss. Additionally, all corporate insurance business 
was sold to the insurance company Trygg-Hansa in 2001, an insurance or-
ganization that is Danish owned today.   

A long-term prioritazition of risk-reduction measures was established. We sold 
off the re-insurnace business, the corporate business was sold to Trygghansa, a 
business portfolio which represented more risk than the private business, and 
you insured the business with all you could…not until this year did we repay 
the debt to Folksam Liv, now we have over 100% consolidation (respondent, 
corporate executive level).  

  
The purpose was to continue on the set path and deliver the less risk-
embracing strategy that entailed a strict focus on the Swedish private house-
hold market (Folksam, 2001:57; Grip, 2008:203). Around this time there was 
also a discussion regarding in what way the offerings could be broadened, 
through for example the inclusion of banking services. These discussions 
were later settled by a cooperation agreement with the bank of IKEA, Ika-
nobanken (Folksam, 2001:4).  

The importance of risk attitude and risk appetite for strategy selection and 
control is quite visible in the case of Folksam. I have already accounted for 
the details surrounding the credit insurance malfunctioning at the beginning 
of the 1990s, which severely damaged Folksam Sak. The weakened capacity 
to absorb adverse outcomes pushed the case company into a highly con-
servative risk appetite during most of the 1990s. A board member comments 
on the weakened risk capacity and the resulting conservative approach to 
risk:  

It did not look good a few years back…with a debenture loan where Folksam 
Liv basically owned half the equity of Folksam Sak...we had a consolidation 
level of below 50% and there was an apparent risk that every investment you 
made, or decision you took, could jeopardize the future of Folksam Sak (re-
spondent, board level).   

 
The risk-adverse attitudes towards the end of the 1990s came to be even 
further emphasized due to the financial market turbulence between 2000 and 
2003, and the pressures of a tough non-life insurance market. “We have min-
imized our risks within claims insurance” are the words of the chief execu-
tive officer in the 2001 annual report (Folksam, 2001:4).  
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Altogether Folksam was still largely characterized by its low risk appetite 
at the beginning of the new century. Not that Folksam had deliberately cho-
sen to adopt a risk-adverse approach, but rather that a combination of inter-
nal (e.g. inadequate risk taking and bad management over credit insurance 
business) and external risk events (e.g. financial crisis and stock exchange 
market drops) had imposed this situation on Folksam.  

A fair account could therefore be that the formulated strategies in the 
1990s were disabled by a weakened capacity to absorb negative outcomes 
and the resulting low willingness for risk taking. Although the weakened risk 
capacity and the related conservative risk appetite continue to leave traces, 
looking back, signs indicate a slight change in risk appetite as the most im-
mediate crisis was perceived to be over. Slowly attitudes are beginning to 
change.  

In the beginning it was all about survival. Tore Andersson also continued to 
work along these lines...but we were not able to take on board risk for a long 
time. Tidlund was more defensive in order to remove all problems and issues. 
Andersson continued this journey but Tore also made some more aggressive 
initiatives – a company also needs to play offense – working hard in both de-
fense and offense (respondent, executive level).  

4.2.2.4 Deficiencies in risk taking and monitoring controls  
Looking back at the beginning of the 1990s and the way in which the credit-
insurance business put a damper on the whole continuation of Folksam, this 
is often perceived as related to the general attitudes of those times. Perhaps 
this was a sign of the times (Grip, 2008:165), which was partly reflected in 
risk-embracing managerial attitudes, and that in turn drove the excessive risk 
taking behaviors.  

Grip (2008:172) indicates, however, that the reasons behind the malfunc-
tioning may be found in an under-assessment of the potential likelihood and 
impact of risk (more specifically insurance risk), deficiencies in key moni-
toring controls and also the disloyal behaviors of managers in charge. The 
combination of these factors contributed to the unfortunate outcomes previ-
ously accounted for and which far exceeded risk-taking boundaries. Perhaps 
certain managerial attitudes in some instances were allowed to exist. Perhaps 
all this was partly a result of those times, but what happened was also a re-
sult of how the business was governed and controlled around that time.  

Before we had worked with this, more or less, but at that time when the credit 
insurance losses incurred we did not have the same control as today. It was 
more like “you are a nice guy and of course I trust you.” You trusted your col-
leagues and each other much more; it was a completely different time than to-
day. You socialized in a different way and this was also relevant for the way in 
which the company was governed and controlled. Compared to the standards 
of today, we were not in control back then (respondent, business unit level).  
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Attitudes towards governance and internal control and the way in which 
people, systems and processes were monitored were accordingly quite dif-
ferent. Trust was often high and it seemed to replace many formal means of 
control. But these processes did not exist in a vacuum, as they were influ-
enced by the perception of the regulatory and supervisory mood at that time, 
and how governance and internal control were designed and used.   

This was an example of how individual people were allowed to run their own 
race – there were no rules and regulations around what they could do, there 
were no rules that regulated them – there was no reporting to the board (re-
spondent, executive level).  

 
I touched earlier upon the attitudes to executives. It seems that the manageri-
al influence is of great importance. The way in which managerial risk atti-
tudes drive behaviors and therefore also risk-taking activities is important. 
Leading by example is a powerful thing, and the extent to which one focuses 
on internal-control designs and uses will lead to differing internal-control 
outcomes.  

I think that the chief executive officer has a great impact on the design of in-
ternal controls, and affects the possibilities of internal-control designs. We all 
run in the direction that the chief executive officer wants us to run. If a chief 
executive officer has an opinion that this is something we are doing in order to 
keep the supervisory authorities happy, then my colleagues and I on the execu-
tive team will give it lower priority – and similarly in other parts of the organi-
zation. If the chief executive officer on the other hand behaves in the opposite 
manner, then it will have the opposite effect. The chief executive officer and 
the executive team in this way have the greatest influence on creating opportu-
nities to work with internal-control-related matters. We show that it is legiti-
mate and prioritized to work with internal control (respondent, executive level).  

 
Obviously managerial risk attitudes were shaped by the catastrophic losses 
that were subsequently incurred during the 1990s. Naturally the replacement 
of individual managers contributed to this change, but general attitudes also 
changed. Looking at the case evidence it seems that the importance of inter-
nal control was neither entirely reflected in managerial attitudes nor in or-
ganizational practices.  

Today the policies and rules have a platform that is much more alive within the 
organization. If the chief executive is active in this process, interested, then 
this will have consequences and internal control will take on higher status in 
the company (respondent, executive level).  

 
I mentioned earlier that Håkan Tidlund took office in 1992 shortly after the 
problems exploded. Unsurprisingly the attitudes of this new manager and 
views of governance and control differed from previous ones. Different 
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times require different managerial styles, and the internal-control component 
may always be present, however in different ways.  

He talked about the importance of order and proper arrangement of things [...] 
the organization was in a state of shock at that time [...] Tidlund was very 
much hands-on, he basically went around and governed and changed the man-
agement team into one corporate management for the whole company – both 
Sak and Liv (respondent, executive level) 

 
A strategic issue that had caused some disunity earlier was that of potentially 
changing the fundamental basis of Folksam. The question was whether to 
withdraw from the mutual corporate form that constituted the formal basis 
for Folksam. 

As the board could not agree in this matter, the chief executive chose to 
resign during the summer of 1997. One of the stated motives behind chang-
ing the legal basis of Folksam was that the casualty insurance business had 
been so severely damaged due to losses incurred during the early 1990s, and 
some thought that a change in the legal basis of the cooperation would im-
prove the financial position. Tidlund had by then been the chief executive 
officer of Folksam from 1992 and had led Folksam through its most imme-
diate crisis (Grip, 2008:171).  

Tore Andersson was elected by the board as the new chief executive of-
ficer of Folksam in late 1997. He entered at a time when the most immediate 
risk-reducing measures had been implemented. In some sense the immediate 
crisis was over, although Folksam Sak still exhibited a weakened risk ca-
pacity.  

According to Grip (2008:196), Andersson displayed yet another type of 
managerial style and attitude, which naturally affected the organization. 
Around 1997 the dangers were not at all over, although the most immediate 
crisis had been taken care of by Tidlund and the organization of that time.   

The huge losses that were incurred due to the incidents continued to 
plague Folksam, but high operating costs were also a source of concern. Yet 
another issue was the poor development in sales. A lifesaver, however, was 
the relatively high return from the asset management activities that Folksam 
could enjoy during the period of 1993-1997.  

However, the life insurance organization was considered nontransparent 
at the time, and the cooperation with Sparbankerna was far from perfect. In 
sum there were significant challenges that faced Folksam in the late 1990s 
(Grip, 2008:195).  

4.2.2.5 Folksam grows in size   
An overall observation related to the period between the 1990s and up until 
recent times concerns size. This also relates to the governance model and 
how Folksam is able to oversee its business activities. Growth can be meas-
ured in different ways, and the number of employees is often used as a rough 
proxy (Chenhall, 2003:149).  
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Although the growth of Folksam is visible in the legal structure, perhaps 
even more interesting is the expansion in operational terms such as product 
development, asset management activities, premiums and related transaction 
volumes managed through the IT systems during this period. Folksam is 
growing and expanding in different ways.  

The average number of employees went from 2,466 in 2001, to 2,916 in 
2009 (Folksam, 2001:84; Folksam, 2009c:8)25. Assets under management 
grew significantly during 1997-2004, mainly as a result from the acquisition 
of KPA (Grip, 2008:215). However, assets under management have also 
continued to grow since then, from around MSEK 120,000 in 2004 to about 
MSEK 268,000 in 2010 (Folksam, 2010:3). The increase in assets between 
1997 and 2004 represents more than the assets accumulated during the peri-
od 1908-1997 (see Grip, 2008: 215) which is something worth noting.  And 
since 2004 assets under management have more than doubled.  

An important development in this context is that the life and savings 
business has grown increasingly more sizeable and important for Folksam. 
Towards the end of the millennium and following the big pension year in 
2000, the life and savings business was already about equal in size to the 
traditional non-life business, in terms of premium payments (Folksam, 
2000:5, 15, 28; Grip, 2008:201). Obviously the acquisition of shares in KPA 
at the turn of the century contributed greatly to the increased growth in assets 
after year 2000. Overalll it seems that the strategy to become a key player in 
the life and savings business had been successfully deployed.  

Premium volumes also increased during the last few years. With refer-
ence to Folksam Sak there was a growth from 5,375 MSEK in year 2000 
(Grip, 2008:241) to 7,607 MSEK in 2009 (Folksam, 2009c:29).26 With refer-
ence to Folksam Liv there was growth from around MSEK 5,000 around the 
year 2000 (Grip, 2008:242) to around MSEK 7,000 in 2009 (Folksam, 
2009c:9). Obviously, this is matched by an increase in the number of trans-
actions that flow through Folksam IT systems.  

The growing significance of both the asset management activity and IT is 
also underscored by Grip (2008:212-217). The growth of Folksam will nec-
essarily place new demands not only on business processes but also on over-
all governance and internal control.  

Earlier there were fewer products, less personnel, fewer customer types, fewer 
partners and the world was much slower (respondent, executive level).  

 
The growth of Folksam, through a combination of acquisitions and internal 
organic growth, makes Folksam a more recognized actor in the insurance 
industry. More parts of the business are gradually put into information and 
communication technologies, and so additional activities and controls “go 

                               
25 Both figures refer to the average number of employees as calculated in the annual reports.  
26 Both figures refer to income from premiums.  
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dark” (i.e. the automated or highly IT-dependent systems and thus no longer 
as visible compared to manual controls and activities). The importance of 
new technologies will also have effects on business and functional strategies, 
such as those related to distribution and sales. Increasingly, customers will 
do their insurance business online.  

4.2.2.6 Developments in organizational structure   
Organizational structure largely refers to the way in which the labor is divid-
ed between entities and people within organizations, and thereafter coordi-
nated. Consequently structure is much about the hierarchical and horizontal 
efforts that go on within the company in order to obtain division and coordi-
nation of work. Although internal-control efforts may often be viewed from 
a legal and financial reporting perspective, it is nonetheless very much a 
matter of division of labor from an operational standpoint. Simply put, both 
horizontal and vertical processes matter, as I will return to further on.  

The organizational structure at Folksam has changed during the last dec-
ade and more. The sheer development in organizational size, as accounted 
for above, imposes changes in the organizational structure. Additionally the 
structural changes during the late 1990s and early 2000s, including the ac-
quisition of KPA and the selling of Folksam International´s subsidiary 
Folksam Holding in England, as well as the Folksam Inter re-insurance busi-
ness (Folksam, 2001:57), obviously had effects. Especially the integration of 
KPA was visible with reference to organizational size and structure, as the 
occupational pension business increased quite significantly.  

Folksam Sak also acquired Commercial Union in 1999, which contribut-
ed to a new product line in the form of insurances for animals and pets. In 
addition Folksam Sak now acquired Salus-Ansvar´s casualty insurances 
(Folksam, 2000:57) in 2000, and Folksam Liv acquired Förenade Liv´s 
group insurance business, which related to insurances for civil servants and 
academics (Folksam, 2001:25). Most of Förenade Liv´s business was hereby 
acquired. All these structural changes obviously left traces in terms of both 
size and legal and operational structure.   

The re-orientation towards domestic and consumer markets also led to 
changes in organizational structure. Folksam´s shares in the Norwegian 
business VÅR/Samvirke were sold, as mentioned earlier (Grip, 2008:200). 
In this way, there was a fundamental re-orientation of the organization to-
wards the Swedish domestic market.  

We also know that Folksam Sak sold its corporate insurance business to 
the Swedish insurer Trygg-Hansa (Folksam, 2001:57). These events also 
contributed to changes in both size and legal and operational structure (see 
e.g. Grip, 202-203). Concurrently however, the organizational structure to-
wards the last few years of the 1990s was influenced by a number of rather 
major re-organizational efforts and cost-reduction programs (see Grip, 
2008:185-188).   



99 

Grip (2008) describes how five units within Folksam became more im-
portant towards the beginning of the new century. The first one was IT, 
which was a direct result of the increase in organizational size and the vol-
ume of transactions that had to be managed. But it was also a result of the 
general increasing importance of information and communication systems at 
the case company.  

More and more is being automated and placed in information systems. That the 
IT area is also being more acknowledged also from auditors is quite true, in my 
opinion. Issues of integrity and audit trails are becoming more important, 
which is not strange, as more and more business components are being put into 
information systems (respondent, executive level).  

 
In this context there was also an added emphasis placed on IT-related cost, 
IT user satisfaction and the relationship between IT as a provider, and the 
business as a buyer and a user. These relationships were increasingly formal-
ized into supplier-customer relationships, supported by service level agree-
ments. Around this time the SAP enterprise business system was also im-
plemented in order to better and more effectively support the business.  

The second unit that underwent change was finance. Aligned with bal-
anced scorecard thinking, an integrative focus on the areas of finance, cus-
tomers, employees and process and development came to form the basis for 
the management control system, ‘the compass’ (kompassen). The finance 
unit was transformed from an accounting production focus towards one of 
forward-looking management control (Grip, 2008:212-214).  

A third unit that underwent transformation during this period was natural-
ly the asset management activity. Assets under management had grown sig-
nificantly, as we know, from around MSEK 50 000 in 1997 to over MSEK 
120 000 in 2004. However, the financial market turbulence during these first 
couple of years of the new century contributed to the tough times that most 
asset management activities experienced during this period.  

As we know from earlier Folksam Sak´s level of consolidation27 was in 
fact below 50% in 2003 (Grip, 2008:241), to be compared to 115% in 2009 
(Folksam, 2009c:29). The negative trend on the Stockholm stock exchange 
continued throughout 2002, and, as I also mentioned earlier, the value of the 
stock market from 2000 until the end of 2002 dropped by over 50% 
(Folksam, 2001:4; Folksam, 2002:5).  

Obviously the financial position and the uncertain financial market out-
look significantly influenced the type and amount of risk that the case com-
pany was willing to take on and potentially absorb (CEIOPS, 2005a, 2005b). 
Accordingly Folksam had to be very conservative with reference to its hold-
ing of shares (Folksam, 2002:23; Folksam, 2003:15). Around 2002 new cor-

                               
27 The relationship between the value of the accumulated assets of the company compared to 
the value of its total commitments. It shows the relative size of the consolidated capital of a 
casualty insurance company.  
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porate governance and ethics policies were developed that were to guide the 
asset management activity going forward. Folksam was to invest selectively 
and only in certain sectors and businesses (Folksam, 2002:12; Folksam, 
2003:13).  

Through its holdings in listed companies Folksam aimed to contribute in 
a positive way through active participation in general meetings of sharehold-
ers, board meetings and by other means. Equality of opportunity between 
men and women also became increasingly important (Folksam, 2002:12; 
2003:5; 2004:10,14; Grip, 2008:200, 216).  

A fourth area that assumed a greater role during this time was the busi-
ness area Broad market, which as the result of a merger of units in 2002 con-
sisted of the business area Group, Households and Central Claims. That unit 
became a large and central unit within the case company, and was to be in-
strumental in market activities through its customer service department, 
market areas and representatives. Both car and home insurances increased 
during this time (see Folksam, 2004:4), and there was also a re-focused ef-
fort regarding the basic sales channel, which consisted of representatives. A 
final area that is emphasized by Grip (2008) is the business area LivSpar, 
which obviously concerned the whole life and savings business.   

The Folksam Liv strategy from around 1997 and all the way to 2004 may 
be characterized as part aggressive and part defensive. It was to develop the 
life and savings business at the case company, while maintaining and secur-
ing appropriate consolidated levels. The main change in this area was the 
acquisition of KPA, as noted earlier, and where premiums went from MSEK 
4 500 in 1997 to MSEK 14 000 in 2004. Due to the drop in the stock markets 
Folksam Liv was however forced to effect a re-allocation28 in 2003 
(Folksam, 2004:6).               

4.2.2.7 An important governance feature   
Folksam is a mutual company. The Folksam group consists of a number of 
mutual life and non-life insurance companies that collaborate regarding dis-
tribution, administration and investment management in order to obtain syn-
ergies and advantages of scale (Folksam, 2009c:8, 2010:9). In general, the 
Folksam group can be divided into the parent companies of Folksam mutual 
life insurance [Folksam Liv], and Folksam mutual casualty insurance 
[Folksam Sak] and their respective subsidiaries (Folksam, 2009c:8).  

This activity-sharing aspect of the distinct Folksam corporate strategy fits 
neatly into the corporate strategy taxonomy by Porter (1987). As we know, 
the business entities of Folksam Sak and Folksam Liv go with differing 

                               
28 Allocation and re-allocation of funds is largely based on the difference between return on 
assets under management and the guaranteed interests to policyholders.  If assets are growing 
more than what is guaranteed in terms of the policyholder insurance contract, there is an 
allocation of funds. The opposite will mean that there is a need for re-allocation of funds, 
which means that the asset of the insurance holders must be depreciated. This can only hap-
pen in mutual insurance companies.  



101 

business strategies, although they operate in related industries with forms of 
integration between them. This is an important feature of the corporate strat-
egy of Folksam, one that I will come back to.  

The mutual character of Folksam basically means that the owners of the 
company are the policy holders and that all profits are transferred back to 
customers (i.e. the policy holders), in the form of refunds (Folksam, 2010:8-
10). This character helps distinguish mutual insurance companies from prof-
it-sharing insurance companies (see SFS 1982:713, 6-7 §). 

An issue that Grip (2008) comes back to several times in his essay is 
whether Folksam was to remain a mutual company or to become a tradition-
al profit-sharing limited liability company (see 2008:190-193). This issue 
was full of nuances and complexities, but in the end it boiled down to a mat-
ter of corporate ideological values according to Grip (2008). There was a 
concern regarding how a change from the mutual basis of the company 
would affect the interests of the policyholders and the entire orientation of 
the company (2008:193).  

As we noted earlier, there was never a change in that respect and Folksam 
remains a mutual company. This is an important governance feature to take 
notice of and furthermore one that influences the way in which Folksam 
generally views its business, and whose interests Folksam in fact serves. A 
review of statements made by chief executive officers in annual reports be-
tween 2000 and 2009 reveals the importance of this feature and how it refers 
to practice.  

“We do not have to let short-term shareholder interests go before customer 
good” (Folksam, 2000:7);  “we shall defend the idea of the customer-owned al-
ternative on the Swedish insurance market by for example within all our busi-
ness lines running the businesses in a cost-effective, customer-oriented and fi-
nancially stable manner” Folksam, 2004:5); “it does not become a customer-
owned company not to be sufficiently cost-effective” (Folksam, 2005:4); “it is 
very clear in this case that Folksam as a corporate group must do more for the 
customers, to offer better terms than the competitors, in order to justify our ex-
istence – because the customers own Folksam and we must perform for our 
customers” (Folksam, 2006:3).  

 
The governance feature of mutuality at Folksam is also underscored during 
interviews. A specialist from a corporate support function describes what is 
striking about internal-control design and use at Folksam:  

The mutual corporate basis of Folksam. In this concept lies a responsibility 
towards the shareholders, who in the case of Folksam are the policyholders. 
You have a responsibility to both think and work long-term, and not to let 
short-term profit interests dictate corporate goals and strategies. Return is al-
ways important, but what is best for policyholders will always go first. The 
chairman of the board represents this long-term thinking, and acts in that ca-
pacity as part of the board. The chairman represents this responsibility towards 
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the policyholders. Our work with internal control is enabled by this long-term 
thinking (respondent, corporate support level).   

 
This perception highlights the basic and pervasive character of this govern-
ance feature, and illustrates how this feature has powerful effects on how the 
company addresses internal-control design and use. This governance feature 
is consistent, as it remains embedded in the fabric of Folksam. However, it 
may be more or less visible and dominant due to various internal and exter-
nal pressures.  

In that way it seems reasonable to assume that is has provided an im-
portant guidepost for Folksam, also regarding internal-control design and 
use. This guidepost may however have been more or less effective due to 
context, firm circumstances and the acts of directors and managers.  

4.2.2.8 Board structure and effectiveness   
In terms of the performance of the board, there is little information in the 
annual reports of Folksam. This is not surprising, but it is still a contributing 
fact regarding why I refer to the present period as the implicit period. While 
the board naturally performs its oversight duties throughout the decades, 
including the 1990s and the beginning years of the 2000s, few traces are 
noticeable outside the black-box of governance at Folksam. However, inter-
view data provide important indications as to what had been going on and 
what was to come. A specialist from a corporate support function comments 
on the general importance of the board for internal-control quality:  

If the board perceives that this is important…obviously they have a responsi-
bility based on the Limited Liability Company Act, but if they in fact perceive 
that this is important then there is a real basis for making progress with internal 
control (respondent, corporate support level).  

 
An executive team member comments on the way in which the performance 
of the board has evolved in terms of internal control.  

Today the boards are actively involved in internal-control matters; earlier the 
boards did not deal with these matters at all. At the board level, there was a 
minimum of dealings with issues of formality and a strict focus on sales and 
such. Boards are more aware about this today, about the requirements that are 
placed on them, and also how board directors are elected [...] they ask more 
questions that significantly influence the chief executive officer, and who in 
turn asks questions of the corporate executive team and then we have to ad-
dress these issues further (respondent, executive level).  

 
Glancing back at the early years of the 1990s there are interesting traces of 
the changes that have taken place with regards to board work at Folksam. 
Grip (2008:172), when accounting for the implosion of the deficient credit 
insurance business, makes reference to the poor performance of the board at 
that time.  
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While that was certainly a case of ineffective monitoring on behalf of 
management, Grip also suggests that board oversight of the risk taking of 
management was in fact deficient (2008:169). It seems that both manage-
ment and the board therefore failed in their oversight duties. According to 
Grip (2008:173), these risk events later came to have outcomes in terms of 
the way in which the board involved itself in management oversight.  

4.2.3 Internal-control design and use 

4.2.3.1 A private and internal practice  
We saw earlier that the information in public reports about risk-management 
processes in general, and the internal-control system in particular, was lim-
ited. While this is associated with the disclosure requirements of the time, it 
is also telling about internal-control designs and uses. During these years 
internal control remained a rather private practice of the case company, and 
little information was disclosed externally. It is however clear from the fi-
nancial reports of 2000-2001 that internal control was a matter of concern, 
also prior to the concept becoming a key regulatory, supervisory and mana-
gerial object.  

4.2.3.2 A concern for internal auditors and accountants  
Besides the fact that internal-control designs and uses remained private to 
Folksam, they were also rather contained within the boundaries and scope of 
the internal audit agenda and the asset management activity. Internal control 
was mainly related to operational risk and the adverse effects from having 
inadequate administrative procedures.  

Internal control was largely a concern of auditors and accountants (respondent, 
corporate support level).   

 
In this way internal control seems not only to be a private concern to the 
organization, but also a rather private practice of secluded organizational 
functions – predominantly the internal audit activity.  

When I now reflect on matters I think that the internal audit activity has con-
tributed to the development of internal control at Folksam. But internal control 
earlier had a lower priority and to large extent it was mostly the internal audit 
activity that was working with these issues (respondent, corporate support level).  

 
Internal control was therefore a concept that was operationalized primarily in 
the internal audit setting. In that setting it was applied in a formal and explic-
it way by the internal auditors, but seemingly to a lesser extent by others. 
The internal audit activity evaluated the system of internal control while 
business people simply performed or monitored the various checks, one 
might say. There was no corporate-wide use of the concept of internal con-
trol, and for most part it therefore seems like a third-line-of-defense affair. 
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Formal management assurance and risk-management assurance processes 
were in some aspects thus not fully in place.  

All of this was implicit earlier, but it was also practiced to a much lesser de-
gree. It was the internal audit function that had always been there, and that was 
working with these matters formally. Then we have all the managers in charge 
of a business and who are obliged to follow all regulations and guidelines. But 
this was never outspoken or explicit like “here we have Kalle who is in charge 
of making sure that we comply to laws and regulations.” It was something un-
derstood and not with the same focus as we have now (respondent, business unit 
level).  

 
For most part internal control thus remained implicit, and a concern for the 
internal auditor, albeit not entirely. Other control functions as well as dedi-
cated control individuals within Folksam also felt the need to talk about the 
importance of internal-control designs and uses. It was formally attended to 
by individual control or assurance specialists, but matters of internal-control 
design and use were largely for organizational members to decide about on 
their own. For process people and business line management throughout 
Folksam obviously designed and used internal control – especially in fun-
damental areas such as pricing, claims handling, payments and asset man-
agement.  

Process ownership means that you decide about the nature of controls. If I 
want additional emphasis and force behind certain controls I can always bring 
it to the corporate executive team for a decision, which is what I did regarding 
authorization and payment instructions […] The line management is then re-
sponsible for making sure that we comply with policies and the established 
controls (respondent, executive level).  

 
While I recognize that internal control was designed and used by corporate 
members, they had more latitude in these matters compared to today. There 
was seemingly no framework in place to ensure formal management assur-
ance processes including structured approaches to internal-control design 
and use. Softer types of risks were seemingly not as clearly recognized by 
management earlier compared to today, and so operational risk management 
was highly decentralized and the lack of a corporate-wide approach further-
more made internal-control uses somewhat fragmented and silo-based, and 
highly dependent on the attitudes of the individual business manager.  

Financial risk management has always been important within banking and in-
surance, but operational and strategic risks have not been very much recog-
nized by corporate executives…[…]…XX is responsible for risk management 
and control within that business area and XX can choose to install controls or 
not. And so there also must be transparency about these mat-
ters…[…]…management and employees design controls. At the process level 
this is easy, but above that it is more difficult. You have not worked according 
to a structured method about these matters (respondent, corporate support level).  
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In this way there was seemingly no shared expectation regarding the know-
what or the know-how of internal control. A corporate specialist comments 
on this development:  

Earlier, during the early years of for example Tore Andersson, the sole respon-
sibility for internal control was largely with him or the different business exec-
utives at the different businesses. It was up to each entity to establish adequate 
internal control in their part of the business – without any involvement from 
others. The demands have increased now, regarding the internal-control pro-
cesses, and also the importance of independence. If you turn back the clock a 
number of years, there were neither any external requirements nor any internal 
organization for these matters. Now the board, the executive management and 
so forth want to assume greater responsibility for these matters (respondent, cor-
porate support level).  

 
The respondent describes the secluded and informal nature of internal-
control practice, but also points to the volume of internal control. There was 
less internal control earlier compared to today.  

4.2.3.2 Supervisory regulations and a new framework  
As we know, new supervisory regulations were issued by the Financial Su-
pervisory Authority (e.g. FFFS 1994:36) during the early 1990s. That be-
came an influence that pushed internal control on to the agenda of manage-
ment. The issuance of this regulation also came to be a trigger for the inter-
nal audit activity to perform, at that time, a new type of review of internal 
control at Folksam. This was one of the first reviews that were specifically 
targeted towards the overall internal-control system of Folksam. This was 
furthermore a review that was inspired by the rather recently released 
framework on internal control by the COSO organization in 1992.  

Internal auditors at Folksam had been to the United States in Washington 
and taken part in an internal-control course based on COSO named Evaluat-
ing Internal Control: A COSO-based Approach. The launch of this extensive 
framework and the broader approach to internal control thus came to influ-
ence the Folksam internal audit activity. It came to influence how internal 
control was evaluated. 

The internal audit activity thus became a kind of a vehicle for making in-
ternal control gradually into a more explicit concept. In this way the concept 
slowly but surely began to expand from the narrow boundaries of the inter-
nal audit activity, to the setting of executive and business management.  

It is doubtful whether internal control had been explicitly discussed prior to 
2004 and the beginning years of the century, before the Swedish corporate 
governance code and the subsequent issuance of FFFS 2005:1. Before 2004 it 
was more about controlling, which was used by managers and business con-
trollers...who focused on general business performance monitoring. Internal 
control was more something that internal audit was concerned about (respond-
ent, corporate support level).  
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The statement above indicates that internal control, although designed and 
used, was not generally talked about outside the context of the internal audit 
activity, or the third-line-of defense, as the internal audit activity is some-
times called. Most people were quite familiar with financial and business 
controlling, though not internal control.  

Earlier the so-called third-line-of-defense were largely the ones working with 
risks and internal control. Auditors would appear in certain areas and do re-
views of risks and controls of specific significant areas (respondent, corporate 
support level).  

 
A member of the executive management team makes another similar com-
ment regarding the type of internal-control use at the time.  

You began to talk about internal control towards the end of the 1990s. It was 
mostly that other people began to talk about it. Earlier, it was more or less in-
ternal audit that was talking about this concept. Internal control was about the 
controls that you did. The way I looked at it, it was about making sure that you 
did things right the first time. The concept was therefore brought to the atten-
tion of the board from the outside and through the internal audit activity, where 
the chief internal auditor had training in this area. Later it also came in through 
the Swedish Financial Supervisory Authority (respondent, executive level).   

 
Accordingly it seems that internal control was little talked about in the or-
ganization prior to around 2000. The concept of internal control penetrated 
Folksam from the outside, and earlier the internal audit activity more or less 
owned the concept. As we see from above, external influences such as the 
supervisory activity were subsequently helpful in bringing internal control to 
the attention of additional corporate members.  

The way in which the internal audit activity, with help from regulations 
and the external accounting community, imported the internal-control con-
cept and brought it to the attention of managers increasingly also made 
marks in organizational management and governance.  

At board seminars during 1997 for example, the concept of internal con-
trol was discussed in connection to one of the agenda points, and external 
consultants, corporate legal councils and the internal audit activity took part. 
This is only, though quite noticeable, example that illustrates early and 
emerging internal-control developments at Folksam.  

4.2.4 Internal-control outcomes  

4.2.4.1 Internal-control quality and volume  
Looking back at the misfortunate risk events that affected Folksam Sak in 
the early 1990s, it seems like an example of what can happen when internal 
control is allowed to remain deficient. Was internal control less effective 
earlier? Much of the evidence seems to indicate that the level of internal-
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control quality during the 1990s, and even at the beginning of the new centu-
ry, was lower compared to current practices.  

Earlier we used to work with these matters, more or less. But at the time when 
the credit insurance losses were incurred we did not have the same level of in-
ternal control as today (respondent, business unit level).  

 
Perhaps there were different levels of internal-control quality at the different 
points in time. Still, such an observation does not indicate whether the inter-
nal-control quality in earlier times in fact was poor. Obviously incidents 
such as the deficient credit insurance business remains a final proof of inef-
fective internal control, but overall it could be that the internal-control quali-
ty was adequate compared to the requirements of those times.  

Different situations call for different internal-control uses: in fact that is 
the basis for the contingency analysis of internal control. This is also some-
thing that is touched upon by respondents.  

By the standards of today internal control was much worse then. But by the 
standards of those times it was okay. Today it seems strange however. Why 
did we not see the various irregularities and problems that occurred? It was 
simply not the way one worked around that time (respondent, business unit level).  

 
The implicitness of internal control that I have referred to earlier relates not 
only to designs of internal control, but extends to how management moni-
tored internal-control quality. The use of internal controls, including the way 
in which internal-control quality was monitored, seemed largely implicit and 
was never articulated amongst business management. Rather it existed under 
the surface of business practices as something understood and taken for 
granted. But interview data also suggest that internal controls were fewer 
compared to today.  

There is thus a change in internal-control quantity, or internal-control 
consumption within Folksam, that must be acknowledged. In part this may 
be related to the maturity of the enterprise risk-management processes as the 
company strives towards higher proficiency levels.  

4.2.4.2 Towards a focus on monitoring controls  
This type of taken-for-granted approach to internal-control uses was surely a 
reflection of the times, but also something that contributed to some of the 
high-profile problems that the case company had experienced. Trust was 
misplaced, and deficient monitoring controls on behalf of managers and 
directors led to the subsequent materialization of risk.  

There are always deficiencies in companies, but they are only acknowledged 
when things go bad. No one has earlier taken the time to verify that the inter-
nal-control quality in fact was satisfactory. There have not been methods or 
practices. It may be the case that you have adequate but informal internal con-
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trol, but then it requires only very little for things to go wrong (respondent, cor-
porate support level). 

  
This taken-for-granted approach corresponds to a situation where internal 
controls are largely designed, used and maintained based on the discretion of 
individual organizational members. This can be contrasted to a situation, in 
which there is much clearer accountability for these matters, and where it is 
expected that internal-control designs and uses are attended to at different 
levels and in certain specific ways.   

Around these times there were seemingly no policies that enforced such 
accountability. Basic roles and responsibilities, inherent in the fabric of ef-
fective internal control, were apparently blurred.  

Earlier it was possible to design policies, perform the activities and subse-
quently audit that same activity or business…now we have more clear and 
formal mandates regarding these matters and external parties audit various 
parts of the businesses (respondent, executive level).  

 
It was much a matter of a lack of structure and method but also of a lack of 
formalization and adequate independence of basic functions. As the quality 
of outcomes will follow design and use, the subsequent outcomes of internal 
control may be characterized accordingly. If outcomes refer to assurances 
over compliance, financial reporting quality and to what degree the company 
is able to reach its performance objectives, then it is fundamental that stake-
holders, primarily directors and managers, seek out and obtain such assur-
ances. Without such assurances, little is known, and internal-control quality 
remains but a hope.  

The way in which governance structures were less in actively involved in 
these matters, compared to the standards of today, has implications through-
out the organization, down to miniscule pieces of internal-control use and 
diligence, and how various company insiders obtain information about the 
operating effectiveness of controls.   

Today the boards are actively involved in internal-control matters; earlier the 
board did not deal with these matters at all. At the board level, there was a 
minimum of dealings with issues of formality, and a strict focus on sales and 
such (respondent, executive level).  

The difference between board work today and fifteen years ago is like night 
and day. Fifteen years ago there was very limited interest from the board re-
garding these matters. Policies, instructions and reviews of various controls 
simply did not happen […] today, on the other hand, it is almost difficult to 
find the time to discuss business affairs (respondent, corporate support level).  

 
Since little noise was made regarding such matters from high up in the or-
ganization, this was also reflected in the subsequent lower level internal-
control designs and uses, and in the quality of controls.  
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Deficiencies are addressed more effectively today. Earlier it was common that 
procedures were missing regarding various approvals, or that they were too 
short and just on a very high level […] claims payment policies could be inad-
equate and people could approve large sums in claims but not be able to pro-
cure a coffee machine and so on […] we have much better control over finan-
cial transaction flows today (respondent, executive level).  

4.3 The emerging period  

4.3.1 Environmental context  
By looking at the annual financial reports of Folksam starting from year 
2002 and a few years ahead, you can readily see that matters of governance, 
risk management and internal control definitely move forward. From being a 
rather private, implicit and somewhat secluded affair, things are starting to 
change around 2002.  

The few years between 2002 and 2006 I denote as the emerging period, 
as designs and uses are beginning to change and the practices of internal 
control are gradually emerging out of the shadows and into the awareness of 
other corporate members besides control specialists. This period is also af-
fected by the financial market decline which continues during the beginning 
of this period, however during late 2003 equity markets stabilize and turn 
upwards for the next few years. Below I account for this period.  

4.3.1.1 A public disclosure perspective  
As early as the 2002 annual report, it is possible to detect small but im-
portant changes. The disclosure of risk-management practices for example, 
in this case under the heading of risk management but still in the supplemen-
tary section of the report, has increased and corresponds to about three pages 
in this case. In addition risk categories develop.  

The risk categories deployed are asset management risk or investment 
risk, insurance risk, operational risk and strategic risk. Folksam Liv howev-
er, added a fifth and separate one through re-insurance risk, which in the 
case of Folksam Sak is included in the category of insurance risk (Folksam, 
2002:48, 85). Consequently, starting from around 2002 there is an attempt to 
categorize risks according to a different structure compared to earlier, at 
least if I look at the information in public disclosures. This risk category 
structure will remain largely the same over the next few years, an observa-
tion that I will come back to further on.  

In the annual report of 2003 there are further and interesting develop-
ments. In the administration report in that annual report a section appears 
early that refers to governance and board performance at Folksam Sak and 
Folksam Liv respectively (Folksam, 2003:17, 54).  

In the case of Folksam Liv the board has established guidelines for the 
management of conflict of interests (based on the report 2003:2 from the 
Swedish Financial Supervisory Authority), and in the cases of both Folksam 
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Liv and Folksam Sak mention is made of a compliance function, which sup-
posedly is to ensure that risks related to non-compliance of laws and regula-
tions are minimized. According to a compliance report that the board had 
obtained, the compliance risks were considered to be low for that period 
(Folksam, 2003:17, 54).  

Furthermore, there is a separate section with the heading board perfor-
mance in those same reports. This section provides a high-level account of 
board performance at Folksam for the period of 2003. Important points in-
clude board agendas, number of meetings, meetings with auditors and spe-
cific items that have been addressed at board meetings, such as IT strategy, 
running costs, competitive analysis, risk management and policies and pro-
cedures, HR and re-insurance.  

The accounts of risk categories and risk exposures in the report from 
2003 are similar compared to the 2002 annual report (Folksam, 2003: 39-41, 
75-77). However, in the supplementary human resources information in the 
annual report under the section of remuneration, there is a reference to audit 
committee remuneration, indicating that such a committee had been estab-
lished during the period (Folksam, 2003:83). This is an important develop-
ment that I will reflect on further on.   

While risk category descriptions as well as exposure descriptions remain 
similar in the 2005 annual financial report compared to earlier reports 
(Folksam, 2005:46-47, 82-84), there is one slight difference. There is an 
account of the roles and responsibilities of the board of directors, the chief 
executive officer and the finance committee regarding the management of 
investment policies and related risk taking (e.g. Folksam, 2005:82). More 
importantly, there is also an additional section in the administration report 
under the heading of corporate governance.  

In that section it is made clear that the Swedish corporate governance 
code will start to apply from 2005, and that the case company has initiated 
work to comply with its provisions, with the intent of being fully compliant 
at the year-end of 2006. There is also a brief definition of corporate govern-
ance, as well as a clarification that governance takes its departure in Swedish 
corporate law, predominantly the insurance company act plus the regulations 
provided by the Swedish Financial Supervisory Authority.  

Under the section of board performance, there is also a compliance-
related statement. This statement concerns the number of policies that have 
been formally approved by the board, and also that the board has made up-
dates to these policies as deemed necessary (Folksam, 2005:16, 58). In addi-
tion there is a more explicit focus on the roles and responsibilities of the 
committees of the board. In terms of the audit committee, it is explicitly 
mentioned that this committee is charged with the task of assisting the board 
regarding financial reporting quality and internal control (Folksam, 2005:17, 
58). These are small, yet telling external signs of what are going on at the 
time within Folksam in terms of governance and internal control.   
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4.3.1.2 A regulatory and supervisory focus on governance  
A specific governance issue that concerned the whole insurance industry 
around 2003-2004, was the so-called conflict-of-interests debate that was on 
the rise in 2003 (Finansinspektionen, 2003:2; Folksam, 2004:3; Grip, 
2008:221). Although the case company was not directly involved in some of 
the issues that were included under the umbrella term of conflict of interests, 
it would still come to have at least two significant effects on the governance 
of the case company.  

Grip (2008:221) suggests that the public debate around conflict of inter-
ests covered different items. One item was the potential conflict of interest in 
the life insurance business, which largely referred to blurred boundaries be-
tween companies and roles, and the way the interests of policyholders were 
appropriately protected. Another item referred to the actions of individual 
people and businesses, and where certain behaviors were criticized. A third 
issue was related to the legal basis of insurance companies.  

The report 2003:2 issued by the Swedish Financial Supervisory Authori-
ty, which had been ordered by the Swedish government, was released in the 
summer of 2003 and provided a number of recommendations regarding 
changes to corporate insurance law, for the consideration of the Swedish 
government (Finansinspektionen, 2003:2, p.5). In addition, the supervisory 
authority took action and proclaimed that all companies were to have a sepa-
rate compliance function, and that there should be separate external auditors 
assigned for insurance companies that included both traditional insurance 
and life insurance business (Finansinspektionen, 2003:2, p.6).  

Furthermore, the report placed emphasis on the duties and responsibilities 
of the board. In fact, the supervisory authority noted that some of the sources 
of conflicts of interests sprung out of the way in which the board was com-
posed and structured. Consequently recommendations were also given re-
garding board composition. 

As mentioned, these regulatory and supervisory concerns subsequently 
came to have two important effects for the governance structure of the case 
company, which I will account for in the subsequent section (see Folksam, 
2003:5). Generally however, this increasing focus from both regulatory and 
supervisory bodies contributed to the emerging emphasis that came to be 
placed upon diligent board performance regarding compliance and internal 
control.  

The companies are more likely to cooperate with the Financial Supervisory 
Authority today compared to what one felt was necessary before [...] you get 
visits from the Authority about how to deal with various matters and you ob-
tain assistance in increasing our understanding of important items: they train 
us. The Authority has issued regulations that clearly provide the basis for criti-
cizing companies. But before it was possible to get away with more because it 
was less regulated – it was more open to discussion. Today the regulations are 
more precise, which in turn makes us more thorough and precise as well (re-
spondent, executive level).  
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4.3.1.3 Towards a Swedish corporate governance code  
Following the events that took place abroad with high-profile corporate mal-
functions and the domestic public debate regarding perceived corporate gov-
ernance weaknesses, a governmental commission was subsequently estab-
lished: the Trust Commission.  

This commission was to review the Swedish corporate governance sys-
tem and come up with suitable improvements in order to repair what was 
perceived to be broken. Its ultimate purpose was to restore trust in the corpo-
rate governance of Swedish companies (see Jonnergård & Larsson, 2007; 
Styf, 2011).  

This was a process of self-enforced regulation, in line with the Scandina-
vian principle-based legislative tradition, where markets under the supervi-
sion of state control assumed the responsibility for producing better govern-
ance standards for business (Jonnergård & Larsson, 2007).  

A Code Group was assigned the responsibility of coming up with a semi-
mandatory corporate governance code for Swedish companies traded on 
stock exchanges. In this context, specific attention was paid to key govern-
ance safeguards such as the role and performance of the board of directors, 
including their responsibility with reference to internal control (Styf, 2011).  

Following a round of proposals, reflections and memorials (see SOU, 
2004a, 2004b, 2004c) the code was implemented in 2004. Its nature was 
imported from the United Kingdom and the Combined Code, which means 
that it followed the principle of comply-or-explain (SOU, 2004b:5).  

The first version of this code may be characterized as rather strict from an 
internal-control perspective (Spira & Page, 2003). The debate that followed, 
based on the rather controversial nature of certain internal-control disclosure 
developments, was indeed similar to what had been taken place in the United 
Kingdom earlier in the 1990s (Power, 1997). Shortly after its implementa-
tion, the original internal-control provisions were downsized (see Styf, 2011; 
Arwinge & Hult, 2013).  

Later in 2005, the Swedish Financial Supervisory Authority issued their 
updated guidance on governance and internal control in financial undertak-
ings, regulation FFFS 2005:1. This document represented somewhat of a 
change in regulatory design regarding internal control, contributing to mak-
ing risk management, compliance and internal control into more meaningful 
concepts for the general public.   

2005:1 is the most important document. I started in August 2004 at another 
company and in the autumn in 2004 this document appeared to me, I am not 
sure if I had heard about internal control earlier, not at my previous employ-
ment anyway. During this time I was then presented with the concept. There 
was a lawyer then where I worked, and that followed these developments (re-
spondent, executive level).  

 
This marks the starting point for a new type of internal-control designs and 
uses. For many people, this issuance codified new types of practices. Alto-
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gether the regulatory and supervisory developments accounted for above 
rather drastically changed the corporate governance landscape for compa-
nies, including Folksam. They also directly contributed to making internal 
control an explicit managerial object. These developments also mark the 
starting point for the changes taking place regarding governance in general, 
and risk management and internal control in particular.   

Internal control has become more important in the last few years because of 
the events that have been taken place such as Enron and other examples. Cor-
porate problems have been acknowledged that need to be addressed. Also the 
authorities have become much more aggressive, they have taken action in this 
respect. The regulations have come as a direct result of the corporate incidents. 
Would we have all these controls without these regulatory requirements? It is 
unlikely, but they are indeed valuable and all new control functions contribute 
in a positive manner (respondent, executive level).  

4.3.1.4 Industry characteristics 
When I accounted for industry developments in the prior period we took 
notice of a turbulent financial landscape towards the beginning of the new 
century. The financial market drop continued until the beginning of 2003, 
thus significantly shaping the character of the industry also in 2002-2003.  

The opening statement in the 2003 annual report by the chief executive 
officer at that time, Tore Andersson, lets us know that this development was 
one of two major influences on the industry that year (Folksam, 2002:5). 
Obviously the financial position of Folksam was affected by these develop-
ments. The financial turbulence later came to an end in 2003 as markets 
turned upwards again. CEIOPS reports that 2003 was a turning point for 
insurance companies (CEIOPS, 2005). 

The following years of 2004-2005 generally exhibited a positive financial 
market trend which started already in 2003, which was also reflected in the 
financial position of the case company. Insurers generally improved their 
financial position during 2004, mostly due to favourable investments (see 
CEIOPS, 2005, 2006).  

CEIOPS also report a growth in premiums for the life business, however 
for non-life premium growth was more moderate or even negative (CEIOPS, 
2006:7) The key main risk reported by CEIOPS is otherwise a prolonged 
low interest rate environment, but uncertain equity markets are also pointed 
out as a key risk driver as insurers rely heavily on equity markets and prices. 
There is also a continued concern related to risk relating to premium compe-
tition, especially for the non-life sector (CEIOPS, 2006:11-12).  

Another noticeable industry characteristic at the time was the increasing 
number of accidents and claims, especially regarding traffic and sickness 
insurance. Naturally this environmentally related development influenced 
both operations and finances of Folksam, in particular Folksam Sak. Partly 
as a result, cost-awareness was still very high, although it had formed the 
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basis for much of Folksam business strategy (especially Folksam Sak) for 
almost ten years.  

With competitive pressures on the rise, and financial markets that could 
no longer be relied upon as a vehicle for profitability, there was thus a con-
tinued focus towards cost-effectiveness and product profitability (Folksam, 
2001:4). Generally, concerns relating to aggressive pricing strategies, the 
low-yield interest environement and as well as risks steeming from volatile 
equite prices were increasingly present in the insurance industry (see CEI-
OPS, 2005a, 2005b). The increasing focus on costs may thus be seen as a 
result of various environmental pressures, including competitive pressures 
and the general turbulence and instability of the environment (Folksam, 
2002:7). Other industry trends were also underway. These trends are relevant 
to most industries, of course, but they are nevertheless important to take 
notice of in this context.  

One aspect is all the corporate malfunctions that have happened. They bring 
these types of new regulations. But market activities also change significantly. 
We work differently today compared to then. Information is easily accessible 
and the companies are more vulnerable. And that will increase the risk that 
companies fail, in some sense. This whole development has forced a change. A 
company which was criticized earlier did not need to worry so much because 
the information was not transient in the same way as today, information did 
not travel fast: these were always very local issues. Today, as information 
travels fast it is possible to spread correct or incorrect information immediate-
ly. It was about ten years ago, when the Internet technologies started to take 
form, that it started to go really fast and that the reputation became more im-
portant (respondent, executive level)  

 
The industry was naturally influenced by the intense conflict-of-interests 
debate that occurred at this time, and I have accounted for this above. This 
debate left significant traces in the 2004 annual report and the management 
statement of the new chief executive officer, Anders Sundström (Folksam, 
2004:3).  

The public disclosures around this time indeed emphasize instability and 
the increasing uncertainties, which is perhaps not surprising given the eco-
nomic development and financial outlook. The administration report in the 
2004 annual report also makes it clear that the life and savings markets were 
rather unstable.  

Also, a couple of years earlier the chief executive of the case company at 
that time, Tore Andersson, in the management statement in the administra-
tive report emphasized that the market place was unstable and imposed addi-
tional risk-management requirements on Folksam as an insurance company 
(Folksam, 2002:7). The perception around the years of 2002-2004 generally 
seemed to be that the environment was increasingly uncertain. This was 
manifested in the following developments:  
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o Volatility in financial markets and equity prices (Folksam, 2002:5). 
o The intense public debate and related regulatory and supervisory focus 

regarding governance of insurance businesses (Folksam, 2003:8; 
2004:3). 

o Ongoing structural changes and blurred boundaries in banking and in-
surance (Folksam, 2005:3). 

o A trend towards a “nordication” of insurance businesses and internation-
al efforts due to increased competitive pressures (Folksam, 2005:3). 

 
These and other industry trends greatly influenced how sales and premium 
collection developed (Folksam, 2004:6), as well as the overall financial 
strength and solvency levels of Folksam (Folksam, 2002:5; Folksam, 
2003:7).  

4.3.2 Strategies and organization  

4.3.2.1 Policies shaped by diminished capabilities   
Generally business strategies continued to be influenced by the weakened 
capacity to absorb negative outcomes, and an overall low appetite for risk. 
This was reflected in for example conservative investment management 
strategies for Folksam Sak (see Folksam, 2002:23; Folksam, 2003:15; 
Folksam, 2004:12, Folksam, 2005:14).  

Folksam Liv also enforced more conservative investment policies in 
2002, and that continued to remain largely the same in the following years of 
2003-2005, with investments in shares corresponding to about 20-25% of 
total investments (Folksam, 2002:23; Folksam, 2003:15; Folksam, 2004:11, 
Folksam, 2005:13).  

That policy adjustment was however seemingly partly a result of the neg-
ative financial market outlook and an overall conservative risk appetite, and 
not primarily a weak risk capacity as in the case of Folksam Sak. All in all 
these policies were nevertheless part of the overall business strategy of 
Folksam, which included conservative strategies and policies as well as risk-
reducing measures of various kinds (Folksam, 2003:3). Against that back-
ground, holding the Folksam Sak position and building pensions and the life 
business of Folksam Liv was not an easy thing to do.  

In sum the case company (predominantly Folksam Sak obviously) was 
still in a defensive mode due to the historic events, but also due to contextual 
turbulence and other events. This relatively low willingness for risk was to 
continue also with the entry of the chief executive officer in September 
2004, and for a period following that entry. However, a slight change in atti-
tude and possibly risk willingness can be detected towards 2004 and 2005, 
mostly due to a more positive outlook and the fact that the case company 
slowly but surely regained its capacities. 

In 2004 the new chief executive officer entered. The former chief executive  
had primarily worked with risk minimization, transparency in performance fol-
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low-up, the acquisition of KPA and the re-allocation of assets in 2003. The 
new chief executive entered with a fresh look at things and started to review 
the organization and think long-term about what was needed for the future (re-
spondent, corporate support level).  

4.3.2.2 Remaining on the set strategic path  
Otherwise the case company strategy was mostly about staying on the set 
strategic path. This meant that the focus on the domestic consumer market 
continued (Folksam, 2002:5; Folksam, 2003:3), as well as a continued re-
orientation (Folksam, 2000:19) to focus not only on non-life, but also to 
build the life and pension insurance of Folksam Liv (Folksam, 2000:28) – 
especially through the occupational pension market (Folksam, 2003:3).  

These strategic efforts later proved to be successful (Folksam, 2003:3), 
both in terms of sales in the insurance against loss market but also in that the 
case company was able to obtain a more prominent place in the savings and 
pension markets. From the annual report of 2003 it follows that Folksam 
Liv, in terms of a life insurance company, was in fact the second largest in-
surance group in Sweden (Folksam, 2003:3). The build business strategy of 
Folksam Liv had been deployed successfully.  

In cooperation with unions, product offerings were developed (Folksam, 
2002:6) and the efforts towards building the Folksam brand of social com-
mitment and responsibility increased (Folksam, Folksam, 2001:6; 2002:6).  

4.3.2.3 Continued focus on efficiency and running costs 
I earlier mentioned a continuation of risk-reducing measures and a focus on 
efficiency and effectiveness. Folksam was still plagued by costs and a com-
prehensive program had been initiated in the beginning of 2000 in order to 
strengthen the Folksam Sak business. Folksam Sak´s weak capital base was 
the reason behind a debenture loan from Folksam Liv, in the amount of 
MSEK 2000, and the transaction was approved by the Swedish Financial 
Supervisory Authority in late 2001 (Folksam, 2001:25, 58; Sönne, 2002:6).   

This cost-cutting program of Folksam Sak contributed to the financial re-
sult in 2002 (Folksam, 2002:5). The tough non-life market during late 1990s 
and the beginning of the new century (Folksam, 2000:6; Grip, 2008:201) 
with high claims cost, had improved by 2002 and 2003 due to premium ad-
justments and improved risk-selection procedures (Folksam, 2002:18; 
Folksam, 2003.10).  

The financial side was thus looking slightly more positive, but the severe 
market drop during 2000-2003 had forced Folksam Liv to a re-allocation of 
assets, as I mentioned above, which consequently lowered the value of the 
assets of policyholders (Folksam, 2003:7). Altogether the financial condi-
tions were imperfect which affected the risk appetite of senior management.  

And yet another cost-effectiveness program was launched towards late 
2004 by the newly appointed chief executive Anders Sundström (Grip, 
2008:233; Folksam, 2005:4). Running costs were simply too high, and so 
they were to be reduced by MSEK 200 for Folksam Sak and MSEK 150 for 
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Folksam Liv (Folksam, 2005:4; Grip, 2008:234). Although this was not a 
reflection of a low-risk appetite, it was certainly a part of the ongoing strate-
gic risk-management efforts to come to terms with the strategic disad-
vantage, as some competitors in fact were more cost-effective.  

A long-term objective was established whereby Folksam Sak was to have 
a 75% consolidation level by the year 2010 and the debenture loans re-paid 
to Folksam Liv. A long-term goal of having 100% consolidation level was 
also enacted (Grip, 2008:235).  

4.3.2.4 Policies shaped by corporate citizenship   
Concerns about vital aspects of the community in which Folksam operates, 
and Folksam as a promoter of good governance, receive a fairly prominent 
place in financial reports around this time. Seemingly there is an additional 
focus on these matters from around the first years of the new century (Grip, 
2008:200). These concerns are expressed through the basis of the mission of 
Folksam, which is “to contribute to a long-term and sustainable society 
where the individual feels safe” (Folksam, 2001:4).  

As an increasingly dominant investor, Folksam has been able to use its 
holdings to promote good governance and sustainability. It is clearly reflect-
ed not only in the text by Grip (2008) but also in several management state-
ments in annual reports such as the one from year 2000: “we work actively to 
influence issues in the society which we feel are wrong. One example is our 
work to improve the safety of cars and roads” (Folksam, 2000:7).  

A review of Grip (2008) and annual reports during 2000-2009 shows that 
the social concerns include areas such as traffic safety (Folksam, 2000:7), 
the environment (Folksam, 2000:9), equality of opportunities (Grip, 
2008:200) and healthy living (Folksam, 2000:7; Grip, 2008:201). In year 
2001 the case company gathered all these efforts under the term mot-
ståndskraft [power of resistance] (Folksam, 2001:6).  

In terms of promoting good governance in companies the case company 
largely contributes in two ways: through investment policies (Folksam, 
2000:9; 2001:20; Folksam, 2002:6; Folksam, 2003:5, 13; Grip, 2008:200) 
and through active involvement in specific corporate governance affairs, as a 
major shareholder in companies (Folksam, 2002:6; Grip, 2008:200). The 
importance of responsible investment polices starts to be reflected in the 
writings by Grip (2008) about the case company in the late 1990s29 (Grip, 
2008:199-200), but really seems to increase around the start of the new cen-
tury and going forward.  

The fact that assets under management grew significantly around this pe-
riod, i.e. 1997-2004 (Grip, 2008:215), obviously contributed to the kind of 
role that the case company could assume as an active and influential inves-
tor. Grip (2008:216-217) furthermore suggests that year 2002 was an im-
portant year, as the ethical policies and asset management ownership policies 
                               
29 This is not to say that Folksam had not been concerned about such matters earlier. See Grip 
(2008:208) for a brief review of early environmental related work by Folksam.    
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were refined. Based on stricter policies, investments were more selectively 
placed based on social and ethical considerations.  

Consequently Folksam as a corporate citizen seemed to develop signifi-
cantly during this period based on an elaborate branding effort, and a will-
ingness to take the lead in promoting good governance. This publicly visible 
role regarding corporate governance matters (such as for example matters 
related to board composition or executive pay) is still somewhat of a trade-
mark for the case company, and the Head of Responsible Ownership is a 
frequent and reoccurring public voice in the media with reference to govern-
ance matters (see www.folksam.se, responsible ownership, news archive).  

4.3.2.5 A change of leadership in 2004 
During the period of 2002-2005 there was significant organizational change 
that is of importance for the purpose of this thesis. As briefly mentioned 
already, the chief executive officer Anders Sundström took office in Sep-
tember 2004 following the departure of the former chief executive, Tore 
Andersson. 

Obviously this management change came to influence the corporate af-
fairs of the case company. The new chief executive officer immediately em-
phasized the advantage with being a mutually owned company, and how 
Folksam was able to develop in cooperation with unions and movements 
(Folksam, 2004:3-5). He stressed the value of the insurance in itself but also 
referred to the great challenges that lay ahead for 2005, in terms of a being 
cost-effective, customer oriented and financially stable insurance company 
(Folksam, 2004:5).  

Comparing managerial attitudes between executives is neither possible 
nor useful for this treatment. Rather it is relevant and valuable to account for 
perceptions about such attitudes, and specifically the way in which such 
attitudes influence design and use of internal control.  

The current chief executive officer likes the concept of control; he wants to be 
in control and he expects that those in charge of risk control also monitor the 
business in various aspects. If there is something that is bad he wants it 
brought to his attention and out in the open [...] the importance of the attitudes 
of the chief executive officer is great, but even more so their actions and deci-
sions because they can serve as role models (respondent, corporate support level).  

 
Managerial risk attitudes are thus important but so are the actions them-
selves. Respondents testify to the importance of leading by example, and 
ensuring that control-oriented elements are embedded in mind-sets and prac-
tices. Taking executive responsibility for internal-control design and use thus 
seems important.  

The new chief executive officer has changed this in a very positive manner, 
but with help from environmental factors. My perception is that the new chief 
executive officer is very hands-on in matters of internal control and the way 
policies are designed. He discusses these matters with legal counsel and other 
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specialists but he is quite involved in the way we design processes based on 
new regulations. He is quite involved in the process. Earlier I have seen chief 
executive officer delegate these matters to specialists, and our way is much 
better (respondent, executive level).  

4.3.2.6 Changes to organization 
We know from earlier accounts that the case company grew considerable in 
size during the years from 1997 to 2004. From 2002 and onwards the growth 
thus continued, partly as a result of the successful acquisition of KPA and 
how that strategic move opened the doors further to the occupational pension 
markets.  

But there are also other events taking place during the period between 
2002 and 2006 that have implications for the organizational structure, and 
which therefore are worth taking notice of. Two major changes (Folksam, 
2005:3) were initiated in 2005, where a first one regarded the cost-
effectivness programme.  

The other change was the formation of the business area Product and 
business area Market, but also the establishment of a joint business man-
agement function that was to deal with group-wide strategies (Folksam, 
2005:4; Grip, 2008:234). These types of early-on initiatives to form group-
wide capabilities are important to note and underscore the activity-sharing 
aspect of the Folksam corporate strategy.  

The organization has become more complex. Group-wide functions in order to 
realize synergies, a focus on customer orientation with “thin” streamlined pro-
cesses increase customer value and efficiency but also add complexity in a 
new way (respondent, executive level).  
 

The increasing regulatory and supervisory focus following conflict-of-
interest debates in the insurance business affected the governance structure 
of the case company, as I touched upon earlier. Because of the intensive 
public debate in Sweden30 (Folksam, 2003:4; Folksam, 2004:3) both the 
Swedish Financial Supervisory Authority and the treasury ministry for ex-
ample, presented memorandums regarding these matters. At least two issues 
are of importance for our case study.   

A first governance issue concerned the distinction between the roles of 
the policy-making and the policy-executing body (Folksam, 2003:5). A re-
port by the Financial Supervisory Authority made it clear that one cause of 
conflict of interests was in fact board composition (Finansinspektionen, 
2003:14-16). As a result the chief executive officer of the case company at 
                               
30 There were several events that in sum contributed to the conflict-of-interest-debate. One of 
these was the perceived independence problem and potential conflict of interests of roles and 
responsibilities within insurance companies and which could potentially have negative effects 
on policyholders. In addition there were also the case of some group-internal transactions that 
had been taken place and a general issue of unreasonable compensation schemes as well as 
questionable or even fraudulent activities by individual corporate members (Folksam, 2003:4; 
Grip, 2008:226).  
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that time, withdrew from the boards of the two companies (Folksam, 
2003:5).  

A second governance issue concerned that some directors were part of 
both boards of the Folksam group, something that was referred to as a per-
sonnel-union (Finansinspektionen, 2003:11). A way of resolving this issue 
was subsequently to completely separate the boards of Folksam Sak and 
Folksam Liv personnel-wise (Folksam, 2003:5). In sum, rather significant 
governance related changes were made at this time.  

Obviously, many other changes were made as well, but they are less im-
portant for the purpose of this thesis. In 2004, for example, there was a 
broadening and thus a strengthening of the parliamentary composition of the 
board, by also including groups of senior citizens and physical sports at the 
board level, which was done through the collective groups of LO and KF 
(Grip, 2008:207).  

We earlier recounted that our examination of corporate disclosures 
through the 2003 annual reports suggested that an audit committee had been 
established. By looking at the following annual report, that for 2004, men-
tion is indeed made of the committees of the board in the administration 
reports of both Folksam Sak and Folksam Liv. In those sections it is stated 
that the board in fact has established a remuneration committee and an audit 
committee (Folksam, 2004:15, 55). A relatively small change one might 
argue, yet it proved to have significant consequences as we will see further 
on.  

4.3.3 Internal-control design and use 

4.3.3.1 The emergence of new concepts  
So far we have seen from environmental developments and corporate disclo-
sures that governance, compliance and internal control are concepts that are 
increasingly coming into focus. Regulatory and supervisory attention is dra-
matically increasing, combined with new disclosure requirements, which 
jointly contribute to gradual movements in internal-control design and use.  

Triggered by adverse events taking place in the market place and the sub-
sequent focus from regulators and supervisory authorities, internal control is 
increasingly turned into a known and public object during these years. A fair 
account might be that internal control emerged out of the shadows around 
2003 and came into the spotlight during the following years.  

Risk and compliance emerged on to the agenda in the beginning of this centu-
ry. This was due to the regulatory focus on these matters at that time [...] the 
authorities did not require as much earlier compared to today. Sure, you talked 
about these matters, more or less, but not in the same way as now. The overall 
requirements and demands have increased and they were not as explicit fifteen 
years back (respondent, business unit level).  
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And so the concepts of compliance and internal control appear. Previously 
there was mostly talk of controlling, and internal control or control 
[kontroll], was something auditors were concerned with. The term compli-
ance appears in annual reports the first time in 2003, and a respondent re-
flects on this development:  

It turned up early as a buzzword but without any real or practical content. That 
came much later (respondent, corporate support level).  

 
As the regulatory and supervisory forces pushed for a mandatory compliance 
function in life insurance companies, the developments referred to above 
obviously come as a consequence. Compliance with rules and regulation is 
obviously nothing new: in fact it is the very basis for conducting any type of 
business. Still, the concept of compliance with its origins from outside of 
Sweden was largely a new phenomenon to many corporate members at that 
time.  

The Group has developed regarding the organization with reference to risk and 
internal control. The first attempts came in the year 2003 as a risk manager 
was brought in under the staff of the chief executive officer. A dedicated com-
pliance function was also created under the staff of the chief executive officer. 
Later came the regulation FFFS 2005:1 and more recently the Solvency II re-
quirements (respondent, corporate support level).  

 
Early compliance efforts included setting up formal and dedicated compli-
ance bodies, and local compliance officers to deal with matters such as inci-
dent reporting and various self-assessments of compliance with laws and 
different regulations. Naturally these early efforts did not come without dif-
ficulty, as process design and control use were still imperfect.  

It was not simple, it was not clear – what was this about? It was not founded in 
anything that we had acknowledged in the business, but rather a result from 
outside forces that came in through the board of directors and executive man-
agement (respondent, business unit-level).  

 
There seem to be a difference between making internal control public and 
making internal control explicit. The first process relates to a general aware-
ness of the concept, while the latter refers to whether organizational mem-
bers know what is expected from them regarding internal control (Pfister, 
2009:66).  

Making internal control public seems almost to be a necessary prerequi-
site for making internal control explicit. In the context of the case company, 
there are signs of an emerging explicitness, although mainly the concept is 
only starting to enter the awareness of corporate members. This journey 
seems to start around 2003.  

Although risk management and internal control have always been used, 
there is a difference between whether this is done implicitly or explicitly. 
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There is also a matter of the scope of risk-management and internal-control 
design and uses.  

As I noted earlier, there was little shared perception before 2002 about 
what was expected from the organization in terms of internal-control design 
and use. Looking at the case evidence, this seems to be an equally fair state-
ment for directors, managers and employees. The process whereby internal 
control is gradually made more known and explicit relates to another, and 
joint, process: that of formalization. Even though processes of formalization 
and explicit-making are different, they are related, although the boundaries 
between them seem blurry at times.  

Formalization has been defined as the “degree to which the norms of a 
social system are explicit” (Price, 1972:107). Explicitness would be present 
if organizational members know what to do and expect regarding internal 
control, which does not require systems, contracts, policies and other formal 
means. They often coincide, however, as it seems difficult to make new 
complex phenomena explicit, especially within a context of elusive and 
changing organizational life, without at least some minimum level of formal-
ization.  

4.3.3.2 Early audit committee oversight   
As we have seen from previous accounts the audit committee entered the 
scene in 2003. Initially these early steps towards formal internal control 
oversight resulted in additional discussions regarding the meaning of internal 
control.  

We decided to comply with the Swedish code of corporate governance in 
2003. It led to a discussion about the concept of internal control: wait a minute, 
you also work with internal control within the controlling department, and so 
on. There were discussions regarding what internal control was, and where it 
was performed (respondent, corporate support level).  

 
The audit committee subsequently started to work with matters of risk, inter-
nal control and financial reporting, as prescribed by the new corporate gov-
ernance standards. And obviously there was a gradual shift in the audit 
committee agenda, and the allocation of effort. Early on, there was unsur-
prisingly an emphasis placed upon financial reporting quality. As the case 
company gradually regained its momentum, combined with an increase in 
audit committee effectiveness, matters of strategic and operational risk grad-
ually began to take more space at meetings. 

Little was known about these matters at the time; this was a whole new experi-
ence when we started up the audit committee. A chart was drafted regarding 
the audit committee duties and responsibilities. Then the procedures has been 
more like reading the different reports that were brought to the attention of the 
audit committee, including various presentations that were made. Things have 
changed however, and today there is more focus on risk and internal control 
compared to earlier (respondent, board level). 
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At these early audit committee meetings, the participants could include the 
chief financial officer, the chief executive officer, the chief legal counsel, the 
chief internal auditor and also the risk manager. With the establishment of 
the audit committee the general activity of the board evolved as a conse-
quence. Simply put, board effectiveness seemingly increased as a result of 
the establishment of this committee. The case evidence includes several re-
marks from respondents about the increasing board activity that started tak-
ing place around 2003. Respondents also testify to the differing diligence 
level regarding internal-control matters, and the effects of such differing 
efforts.  

Earlier the board was rather inactive with reference to these matters and did 
not completely and effectively fulfill their oversight function. When you asked 
questions to management about certain matters, it could later turn out that the 
information you were provided was inaccurate (respondent, board level).  

 
The audit committee became a formal arena for internal-control matters, and 
helped make the concept generally known within the organization. The im-
portance of the way in which internal control was included into the key du-
ties of the audit committee as they oversaw the business can hardly be over-
estimated. As a direct result of this change in structure and oversight, man-
agement had to act accordingly and therefore the uses of internal control 
changed. Internal control received the kind of legitimate official forum it 
needed.   

The company environment, the general development of the financial sector, 
the board involvement and the way they are increasingly more active, places 
higher demands on us compared to earlier. Earlier, we managed the business 
ourselves basically, but the governance and oversight has gradually developed 
(respondent, executive level). 

 
As mentioned, the overall effectiveness of the board seemingly increased by 
the establishment of the audit committee, and in this way the diligence re-
garding various internal-control uses also evolved. For those in charge of 
control-oriented functions or for individual corporate members that held the 
importance of control up high, this development was indeed positive.  

We have obtained more forums to report to and to discuss various matters and 
issues, and the board and others feel more secure in that way. We were also 
able to really dig in and discuss some risk and control issues that you were not 
able to discuss during board meetings earlier (respondent, executive level).  

4.3.3.3 An increasingly independent internal audit activity 
But other things also changed. Naturally the internal audit activity received 
an improved forum for addressing matters of internal control adequacy and 
effectiveness. Also the internal audit activity was to become increasingly 
separated from executive and business management.  
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There was more structure and order regarding certain matters. If you look at 
Folksam today, the internal audit activity is a completely independent business 
partner and has the clout to push for decisions regarding risk and internal-
control issues. Earlier, it was not a tool for the board in the same way as it is 
today, and back then you had little prospect of criticizing your own chief exec-
utive officer (respondent, board level) 

 
In this way the changing developments also brought about an improved re-
porting structure that increasingly made assurance providers more independ-
ent. Consequently, the internal audit activity was able to discharge its duties 
regarding the assessment and evaluation of governance, risk management 
and internal control more effectively. And so the power balance between 
risk-controlling and risk-taking functions apparently changed, to the ad-
vantage of the risk-controlling functions of the company.  

Respondents provide illustrative examples of the way in which independ-
ent reviews were increasingly enabled through the shift in power balance. A 
board member reflects on the way internal-control issues no longer run the 
risk of being secluded, latent or hidden.   

Today there are ways to obtain better leverage and effect in the organization 
regarding risk and internal-control matters. There are ways to ensure that in-
ternal control does not merely remain in a report somewhere (respondent, board 
level).  

4.3.3.4 The influence of the tone at the top  
The use of internal control was seemingly shaped by new and more effective 
monitoring controls and the establishment of a formal internal-control over-
sight forum. Other influences than structure and oversight have been im-
portant, however, for the design and use of internal control. One such influ-
ence comprises of managerial risk (and control) attitudes, predominantly the 
executive attitudes.  

A new chief executive took office in 2004 at a time when harsh industry 
winds were blowing and where there was much talk about making necessary 
corporate governance improvements. With help from environmental influ-
ences the new chief executive officer placed explicit emphasis on internal 
control.  

The new chief executive has great integrity and has a clear and thoroughly 
genuine ethical approach that influences the character of the business activi-
ties. He wants everything to be transparent. He is not primarily about driving 
internal-control issues, obviously, but makes it clear that these issues are im-
portant and that we cannot accept any irregularities in this regard...[...]...I can 
see a change in the way in which internal control is considered. Previously it 
was more about “that is no problem” but that has all changed now (respondent, 
corporate support level).  

 
From statements such as the one above it is clear that managerial risk and 
control attitudes at the executive level played an important part for new de-
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signs and uses of internal control at this time. Another respondent makes a 
similar remark, when reflecting on executive attitudes towards risk and con-
trol. The statement indicates the importance of making internal control a 
priority from the top of the organization, but also that the specific attitudes 
of the chief executive have effects. The respondent also reflects on the high-
trust culture of firms and the importance of effective and independent assur-
ance providers.  

The chief executive officer establishes the corporate culture and he/she is the 
person that has the relationship with the chairman of the board. My experience 
from other companies and organizations is that you have very great confidence 
in your chief executive officer. You also need “bean-counters” that show up 
with grumpy faces. The openness has improved with the new chief executive 
officer and there is a focus on these matters from the board also. If some test 
procedures in an information system are not working we will know about it 
from the internal audit activity, but this was not the case earlier (respondent, 
board level).  

4.3.3.5 Struggling with new concepts  
We have seen that from around 2002 and 2003 initial steps were taken to-
wards implementing new designs related to internal control, compliance and 
risk management. Further steps were to be taken after 2006 and going for-
ward into the era of Solvency II and risk management extreme. That devel-
opment will be accounted for under the explicit period in the upcoming sec-
tions.  

While internal control earlier was the formal focus of the internal audit 
activity, it was starting to become a general business concern. It was brought 
into the mind-set of organizational members at large through the internal 
audit activity, helped by the environmental influences accounted for earlier. 
At first it was mostly about establishing the right structures, to be able to 
display structure as opposed to content.  

Structure often comes before content, due to the speed of change and the 
lack of knowledge and orientation. This seems also true for the maturity of 
enterprise risk-management processes. This was seemingly also the case in 
this instance, when the concepts of internal control and compliance entered 
into Folksam with full force. It was initially about discussing and coming to 
terms with the various concepts, and the way they should be applied within 
the organization.   

Internal control appeared as a concept only in recent years. It was discussed in 
connection to these matters. The compliance function, the chief risk officer and 
others that dealt with those type of matters […] the work and duties of the in-
ternal audit activity compared to other control oriented functions, such as for 
example compliance – where were the boundaries between them and what are 
their respective roles? When we talk about internal control, what is that and 
how do we define it? What rules and regulations should compliance be con-
cerned with? There were a number of questions (respondent, business unit level).  
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4.3.3.6 Risk management extended   
Around 2003 a risk manager was recruited to the risk-management function 
and worked with risk matters for a few years. That person helped develop 
procedures regarding broader risk identification, assessment and quantifica-
tion. There was work going on but not necessarily work that was fully em-
bedded in the conventional business processes. Broader enterprise risk-
management processes were gradually implemented that covered additional 
risks and therefore by default additional aspects of the business. The imple-
mentation was not flawless or without problems.  

In this way risks were increasingly being identified and furthermore docu-
mented through various forms of spreadsheets. You were to document the risk, 
and value its likelihood and impact. This was a problem at the beginning, for if 
you send this to different people you would most likely obtain different an-
swers. In the end that work is of limited value then (respondent, corporate support 
level).  

 
Although risk management lies at the heart of Folksam, simply because 
managing insurance and market risk is largely the basic business idea, risk-
management procedures had neither been very broad (in part due to earlier 
regulatory requirements) nor highly formalized in every aspect. As we noted 
also earlier on:  

You worked with these matters earlier of course but it was more like it was in 
minds of people. Around 2005 it increasingly became formalized (respondent, 
corporate support level).  

 
These extended risk-management processes were to impinge on prior and 
existing risk-management processes. For the management of insurance, mar-
ket and liquidity risks had always been carried out, in different ways. But 
additional risks were to be covered and therefore also additional aspects of 
the business. 

My view is that it is the insurance risks and the financial risks that are at the 
heart of risk management. Those are then to be expanded to include environ-
mental and strategic risks of different kinds. It is a problem if you design new 
processes that are separated from the rest, and start to think about various op-
erational and environmental risks separately. This was a completely separate 
race in my opinion, which resulted in much work of limited value (respondent, 
corporate support level).  

 
Newer types of risks were thus beginning to be identified, assessed and man-
aged during this period. Risks that seemingly had less to do with insurance 
risk or market risk and more to do with process breakdowns, system or hu-
man failures or external incidents – simply put, operational types of risks.  

Different risks however, imposes different requirements, and operational 
risk may be associated with a whole set of other challenges than the man-
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agement of more traditional types of risks. Such traditional risks are taken on 
board proactively to gain a profit, but strategic and operational risks are quite 
different indeed. And so a journey begins towards risk management extended 
and enterprise risk management and the inclusion of non-traditional risks 
into a corporate-wide enterprise risk-management system.  

With more abstract type of risks it becomes more and more difficult. Insurance 
and financial risks are the most important, but beyond them I think various en-
vironmental risks are the most important ones. Maybe I have been lucky not to 
have experienced any major operational risk. Environmental type of risks such 
as regulation or culture change, may have great impact on the insurance busi-
ness and the way we handle our business: we may have to re-design a process 
really fast due to changes in the environment. This has become more important 
as the whole society is moving faster. Our risk-management efforts have made 
us more concerned and aware however, about environmental changes (respond-
ent, corporate support level).  

 
The inclusion of softer type of risks made the use of risk-management tech-
niques more difficult in some sense, as risks were less quantifiable and man-
ageable. Strategic and environmental types of risks seem to gain in im-
portance according the perceptions of the respondent quoted above, partly 
due to a speedier society and more complex business community. However, 
these risks have always confronted businesses, and operational risk lies in-
herent in all business processes and activities.   

If you look at insurance risks, we have worked with them for a long time. The 
same goes for market risk, which includes the handling of interest rates, deriv-
atives and shares. Other risks such as operational risk are way more complicat-
ed. Regularly we today try to document these risks as well […] fifteen years 
ago we did the SWOT analysis where the T stands for threat, which obviously 
has to do with risk. And so this has accordingly been done, but not as struc-
tured as today (respondent, executive level).  

 
To design risk-management efforts so that resources are allocated to corre-
spond to effective performance is naturally difficult for any risk-
management activity. This is especially difficult when knowledge about the 
expected level of performance is largely lacking, or even when the building 
blocks of processes are not completely clear at times. Respondents comment 
on the challenges of finding the appropriate level of risk management and 
internal control in changing times.  

Regulations are driving risk-management efforts but I think it is challenging to 
find an adequate and appropriate level in this area. This obviously has a great 
deal to do with the fact that this is all still very new and the fact that it has not 
had the chance to become embedded yet (respondent, executive level).  

 
As extended risk- and control-oriented structures and processes are being 
installed, there is thus an apparent risk of over-consumption: a case that is 
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touched upon by respondents. This is a specific design problem that involves 
the cost-benefit aspects of internal control. A high level of internal-control 
consumption will not necessarily lead to better internal-control quality, as 
both quantity and quality count.  

There is always a risk that you want to be best in class, also with reference to 
internal control. What I am saying is we always want to do what is right at this 
company. If it is about claims handling, then that should be proper and correct. 
As we now feel the external pressures regarding internal control, the same can 
happen. There is a risk that we also want to be best in class regarding internal 
control, and that it becomes just too much (respondent, executive level).  

 
Consumption largely corresponds to quantity of internal-control design and 
use. As formal internal-control uses earlier were consumed mostly by the 
internal audit activity and other control oriented members, through formal 
evaluation and assessment, that was perhaps a slight case of under-
consumption. As environmental influences, combined with firm-internal 
factors, impose new designs and new uses, there is an apparent risk of over-
consumption, or even abuse.  

It is important to draw a line. At some point the costs will exceed the benefits. 
It is important not to put too much effort into these matters because at some 
point you will cross that line. You may cross the line because there are not any 
strong organizational members that can resist such efforts, such as the chief 
executive officer, the chief financial officer or the like. Control-oriented func-
tions are staffed with highly motivated and competent people that drive this 
work, and who may at times want to over-consume control (respondent, execu-
tive level).  

4.3.3.7 Internal-control accountability processes    
Sometimes the terms responsibility and accountability are used interchange-
ably. In my opinion this is somewhat misleading since responsibility is usu-
ally derived from inside, whereas accountability refers to external pressures 
and the way in which you need to account for, and are held accountable for, 
matters (Lindkvist & Llewellyn, 2003).  

As noted by respondents, internal control was largely an implicit respon-
sibility for managers to deal with the best way they sought and knew how. 
Obviously this is a bit simplified, since if you would drive your business to 
the brink of bankruptcy or in other way jeopardize company performance, 
you would stand to face consequences – i.e. you would be held accountable 
for such matters.  

Generally, however, there were seemingly few continuous demands for 
information about the quality of internal-control use, and there was an at-
mosphere where one assumed that individuals in charge ensured adequate 
and effective internal control. Due to environmental and firm-level influ-
ences, this all changed and information about internal control was gradually 
transformed from being implicit and verbal, to being explicit and formal.   
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These processes of accountability, where environmental influences 
helped establish formal oversight bodies and how such oversight bodies in 
turn began to request internal-control-related information, are important to 
take notice of. For these requests directly influenced internal-control poli-
cies, uses and outcomes.  

As requests are made from oversight bodies for more internal-control in-
formation, pressures for an effective internal-control process increases by 
default. In this way local issues of internal control (local in the respect that 
they had been handled locally within entities, units and departments), are 
made both more centralized and corporate-wide.  

The process of transforming internal-control responsibility into internal-
control accountability was initiated during the implicit period, but emerged 
slowly under the emerging period. As processes of making internal control 
public and explicit are taking place, accountability is gradually developed 
and enforced.  

This basically means that as internal control becomes public and increas-
ingly explicit, managers are increasingly also made accountable for design 
and uses. Accountability is imposed, where there previously was none. The 
emerging corporate-wide functions, which are concerned with internal con-
trol, risk and compliance, are also beginning to take root around this time. 
That development also contributes to how internal-control responsibility is 
transferred out, and accountability transferred in.   

4.3.4 Internal-control outcomes 

4.3.4.1 Attending to internal-control quality 
The most significant outcomes that may be observed from the internal-
control uses that are taking root concern how oversight bodies increasingly 
pay attention to internal-control quality. Internal-control quality largely re-
fers to whether controls are designed and operating in such a way that they 
provide reasonable assurance that risks are being mitigated. 

We concluded regarding the implicit period that there was little formal 
monitoring of internal-control effectiveness and internal-control deficiencies. 
This was a result of the environmental and firm-level influences of that peri-
od and the fact that little attention overall was paid to internal control. Con-
sequently information regarding internal-control quality largely remained 
secluded and local, including any deficiencies. In the emerging period inter-
nal control is being made explicit, and more importantly, it is formally at-
tended to by dedicated oversight bodies.  

Earlier we were running almost on flat tires you could say. The incident that 
happened earlier was almost too high a price to pay for not having things in 
order. We had been running on flat tires too long and could not go on without 
creating order, structure and control. Earlier there was a lot of focus on admin-
istrative type of risks, but the business risks were the important ones. Earlier 
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we checked very basic approvals, today it is very different (respondent, execu-
tive level).  
 

A new internal-control orientation begins to emerge slowly around 2003 to 
2005. Suddenly there is an oversight body that starts to obtain formal reports 
regarding risks and internal control, and that has both the time and compe-
tence to discuss these matters in detail and at length.  

The audit committee of the board has had a profound effect on board perfor-
mance. Here we have some members of the board that go into detail regarding 
matters of internal control. In this way it has also significantly influenced the 
internal organization. The internal-control and risk reports are now directed to 
the board, which gives them much more weight compared to when these mat-
ters were dealt with by the line manager, or the chief financial officer. Any de-
ficiencies are taken care of much more effectively (respondent, executive level).  

 
Information is the basis for assurance production, and as information is ob-
tained centrally by formal oversight bodies and reviewed and discussed, 
quality improves accordingly. The black-boxed practices of internal-control 
design and use are therefore gradually opened up through the demands of 
this oversight body.  

Controls are attended to and deficiencies addressed more effectively. The 
entry of the audit committee, with their oversight responsibility regarding 
internal control, is also commented upon by another corporate executive 
team member. The statement is quite illustrative as it suggests that both 
board effectiveness and internal-control quality are increasing as a result of a 
dedicated focus by audit committee members on internal-control uses.  

The audit committee has ratcheted up this work a level or two in detail, which 
has made the board much more effective in turn. The audit committee deals 
with quarterly reports and prognoses, and there are many more details being 
questioned about these matters. All these matters have already been addressed 
before entering the room of the full board […] now when there is an audit ob-
servation, it is merely that the board will take notice of it. It has been dealt 
with by the audit committee back and forth and discussed with executive man-
agement and various civil servants at length (respondent, executive level).  

 
Proper internal-control oversight from a board perspective comprises several 
important issues, some of which I have accounted for earlier. One important 
observation that I touched upon earlier concerns the different perspectives 
that are inherent in large undertakings. By establishing proper board over-
sight, by default you allow for more effective owner influence regarding risk 
management and the treatment of internal-control issues.  

After all, employees may have differing perceptions than managers, 
whose views in turn may deviate from those of corporate executives. Then 
you have the views of the directors and policyholders, who bring additional 
perspectives to what is important and what is not. In the case of a mutual 
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company the policyholder perspective is indeed important. A board member 
reflects:   

Something that the company does not see as a risk from its perspective, the 
board may see quite differently based on their owner perspective. If you take it 
further down to the organization you can see how the board perspective may 
differ rather greatly from managers within the organization. You may for ex-
ample have businesses that are quite good investments but from an owner per-
spective they could still be all wrong (respondent, board level).  

4.4 The explicit period 

4.4.1 Environmental context  

4.4.1.1 The explicit period at a glance  
During the period from 2006, the environment of the case company is still 
influenced by changes that took place during the latter part of the emerging 
period and concerned an emerging focus on compliance, and subsequently 
governance and internal control.  

In this period new accounting and financial reporting initiatives are being 
implemented that drive the need for additional disclosures by companies, 
predominantly regarding risk-management practices. Furthermore, one of the 
most significant regulatory initiatives in history of the insurance sector is 
taking place: the European Solvency II legislative framework.  

Furthermore, in this period the banking and insurance sectors are still be-
coming increasingly intertwined, and competitive pressures are driving ef-
forts towards cost-effectiveness and customer satisfaction. While the former 
periods were much about compliance and also about corporate governance, 
including internal control, this period is mostly about enterprise risk man-
agement and the integration of all these concepts.  

During the beginning of this period in 2006, markets were still good 
which had a positive effect on the financial position of insurers through their 
equity investments (CEIOPS, 2007). However, in mid 2007 yet again finan-
cial turbulence appears, following the subprime crisis in July 2007 with sev-
eral banks reporting losses and write-downs (CEIOPS, 2008). The financial 
crisis goes into an accute phase in September 2008, with failing banks and 
non-functioning financial markets. Below I account for this period.   

4.4.1.1 A regulatory and supervisory perspective  
Generally this period may be characterized as an era filled with regulatory 
and supervisory change. In fact, most of the developments that are currently 
taking place in the insurance industry with reference to internal control, gov-
ernance and risk management are largely driven by regulatory and supervi-
sory developments.  

Even though there had been much regulatory and supervisory attention 
from around 2002 and up until 2005, the regulatory and supervisory mood 
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seems in fact to become even more intense. Most important is the Solvency 
II regime, which is driven by the European Commission, based on directive 
2009/138/EG (EC, 2009). Currently, as these lines are written in 2013, this 
directive is being implemented in member states.31 

The regulation FFFS 2005:1 issued by the Swedish Financial Supervisory 
Authority, which I have referred to earlier and which regulates governance, 
internal control, risk management and compliance, naturally continue to 
shape company internal-control designs and uses in 2006 and the following 
years. Similar guidelines were subsequently developed separately for securi-
ties companies through regulation FFFS 2007:16 (based on SFS 2007:528) 
and fund companies through regulation FFFS 2008:11 (today FFFS 2011:42) 
(based on SFS 2004:46).  

In some sense, these guidelines reflect a more elaborate and mature ap-
proach towards the key concepts of internal control, risk management, gov-
ernance and compliance. Many of the insurance-related supervisory regula-
tions, however, are being updated during the latter part of this period, based 
on the updated Swedish insurance company act SFS 2010:2043, which came 
into force in April in 2011. The purpose behind this updated insurance law 
was to create a more up-to-date legislative framework for the insurance in-
dustry, and also to adjust the Swedish regulations in accordance with the 
European Union regulation. 

The Solvency II framework  
European regulatory initiatives are increasingly a driving force within the 
financial sector, including the insurance business (Finansinspektionen, 
2010:24). The Solvency II legislative framework was in fact initiated earlier 
than the period that I account for in this case, but the European commission 
decided upon the Solvency II legislation in 2007. The original timetable 
suggested that this legislation would come in force in Swedish in 2014, alt-
hough currently, in late 2013, the implementation seems to be postponed at 
least two years.   

Generally the insurance sector during this period may be characterized by 
a heavy regulatory burden (CEIOPS, 2010:5), as the Solvency II directive 
(EC, 2009) is being implemented in member states, including Swedish law 
(SOU, 2011). A specialist reflects on the impact of Solvency II during the 
last few years:  

                               
31 The implementation date of Solvency II regime was originally set to the beginning of 2014. 
However it will be finally decided by the Omnibus 2 directive and currently in late 2013 it 
seems as the implementation date will be January 2016. EIOPA has issued interim guidelines 
to support the Solvency II regulatory framework implementation. The interim guidelines 
cover main aspects of the framework, such as governance, own risk self-assessment, disclo-
sure and reporting as well as review of internal risk models, and come in force in January 
2014 (see EIOPA, 2013a, 2013b, 2013c, 2013d).  
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The Solvency II framework is what has led the development during the last 
few years – even if the result of the implementation of the framework is still 
somewhat unclear. This has driven the development of the GRC theme – how 
to organize these matters and so on. To obtain an effective GRC function and 
effective second line of defense you try to centralize and coordinate through 
centralized functions (respondent, corporate support level).  

 
The Committee of European Insurance and Pensions Supervisors (CEIOPS), 
whose work has continued under EIOPA (European Insurance and Occupa-
tional Pensions Authority), is drafting and implementing technical standards, 
consultation advice and level-3 guidelines (level-3 guidance is by EIOPA to 
harmonize implementation) in various areas to assist companies in their 
compliance efforts regarding Solvency II (CEIOPS, 2010).  

Of special interest for the purpose of this thesis, may for example be the 
level-2 advice that has been released and that concerns the system of gov-
ernance (CEIOPS, 2009a) and operational risk (CEIOPS, 2009b). Level-2 
guidance consists of implementation measures through acts by the Commis-
sion. In July 2012 the EIOPA also delivered a final report regarding guide-
lines on the important process of own risk and solvency self-assessment, 
which is to be carried out as part of the new regulatory framework (EIOPA, 
2012: 258/12), and currently in late 2013 interim guidelines have been is-
sued by EIOPA to support Solvency II implementation (EIOPA, 2013a, 
2013b, 2013c, 2013d).  

Accounting and financial reporting initiatives   
Major changes with reference to accounting and financial disclosures are 
also taking place during this period, some which are quite relevant to this 
thesis. From a financial reporting perspective the case company is regulated 
by the Insurance Annual Accounts Act (SFS 1995:1560). The case company, 
however, obviously also needs to comply with regulations by the Swedish 
Financial Supervisory Authority, regarding the preparation of financial 
statements (e.g. FFFS 2008:26). In addition there are also international ac-
counting standards (IAS), and new international financial reporting standards 
(IFRS), which are being implemented and enforced during this period.  

The year 2007 represents the first year of IFRS (International Financial 
Reporting Standards) compliance for the case company (Folksam, 2005:17; 
2006:9; Folksam, 2007b:18; Folksam, 2007a:19)32. During the year before, 
the European directive regarding occupational pension (EC, 2003) was im-
plemented and this also came to have important implications for Folksam 
(Folksam, 2005:7).  

                               
32 This refers to statutory IFRS-compliance [lagbegränsad IFRS]. This basically means that 
the international financial reporting standards are applied as far as it is possible with respect to 
the limitations that are imposed by Swedish law (see report by Finansinspektionen, 2009-04-
07).   
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IFRS standards may be of special interest in this case, since the reporting 
requirements promote thorough risk disclosures by companies, whereby both 
quantitative and qualitative disclosures of each type of risk are necessary, 
including mitigation strategies and tactics. In the case of Folksam Sak 
(Folksam, 2007b:28-42), the risk note in the financial report significantly 
increases to correspond to 14 pages in 2007, and similarly for Folksam Liv 
(Folksam, 2007a:29-42). In this way, financial reporting disclosure require-
ments also contribute to upcoming changes to practices, as I examine further 
on.  

Corporate governance requirements  
In addition to corporate insurance law, we know from earlier that govern-
ance is also regulated through the Swedish Corporate Governance Code, 
which was issued in 2004. During this period, its principles begin to take 
roots in financial undertakings in Sweden. Although Folksam is not traded 
on a Swedish stock exchange, it still applies the principles and provisions to 
its mutually based corporate model (Folksam, 2006:55, 103). A fundamental 
part of the Swedish code refers to the disclosure of corporate governance and 
internal-control reports.  

The European accounting directive was implemented in Swedish law in 
2009, which made it mandatory to publicly disclose a corporate governance 
report. This requirement was implemented through the Annual Accounts Act 
(SFS 1995:1554), and the Code was revised accordingly. It prescribes that a 
corporate governance report must be prepared and disclosed (which may be 
separate from the financial report), and should include risk-management 
processes and internal-control systems (Chapter 6, Section 9) (Kollegiet för 
Svensk bolagsstyrning, 2009:6-7).  

Another relevant European regulation is that which refers to accounting 
and auditors, and which specifically concerns audit committees. This di-
rective has been implemented in the Swedish Limited Liability Act (SFS 
2005:551) whereby audit committees were made mandatory. The Code has 
once again been updated accordingly (Kollegiet för Svensk bolagsstyrning, 
2009:7; also see Government Bill, 2008/09:135). In sum, these regulatory 
developments place additional emphasis on audit committees, and how com-
panies disclose their internal-control and risk-management systems.  

4.4.1.2 A glance at the insurance industry  
The character of the insurance industry and the regulatory development are 
almost developing jointly. Around 2006 the industry is quite influenced by 
the focus on corporate governance that was initiated during 2003 with the 
subsequent release of the Swedish Corporate Governance Code in 2004. 
Around 2005 and 2006 the code provisions are being implemented fully by 
companies. Obviously preparation efforts based on the European Solvency II 
framework, also greatly affect the insurance industry during this period; 
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preparatory efforts are still ongoing in late 2013 based on interim guidelines 
(see EIOPA, 2013a, 2013b, 2013c, 2013d).  

Otherwise the unstable business of property and casualty insurance was 
beginning to look up again after a long downturn (Folksam, 2005:3) which I 
have accounted for in the previous section. Competition is still on the rise, 
due to international efforts and globalization processes, and as banking com-
panies impinge upon the insurance sector causing increasingly blurred 
boundaries (Folksam, 2005:3; also Folksam, 2006:4).  

This new global age is also referred to by the chief executive officer An-
ders Sundström, in the opening paragraph of the 2006 annual report 
(Folksam, 2006:2). No longer are insurance companies able to isolate them-
selves from the increasing and ongoing pressures of globalization. There are 
several statements from respondents referring to the increased competition 
and speed of information, and the general complexity of business where 
institutions, companies and processes are increasingly intertwined and mutu-
ally inter-dependent.  

While this is a development that has been taking place for some years, the 
speed and complexity are steadily increasing. With competitive pressures on 
the rise there is no excuse for having higher than average running costs, or 
non-cost-effective products. Perhaps the industry climate was more forgiving 
earlier. Whereas it was earlier possible to do business with less than optimal 
cost structures, such circumstances will now jeopardize firm survival 
(Folksam, 2006:3). There is a sense that foundations of the general economic 
and business landscape are changing, becoming increasingly unforeseeable. 
A specialist describes these developments:  

The world today is much more uncertain. Throughout the whole of my period 
here up until a few years back, there were developments that were cyclical in 
nature, with underlying positive tendencies. The state of the market changed 
every four years […] Today this happens much faster, which is due to the 
technological advancements and the fact that our economy is truly global. All 
this makes the governance of the company quite event-driven and reactive. It is 
difficult for management to be proactive (respondent, corporate support level).   

 
A significantly changing industry with blurred boundaries between banking 
and insurance will naturally trigger structural changes. For Folksam, two 
major developments are on the rise that I will account for later on – the 
agreements with the large Swedish bank Swedbank and the insurance com-
pany KP (Pension & Försäkring) in 2006 (Folksam, 2006:4).  

Obviously one must also take notice that the industry was hit by yet an-
other financial market crisis – this time in 2008. This credit and liquidity 
crisis would affect the return from asset management activities (Folksam, 
2008b:6) and obviously shape the industry climate during the years 2008 and 
2009. Once again uncertainty was manifested in great turbulence and fluctu-
ating markets that greatly affected the entire industry. The subprime crisis 
emerged in July 2007 with banks reporting significant losses and write-
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downs (CEIOPS, 2008a). CEIOPS reported in May 2008 that insurance 
companies so far did not report significant losses (CEIOPS, 2008a:3). In 
their risk update report from December 2008, the outlook was quite differ-
ent. Following the bankruptcy announcement of Lehman in September 2008, 
the financial downturn went into in acute phase with failing banks and equity 
markets that went into freefall in the following months (CEIOPS, 2008b:4). 
Because of the financial crisis, solvency positions deteriorated and many 
insurers increased capital buffers (CEIOPS, 2008b:2).  

The key risks for insurers reported by CEIOPS were unsurprisingly relat-
ed to financial markets and equity prices, and also risks relating to the spill-
over effect on the real economy due to interconnectedness and the large im-
pact of the significant and complex financial sector (CEIOPS, 2008:17). The 
macroeconomic environement remains challenging in 2009 and forward, as 
central banks also lower interest rates of an unprescedent scale (CEIOPS, 
2009c:4).     

4.4.1.3 A public disclosure perspective    
The year 2006 marks the starting point of a public approach to internal con-
trol. Based on the provisions in the corporate governance code, Folksam 
discloses details regarding both the system of governance as well as the in-
ternal-control system (Folksam, 2006:55-61, 103-109). This is done through 
supplement to the annual report, as well as by making that document availa-
ble on their website (Folksam, 2006:8).  

With reference to risk category descriptions and exposure descriptions, 
they remain similar to the ones established in the 2005 annual report (see 
Folksam, 2006:41-42, 90-91). The 2006 Folksam corporate governance re-
port (Folksam, 2006:55-59, 103-107) contains details regarding a range of 
board-related characteristics, including appointment of board members, ap-
pointment of auditors, composition of the nomination committee, the audi-
tors and the board members, the matters dealt with by the board during each 
board meeting, the degree of attendance during these meetings and details 
regarding audit committee and remuneration committee work.  

The internal-control report follows the COSO framework of internal con-
trol. This is not mentioned, but is nonetheless apparent. The report conse-
quently contains accounts of Folksam control environment, risk-assessment 
process, information and communication, control activities and monitoring 
processes. It is mentioned that internal control refers to financial reporting 
only, that the report has not been audited and that the report contains state-
ments as to the structure of the system of internal control, and not to its ef-
fectiveness. The reports of Folksam Sak and Folksam Liv are similar (see 
Folksam, 2006:59-61, 107-109).  

While the annual reports of 2005 and specifically 2006 contained changes 
to disclosures about governance and internal control, the 2007 annual report 
indicates a significant shift with reference to risk-management disclosures. 
The group-wide risk-management process is described on a high level, in-
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cluding the risk categories that are applied, and there is also a reference 
made to note number two in the financial statements (Folksam, 2007a:3; 
Folksam, 2007b:3). Overall the categorization seems to be divided into in-
surance risk, financial risk and operational risk. The group-wide risk-
management process, including organization, roles and responsibilities, is 
thereafter described in detail.  

Details are furthermore provided regarded the different risk categories of 
insurance risk (which includes signing risk and reserve risk) and financial 
risk (which includes credit and counter-party risk, liquidity risk and market 
risk). Finally details are also provided regarding operational and strategic 
risks. This structure is very similar comparing casualty insurance to life in-
surance, with obvious deviations due to the differences in products and in-
surance risks between life and casualty insurance. 

This structure, and level of disclosure of risk-management practices and 
risk exposures, remains largely the same also for 2008, but in this case all 
risks are also appraised in terms of their monetary values (Folksam, 
2008a:30; Folksam, 2008b:28). In 2009, there are new changes that are 
worth noting. A first change relates to Solvency II and the fact that the board 
took part in a conference, focused on risk-based governance from a board 
perspective (Folksam, 2009a:7; Folksam, 2009b:7).  

A second change involves the establishment of a risk and governance 
program that Folksam has started as part of their efforts to comply with 
forthcoming Solvency II requirements. The program includes governance, 
internal control, risk management, risk models and risk data management 
(Folksam, 2009a:8; Folksam, 2009b:8). There is also a slight development 
regarding the disclosure of risk-management practices, where risks in this 
case are divided into these three areas: insurance business, financial business 
and all other business.  

In 2010 the set-up looks about the same, but there has been a slight 
change with reference to risks in all other business, compared to the 2009 
report. In the 2010 report this type of risk has been labeled risks within all 
business activity (Folksam, 2010c:44). The slight change to the 2010 report 
is most likely to highlight the fact that strategic, operational and reputational 
risks permeate all activities, and are not or contained within certain types of 
activities, but must be addressed separately nonetheless.  

In Figure 5 below, I have placed the risk category description according 
to the 2011 annual report of the Folksam Group. Largely the key risk catego-
ries still remain the same compared to 2010, although business risks in this 
case also include compliance risk and business risk along with strategic, 
operational and reputational risk.  
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Figure 5: Risk categories of Folksam for 2011 (Folksam, 2011:26).  

4.4.2 Strategies and organization   

4.4.2.1 Deliver strategies to regain capacities     
The long-term objectives and business strategies to slowly re-build Folksam 
Sak, to build and expand the life and savings business of Folksam Liv, and 
to reduce overall running costs continue. Strategies also contain growth ele-
ments, and there is product development taking place in 2005, 2006 and 
2007 (see Grip, 2008:236-237), as a number of new products are being im-
plemented during this period. The cost-effectiveness program of 2005 
(Folksam, 2006:2) is starting to bear fruit in 2006 for Folksam Liv (Folksam, 
2006:12) and also for Folksam Sak (Folksam, 2006:68). These positive ef-
fects will also continue in 2007.  

Running costs, as measured by the total cost percentage, thus drop from 
2006 and forward. From being at top levels at around 2001 (see Grip, 
2008:241) with a total cost percentage of 125% for Folksam Sak, this is re-
duced to 90% in 2006 (Folksam, 2006:66) and 88% in 2008 (Folksam, 
2008b:5). In 2009, the cost turns slightly upwards again (Folksam, 2009a:9) 
to land just under 100% in 2010 (Folksam, 2010c:26)  

Folksam slowly starts to regain its capacity to absorb negative outcomes. 
The case company is still weakened in 2006, however, especially Folksam 
Sak. The consolidation level in 2006 is still at a very low 77% (Folksam, 
2006:68), although steadily increasing. In 2007 the consolidation level of 
Folksam Sak amounts to 86% (Folksam, 2007b:4), 114% in 2008 (Folksam, 
2008b:5) and at 110% in 2010 (Folksam, 2010c:26).  

During the same period Folksam Liv enjoys continued and steadily im-
provement in consolidation levels (see Folksam, 2010c:37) and the solvency 
level is at 158% in 2010 (Folksam, 2010c:32). In sum Folksam Sak regains 
its full capacity, and the life insurance business continues to develop in fi-
nancial strength. As the basis for corporate-wide risk appetite largely relates 
in part to the capacity of the company, the case company is consequently 
enabled to take on new initiatives. 
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4.4.2.2 Strategic initiatives  
The latter part of 2006 was largely dominated by strategic discussions with 
Swedbank and KP (Folksam, 2006:1; Grip, 2008:238). A final letter of intent 
with Swedbank was in place in 2007, and the merger between Folksam Liv 
and KP was finalized in 2008 (Folksam, 2008c:6; Grip, 2008:239). In addi-
tion to the implications for the legal organizational structure, the transaction 
obviously came to leave marks also in terms of the operational model 
(Folksam, 2008c:6-7).  

The agreement with Swedbank largely concerned asset management op-
erations, which were transferred from the case company to Swedbank Robur. 
The agreement however, also aimed to create competitive advantages 
through synnergies regarding insurance administration and sales (Grip, 
2008:238-239).  

Later in 2008, as the credit and liquidity crisis affected the whole finan-
cial industry dramatically (Folksam, 2008c:2), Swedbank was under heavy 
pressure. New capital was needed and Swedbank issued new shares. 
Folksam was active in this process and as a result it significantly increased 
its holdings in Swedbank (Folksam, 2008:1; Swedbank, 2008:40). By the 
end of 2009, Folksam had in fact become the largest shareholder in 
Swedbank (Swedbank, 2009:46).  

Folksam, Sparbankerna and Sparbanksstiftelserna agreed in late 2009 on 
an ownership policy regarding their holdings in Swedbank, which now cor-
responded to over 20% of Swedbank shares. The fact that Folksam by 2009-
2010 was a major owner in one of the largest Swedish banks obviously had 
important consequences, not least for governance, compliance and internal 
control.  

The business today is more complex, the regulations are more complex […] It 
has become more complex. Regulatory developments but also the business in 
itself. We have been active in the process whereby Swedbank issued new 
shares. Now we are a major owner of a listed bank, as opposed to merely own-
ing real estate somewhere. This is new (respondent, corporate support level).  

4.4.2.4 Growth in assets and premiums     
Between 2006 and 2010 the case company grows. The 2010 annual report 
shows an increase in total assets under management from around BSEK 175 
in 2006, to over BSEK 268 in 2010 (Folksam, 2010c:18). During the period 
of 1997-2010, the growth in assets under management corresponds to over 
BSEK 200 (see Grip, 2008:215 and Folksam, 2010c:18), and where BSEK 
70 refers to the period up until 2004 and the rest refers to the period from 
2004 and up until 2010.  

Total premiums correspond to over BSEK 30 from being around BSEK 
23 in 2006 (see Folksam, 2010c:18). The way the case company during these 
years is able to develop its life and savings business obviously has effects on 
both organizational size and complexity. In addition, the collectively agreed 
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business has become a dominant component of the business portfolio, espe-
cially subsequent to the merger with KP.  

Folksam has had a variety of businesses – this has always been so. But we 
were not as big as we are today however regarding the life and savings busi-
ness. And recently we have also incorporated the whole collectively agreed 
business. Previously we were a large casualty insurance company. Today this 
is only one part of the premium volume, if you look at the total income from 
premiums (respondent, business unit level). 

4.4.2.5 Changes to organization and processes  
Significant change is taking place with reference to organizational structure 
during this period. This is in part due to organic growth, but also to strategic 
acquisitions and initiatives previously accounted for. Earlier I touched upon 
the activity-sharing aspect of the Folksam corporate strategy. There is in-
creasingly a journey of exploring and pooling group-wide capabilities in the 
search for efficiencies, stronger customer orientation and better product of-
ferings.  

Although horizontal efforts are not new to the case company in this peri-
od, this specific feature seems to be increasingly more emphasized during 
these years. This is also noticeable in statements made by the chief executive 
officer in annual reports.  

In 2005 the chief executive officer marks a start of a re-organization to 
create a better focus vis-à-vis market and development (Folksam, 2005:4). 
There was a focus to realize synergies and reap benefits between Folksam 
Liv and Folksam Sak, in terms of common processes such as sales and de-
velopment. The chief executive officer describes these efforts in the man-
agement statement in the annual report from 2008 (2008c:4).  

All businesses shall be performed within different business segments inde-
pendently of parent company, starting from 2009. These business segments are 
consumer business, partner and corporate business and the collective bargain-
ing business, which are then to be supported by common group functions. 

 
Through a series of steps there is a gradual shift towards the establishment of 
group-wide functions, in order to realize synergies, avoid duplication of ef-
forts and enhance customer orientation. This gradual change also includes 
the establishment of customer-oriented business areas.  

The re-organization was done in several steps. When the new chief executive 
officer came in we started this work by creating the product area Product. Af-
ter the merger with KP it was clear that we had to establish a clear and trans-
parent organization for the business that is collectively agreed. We accordingly 
set up the business areas Consumer and Corporate and also the collectively 
agreed business. In connection to this we also decided to move towards group-
wide functions. The chief executive officer was talking about customer orien-
tation early on. He felt that we were a bit old-fashioned (respondent, executive 
level).  
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There are accordingly gradual movements taking place in this direction, 
movements that do not involve reframing from the legal or product struc-
tures, but rather incorporating the principles of customer orientation, lean 
organizational processes and the concentration of group-wide capabilities 
into the operational organization model. And these efforts transcend legal 
boundaries, in the quest for new and additional efficiency gains.  

This is also a matter of being sensitive to costs. I cannot make my people work 
harder and so we reach a limit there. And so you get to the legal structure and 
look for synergies (respondent, executive level).  

 
In this way customer values and operational efficiencies are obtained, but 
such a re-shaping of the internal organization also places demands on the 
organizational designs and uses of governance and internal control. There is 
seemingly an interface between the legal and the operational that needs to be 
considered. 

We have to be aware of regulatory requirements. Regulations exist and there 
needs to be transparency regarding the operational and legal structure. This al-
so means that the policies and procedures need to be adapted based on legal 
entities. We must be cost-effective with a focus on the operational business 
model, but at the same time not forget the legal structure (respondent corporate 
support level).    

 
And so the grouping of capabilities and resources also entails internal-
control implications. The claims-handling unit seems to be an example of the 
kind of formation of group-wide capabilities that has been taking place. Ear-
lier, claims handling had been organized in various ways, being both decen-
tralized and centralized to various degrees. As the three business areas earli-
er accounted for were fully implemented around 2008, the case company 
also decided to go with a fully group-wide claims-handling unit.  

Another unit that may qualify as a group-wide and centralized capability 
is the business unit Product. This development started as early as 2005-2006 
as the business area Product was established, which later formally became a 
business unit in 2008. The business unit is a group-wide resource for matters 
such as development of product terms and the pricing of premiums. This is 
another example of the activity-sharing nature of the Folksam corporate 
strategy.  

These types of centralization efforts of group-wide capabilities in order to 
gain efficiency and effectiveness improvements in part also underlie out-
sourcing relationships. Outsourcing has long been a central part of business, 
also in the financial sector. With reference to the Swedish financial sector, 
the term outsourcing might however be slightly misleading, since outsourc-
ing may be done both within and outside the group legal structure.  

A legal entity contracting another legal entity within the same group to 
perform some service thus represents a case of outsourcing from a superviso-
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ry perspective. The Swedish Financial Supervisory Authority, through regu-
lation FFFS 2005:1, imposes requirements on the way outsourced services 
and related contracts should be designed, managed and monitored.  

Forming group-wide capabilities may thus contribute to outsourcing situ-
ations. As competitive pressures increase, management obviously look to 
focus on core processes, while letting other parties contribute to non-core 
processes or activities that are better performed by others. One outsourcing 
opportunity, for example, was related to the deal with Swedbank in 2007, 
with reference to asset management operations (Grip, 2008:238), where the 
case company outsourced much of its standardized asset management activi-
ties to Swedbank.  

Consequently internal and external relationship management becomes 
more important due to the increase of interfaces and processes that transcend 
legal and operational boundaries. By relationship management we simply 
mean the internal and external relationships that need to be appropriately 
controlled and managed.  

The challenge is to keep the different company groups and legal structures 
separate, while maintaining a common operational business model. One exam-
ple might be the risk function, which today is a group-wide capability. This is 
easier and better in many ways, but also places higher demands on the organi-
zation in terms of handling relationships, providing governance and internal 
control. When the risk function was decentralized to each and every business 
unit and company, this was in some sense easier to govern and control (re-
spondent, corporate support level).  

 
In 2010-2011 additional outsourcing opportunities are still being pursued by 
the case company. IT-operations, including maintenance of work stations, 
for example, were outsourced to Logica in 2010. Concurrently the support 
functions of KPA Pension have been centralized with the rest of the group-
wide functions, including actuary, HR, communications and legal (Folksam, 
2010c:11).  

Public disclosures of internal-control practices from 2006  
While internal-control processes largely still remained a private affair to 
Folksam during the emerging period, this is changing from 2006 and going 
forward. While traces of the forthcoming disclosures are already noticeable 
from comments in the 2005 annual report (see Folksam, 2005:16, 58), the 
disclosure requirements of the Swedish Corporate Governance Code are 
fully implemented at Folksam from 2006. Consequently Folksam goes pub-
lic with its internal-control systems for the first time in 2006.  

This means that the board, through the annual report, provides a corporate 
governance report that also includes a board report about internal control 
(Folksam, 2006:103-109). A number of important issues are hereby dis-
cussed including the work of the board, the election committee, the audit 
committee, remuneration polices and internal-control matters such as the 
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control environment, information and communication, control activities, 
monitoring and risk assessments.  

4.4.3 Internal-control design and use  
During the emerging period we saw that new structures and processes were 
being established. In some sense the period between 2002 and 2006 was 
about trial and error, finding out about new concepts and assigning meaning 
and content to them. This explicit period, which starts around 2006, is less 
about structure and design, and more about process and performance. This 
means that various processes regarding matters of compliance, board over-
sight, operational risk management and internal control are slowly taking 
root. While significant adjustments are taking place, internal-control perfor-
mance improves gradually however.  

Whereas the emerging period was about compliance and later internal 
control and governance as rather stand-alone concepts, they are becoming 
integrated with enterprise risk-management processes in this period. These 
are the first steps towards linking the dots, and tying governance, risk man-
agement and compliance to overall strategic intent and business planning 
cycles. This is about the enterprise risk-management processes slowly evolv-
ing, from a basic implementation or maturity stage.  

4.4.3.1 Capturing additional risk data  
Enforcing new and extended risk-management processes to address addi-
tional aspects of the businesses was largely a matter of trial and error. Risk 
managers used Excel spreadsheets to capture additional risk data regarding 
non-core or traditional types of risks. It was familiar, yet also different and 
new.   

We had worked with risks before but not had the same formality about these 
matters. These were risks that we were aware of – some areas are riskier than 
others. Claims payments are one such area […] a positive thing is that it is 
more structured this way. Things are not lost but kept track of […] the draw-
back is that it can be too much of a good thing. Half of the organization was 
not happy about the new ways of working (respondent, executive level).  

 
And so changes to risk management were significant as new types of risk 
data were captured, affecting larger parts of the organization. These process-
es were in the separate and superimposed beginning. Formal risk assess-
ments replaced more informal ones, and while being quite resource-
consuming initially and even of little value, they increasingly improved as 
processes and the organization matured.  

Perhaps it is a clash of cultures, as different risk cultures exist in different 
companies but also within companies. You have actuaries that deploy statis-
tical methods to calculate and project insurance risks, and then you have 
finance people that use various controls, derivatives and policies to manage 
market, liquidity and credit risks. And then there is the rest of the organiza-
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tion. And so members feel differently about different risks, but also about 
risk management in general. Organizational members, who are not directly 
involved with traditional risk-management efforts, may thus be more or less 
keen to adopt formalized operational risk management approaches.  

It is clear from the case evidence that parts of the organization perceived 
these processes to be of rather little value at the start. But it is equally clear 
that most people seem to appreciate these risk-management efforts, and fur-
thermore increasingly see the value as processes mature.  

However, substantial adjustment costs are seemingly incurred initially 
due to resource-consuming processes that lag in performance. This involves 
the production of paper rather than the production of value, and while pro-
cesses improve as a result of changing mind-sets and the passing of time, 
there is always the risk of not getting there in the end.   

My feeling is that this can easily become just documents for the shelf. All 
these people are working with these matters, but not in as structured a way as 
you would like to. Risks and mitigating actions are in fact business planning 
and it is important that people understand the purpose behind all this (respond-
ent, business unit level).  

 
So the efforts about enhancing extended risk-management processes to pro-
vide better and more comprehensive views of risk profiles are about under-
standing, and also about finding ways for these processes to take root in the 
organization. As softer types of risks are continuously identified, assess-
ments will improve accordingly – from being quite poor early on, to gradual-
ly improving. And as assessments improve, management actions to mitigate 
key identified risks will consequently improve.  

However, this is a journey that is ongoing and partly never ending. For 
perfectly integrating and combining various risk exposures to improve as-
sessments of risk profile is difficult at best. And there is always the case of 
not knowing everything, despite scenario-analysis and good historical data.  

We will never find a perfect method for quantifying operational risks. Opera-
tional risks in a bank or a life or casualty insurance company differ significant-
ly […] Still you need to move forward with risk management and how to em-
bed it in the organizational routines. If you look at security, internal processes 
or systems, this is what corporate malfunctions are mostly about – a malfunc-
tioning process or poor decision quality. Risk management is supposed to pick 
these things up. A problem, however, is that we do not know everything about 
risks. The future is uncertain (respondent, business unit level).  

4.4.3.2 Capturing additional compliance data 
A similar development can be observed regarding the compliance function. 
Compliance came in early on as a sort of a buzzword, as noted by respond-
ents, and driven by the regulatory the conflict-of-interest debate around 
2003. A chief compliance officer had been in place already towards the end 
of the last century, but the understanding regarding the meaning and content 
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of compliance was nevertheless incomplete. Compliance work was nonethe-
less performed, and one of the first reports was issued to the board in the 
beginning of the new century. As the supervisory regulation FFFS 2005:1 
was released, this document provided additional guidance regarding roles 
and responsibilities for compliance and how it related to for example internal 
audit activity.  

Around 2005 or 2006 there was seemingly a shift taking place regarding 
compliance matters. Although the staffing of the compliance function re-
mained about the same up until around 2009 when a new chief compliance 
officer took office, compliance procedures gradually developed. Similar to 
the risk-management practices, it was largely a matter of positioning the 
department and establishing reporting relationships correctly, but also about 
finding ways to coordinate practices and to embed them in conventional and 
existing practices.  

In some sense the journeys of the extended enterprise-wide risk-
management processes and the corporate-wide compliance processes are 
therefore strikingly similar. Although they deviate from each other in some 
respects, both were new concepts of entity-wide importance that were driven 
by regulation, and that initially would add new procedures in the organiza-
tion. And in a way quite similar to risk-management practices, people were 
already paying attention to laws, regulations and compliance. They just did 
so more implicitly, informally and to a lesser extent. Therefore it is also fair 
to speak of extended compliance processes.  

Following the release of supervisory regulation FFFS 2005:1, practices 
seemingly tighten. This was a result of the testing of new practices, in com-
bination with a changing supervisory mood. Earlier, compliance efforts were 
quite decentralized, similar to early operational risk-management processes.  

We had designated compliance officers within various business areas and enti-
ties […] the advantages were that you are very close the business, you know 
the procedures and you know about any deficiencies […] the disadvantage 
may be that you in fact audit and check yourself (respondent, corporate support 
level).  

 
This type of compliance organization was primarily designed based on the 
operational business model. Earlier forms of organization were fit for pur-
pose based on the requirements of those times, but pressures for clear roles 
and responsibilities and transparency were gradually increasing during this 
period. Towards 2009, a full-fledged corporate-wide compliance department 
had therefore been developed centrally, although local compliance officers 
for legal entities as well as key operational business units still existed as part 
of the overall compliance organization.  

The allocation of responsibilities changed, however, as local compliance 
officers work in an advisory capacity with compliance-related matters, 
whereas centrally located compliance staff act more in an audit and testing 
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capacity. Ownership of processes of compliance, operational risk manage-
ment and internal control were gradually becoming centralized and therefore 
also run on a corporate-wide basis.  

4.4.3.3 Supplementary lines of defenses  
This type of clarification and cultivation of responsibilities, which as we saw 
took place regarding the internal audit activity, with strengthened ties to the 
board, is also taking place regarding both compliance and risk management. 
Roles are developing, and there is increasingly a separation of risk-taking 
activities and risk-controlling activities, in a broad organizational sense. And 
so there is a gradual shift taking place horizontally, towards a defense ap-
proach similar to the organization deployed by defense organizations, or 
similar to how the immune defense system of the body works, or even to 
sports and how some teams play offense and defense.  

This approach entails supplementary lines of defense (or attack) that are 
deployed to attack under controlled circumstances that enable exposures, 
control issues or even incidents to be taken care of effectively. Such an ap-
proach has obvious advantages but can be challenging for a football team, 
and even more so for an organization. For the organization needs to be quite 
adaptable as well as internally aligned while making movements and taking 
initiatives.  

There is an obvious risk that you add control function onto control function 
without adding corresponding value – particularly as you implement and work 
according to the three-lines-of-defense approach. Today we have these defense 
lines in place formally, but the organization is not fully effective yet. Earlier 
there was only the third line of defense that audited the operational businesses. 
Today there is also risk control and compliance that test and audit operational 
functions. It is vital that you are seen as one and management must be clear 
about our roles and responsibilities: it is a balancing act (respondent corporate 
support level).  

 
The implementation of new or extended control-oriented processes and func-
tions is thus about positioning them properly within the internal organiza-
tion, but also largely about aligning their responsibilities with line manage-
ment and the assurance functions. Trying to link the dots, and place oneself 
in the new control landscape. This does not come without adjustment costs, 
however.    

Audit committee, risk management, compliance and so on. We have added 
function after function, and we have never thought about whether we should 
adjust our existing processes instead. When new risk-management processes 
arrived we were to identify risks and then administer it all. In addition we were 
to connect all this to the business plan, and we spent quite some time on this 
initially – to very little use. It was only when we starting breaking all this 
down and taking this seriously: what are our key significant risks? Most of 
them were in the business plan already but we have also added a few. This 
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process took years to normalize, and it only around now that this is all falling 
into place (respondent executive level).  

4.4.3.4 From offense to defense and back again  
In the earlier section on the emerging period, we observed that there was 
seemingly a power shift that started to take place between risk-controlling 
and risk-taking activities, to the advantage of risk controlling. Assurance 
providers strengthened reporting relationships to the board and the audit 
committee, which contributed to more effective oversight. This journey con-
tinues as we have seen, as these extended control-oriented processes and 
functions of compliance and risk management are made more centralized, 
and furthermore more embedded.  

It was earlier up to each entity to establish internal control and processes of 
good governance without little interference from above […] risk management 
and internal control were a decentralized part of each entity and so the business 
management for each entity had full control and power over these issues (re-
spondent, corporate support level).  

 
There is accordingly a shift in the power balance taking place due to an 
overall focus on risk controlling, but also due to the fact that extended pro-
cesses are made corporate-wide. Thus local lower-level business power over 
these matters is diminishing. Concurrently, however, management is made 
more accountable for these processes, as demands are increasing. These joint 
developments are important to note.  

Earlier it was up to each person to design control based on their own judgment: 
that was the responsibility you had (respondent business unit level). 

 
At first glance the developments referred to above seem to be conflicting in 
part. Respondents testify to the importance of transparency and effective 
oversight, but also that business management indeed feels responsible for 
these processes, so it does not solely become a second-, or even a third-line 
affair. 

The single most important factor for internal-control success is the attitudes of 
corporate management and business management towards these matters. The 
attitudes of the chief executive are the most important, and the business man-
agement must take responsibility for these matters, and not leave them to sup-
port functions and risk control functions. It must be their responsibility and 
they must feel that this is important (respondent, corporate support level).  

 
And so there is a change in process design and ownership as well as in ac-
countabilities, but managerial responsibilities for risk and internal control 
remain imperative. The perception of the executive quoted earlier, however, 
indicates that shifts in power balances go back and forth. As processes be-
comes more stable and embedded and as matters normalize, some case evi-
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dence suggest that there is gradually another shift in the power balance tak-
ing place – but this time to the advantage of risk-taking activities and busi-
ness line management in the first line of defense.  

This might be a result of a newfound confidence, of taking control over 
new processes of risk, compliance and internal control and allowing new 
accountabilities to sink in. When accounting for the previous period we took 
notice of accountability processes that emerged and started to take root. 
These processes develop and continue to establish roots, and so awareness of 
the meaning and purpose of these extended control oriented processes in-
creases.  

In sum there was a shift earlier towards a stronger defense orientation, but 
that change is slowly turning back again, as processes mature and matters 
normalize. This shift back, however, does not entail that defense capabilities 
are weakened, only that business management is starting to embrace new 
and extended control-oriented processes. And so both defense and offensive 
capabilities improve.  

4.4.3.5 Internal-control architecture  
Although internal controls remain an inherent part of any compliance effort 
and becoming increasingly integrated with risk-management practices, the 
story of internal-control uses during the last decade is somewhat different 
compared to extended operational risk-management and compliance pro-
cesses. This has much to do with the inherent complexity of the concept. As 
audit committees, risk-management and compliance functions are more easi-
ly positioned, internal control is less so.  

Compliance, risk and internal control are similar however, in that they 
permeate every process and every activity. There is simply no conventional 
process that is completely without risk management, compliance or internal 
control – not one that stands the test of time anyway.  

Still, official and designated internal-control officers are missing and so 
architects are largely missing, compared to the processes of risk management 
and compliance. I do recognize, however, that both process owners and line 
managers take responsibility for the design and management of local internal 
controls. And so this is done, but not based on any corporate-wide approach 
to internal control. A respondent comments on internal-control design at 
Folksam:   

There are two different levels. The actual control activities performed in the 
lower levels of the organization are designed by the different businesses and 
departments, and controls are possibly approved by the manager. At the corpo-
rate level there are policies that are decided by the top management team. At 
the corporate level there have long been internal-control policies for Folksam – 
however they have been refined along the way. The various unit or depart-
mental managers are knowledgeable regarding risks and controls and are thus 
most suitable for making the control designs. They make their own assessment 
of cost in relationship to risk. They can also ask other people within the organ-
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ization and sometimes they turn to the internal audit activity for advice (re-
spondent, corporate support level).  
 

While this is done, we must observe that there are no visible or corporate-
wide internal-control functions or processes. Instead they remain more inte-
grated, and a companion to operational risk management and other risk-
management practices. While compliance and risk officers enable risk and 
compliance processes, there are no corresponding roles that enable internal-
control structures, processes and responsibilities to take root. In some sense 
the intangibility of the concept of internal control also distinguishes it from 
compliance and risk.  

Risk management is about risks, which may at times be rather concrete, 
such as market and credit risk, and compliance is all about laws, regulations 
and policies, which are quite tangible. Internal control, on the other hand, 
while sometimes being very hard and concrete in the form of checks and 
control activities, is still a bit more elusive or vague in character. It seems 
that the rise of internal control is an effect from the rise of operational risk 
management, and the diligence of audit committee oversight over internal 
control. As we also noted earlier:  

There are always internal-control deficiencies in companies but they are 
acknowledged only when things go bad. No one previously cared about verify-
ing whether effective internal control in fact exists. You did not know how to 
do this. There have not been any methods (respondent, corporate support level).  

 
I have earlier touched upon complexity and turbulence. However, there are 
additional forces at play here that have implications for internal-control uses. 
In some situations these forces may indeed be conflicting from an internal-
control design and use perspective. I have earlier noted increased competi-
tive pressures in the industry, contributing to globalization processes, com-
pound trading and efforts by companies to become ever more cost-effective. 
Obviously such pressures may affect control-oriented activities.  

Another area is the competitive situation. Competitive pressures have in-
creased and as a result we need to be more cost-effective. In order to make 
things more efficient you may have to remove some documentation require-
ments to speed up processes […] make processes more efficient by making 
documentation lighter and take bigger risks and reducing demands for duality 
and sample testing of controls (respondent corporate support level).  

 
Pressures to be more cost-effective may thus impair internal-control-oriented 
efforts, but they also point to the importance of installing cost-effective con-
trols. Still they may in fact work against adequate and effective internal con-
trol, as may be seen from the perception of the respondent quoted above.  
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4.4.3.6 Towards an integrated corporate-wide approach  
In many ways the early struggles with extended operational risk manage-
ment, compliance and internal-control uses during the first years of the new 
century, were largely about detached practices. As the organization embraces 
new concepts and as processes gradually mature, there are attempts from 
around 2006 and 2007 to implement a fully corporate-wide process to unify 
the somewhat disparate and new processes of governance, risk, compliance 
and internal control.  

Underlying this development is in part the Solvency II legislative frame-
work, but also an internal agenda to gain full effects from joining together 
these related processes and organizational efforts. This agenda also entails a 
component to strengthen the link between these efforts, on the one hand, and 
the strategy and business planning process, on the other hand.  

While compliance and internal control were key phenomena from 2002 to 
around 2005, the concepts of risk management and governance are increas-
ingly coming into the spotlight around 2007 and forward. The theme of the 
GRC (governance, risk and compliance) emerges33.  

During this period the case company initiates projects in order to meet the 
Solvency II requirements. In this way there are attempts to better combine 
and integrate various types of risks. Earlier practices had been quite dispar-
ate, to focus either on core traditional insurance, market or liquidity risks, or 
the extended operational risk-management processes that focused on risks 
that were not proactively assumed, and which touched most aspects of the 
organization including core financial risk processes.  

Naturally the rise of formal functions for the chief risk officer and chief 
compliance officer represent initial and important steps in obtaining a corpo-
rate-wide approach to these matters. These new corporate functions have 
thus served as important vehicles in that they are able to develop and facili-
tate compliance and risk processes across businesses.  

From being a part of the CEO office around the early 2000s, and a part of 
the finance function around 2008,  governance, risk and compliance process-
es are increasingly more integrated in 2009 and beginning of 2010. There is 
thus a concentration of these efforts into a corporate-wide approach, and the 
full-fledged governance function of GRC. All traditional controlling activi-
ties are extracted and allocated to the finance department. These efforts are 
also about standardizing organization-wide assurance processes towards 
combined assurance.  

In this way the job of properly clarifying and aligning various control 
functions continues. Such a development was seemingly necessary as issues 
of effective governance, risk management and internal controls are interre-
lated. We know that core risk categories have always included insurance and 

                               
33 GRC is a theme that entails slightly different meanings and interpretations. Usually, the 
term seemingly covers governance, risk and compliance, although sometimes compliance is 
replaced by control (see IIA, 2012).  
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market risk but increasingly also operational and strategic risk. These cate-
gories were refined in 2008 where there was additional emphasis placed 
upon operational, strategic and reputational risks.  

Works shops and risk sessions were held, and which were facilitated and 
coordinated by risk managers, to identify and assess business risk. As some 
aspects of the organizational risk-management discipline are immature, this 
is also reflected in the continuous work to establish and work with different 
categories of risk, a task that is never ending as leading practices are contin-
uously evolving.  

We needed to take steps to come closer to the solvency framework and so we 
looked at the risks and the legislative frameworks and we adjusted risk catego-
ries […] we worked quite a lot with just the strategic risk category and to de-
fine what that category include (respondent, business unit level).  

 
And while the classification of risk exposures is inherently difficult (as all 
risks for example also contain operational risk elements), processes are re-
fined and so is the output. Risk reports are increasingly delivered to the 
board and audit committee, reports that contain fuller and more precise 
views of the overall company risk profile. Risk workshops are held and fol-
low-up exercises are pursued to monitor and re-assess gross and net risk.  

The board must be aware of all risks – to be able to connect different risks, and 
also to the strategic plan. Some risks are more easily quantifiable such as fi-
nance and insurance risk. Operational and strategic risks are more difficult to 
quantify and assess but they are on the other hand more easily addressed (re-
spondent, business unit level).    

 
Along with gradual refinement of extended and integrated risk processes, 
which obviously include various risk mitigation efforts, such as internal con-
trol, there are concurrently ongoing efforts to try to tie these processes closer 
to the business planning process, as noted earlier. Fully integrating risk-
management efforts with strategy and business planning seems simple in 
theory, but in practice it is more difficult. One thing is top-level support; 
another thing is seeing the connection between strategy, risk management 
and controls and then realizing that link in practice.   

The executive management team is important. If they do not see that this is 
important then it will never be part of the agenda. At the same time you must 
find a way so that people see the purpose with these efforts: it must be valuable 
in some sense. You have to be able to see the connection between risk man-
agement and the way it integrates with business strategy. We are not complete-
ly there yet. We are there in some respects but not very structured. Many peo-
ple, however, think about these things implicitly and how your business relates 
to risk (respondent business unit level).  
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However, it is not as if the process of tying risk and control to strategy start-
ed only during the recent years. Even early on, risk-management processes 
and the process of identifying controls and action plans to mitigate deficien-
cies were done in connection to the business and functional strategy planning 
process.  

Early on, this connection between strategy, risk and internal control was 
vague at best, to grow more robust. And so the story about aligning risk and 
controls to strategy is one that concerns the embedding and strengthening of 
this link. But it is also a story about viewing the strategy process from a dif-
ferent perspective, taking explicit risk considerations as you set objectives 
and choose courses of actions.  

We were to identify risks in connection to the business strategy planning-
process. We have had different models for this during the years. Business 
strategy planning is handled with intensity and care at Folksam so you accord-
ingly spent a lot of time also on risk identification and assessment. It was done 
in connection to the business strategy planning process but was reported sepa-
rately. You considered risks implicitly earlier: “to identify business risks” was 
never said before. In the traditional business strategy planning work there has 
been an identification of various activities connected to insurance or product 
development and so on – and there one or two risk-reducing activities were 
perhaps included but never expressed in that way! For example “we have a bad 
process for collecting premiums,” but never was it defined from a risk-
perspective. You have had other points of departure when describing and iden-
tifying risks (respondent, business unit level).  

4.4.4 Internal-control outcomes   
There are several interesting developments taking place during this period. 
In the previous section we observed that internal-control quality continued to 
improve, although it also incurred adjustment costs. Let us review this claim.  

4.4.4.1 Risks that cover additional aspects of the business 
I discussed extended operational risk-management practices in the previous 
sections. I noted that formalized risk-management practices were gradually 
rolled out, to cover increasingly more aspects of the case company. As a 
consequence of immature practices, adjustment costs were incurred due to 
the new processes that lag in performance.  

As these processes gradually mature, performance will consequently im-
prove. This takes time. However, as more aspects of the business are covered 
by extended risk operational risk-management practices, additional risks and 
controls will be attended to. Naturally some risks will be less significant or 
even results of fantasies that are not founded in organizational reality.  

However, as risk-management processes matures and corporate members 
increasingly see the value from these processes, assessments will improve. 
This basically means that identified risks will be risks that matter, from a 
local business perspective, and identified controls will be controls that mat-
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ter. This is a journey that is taking place, although getting there entails being 
better at estimating the upsides and downsides of risk.  

Organizational risk-management practices are partly secluded and partly 
latent. This means that financial risks have always been attended to, but by 
narrower organizational communities such as actuaries and finance people. 
The latent part refers to the risk management that has been going on and 
relates to the general business side as directors, managers and line managers 
assess and respond to risk. The development that I have accounted for earlier 
concerns improved business capability with reference to general business 
risk management. As the organization becomes better at identifying risks and 
controls that matter, both defensive and offensive capabilities will improve.  

I observed earlier that formalized risk-management processes come at a 
cost, since the nature of controls relates to the cost of controls. Formal con-
trols cost more than informal controls; however, they may be more transpar-
ent and safer. For respondents testify to the increased safety with new ways 
of working with risks: there is little chance of risks being passed by or for-
gotten, for they are documented, addressed and followed-up on.  

While major risks have always been addressed, there is an increasingly 
explicit focus on other types of risks that were earlier largely unaddressed or 
managed informally. These are now documented, analyzed, discussed and 
decided upon. And the same goes for internal controls and any control defi-
ciencies. So in this way, there is improved readiness but also a stronger in-
ternal-control system compared to earlier – but the times and the require-
ments have also changed: 

In reality these risks have earlier been invisible, in the sense that no one cared 
as much as today (respondent business unit level).  

4.4.4.2 Regulatory climate and compliance controls  
The regulatory and supervisory climate is becoming ever more intense as 
this thesis may be testimony of. Respondents testify to the increasing regula-
tory climate as regulations become more important per se. As regulations 
become more important and seemingly also increase in volume and com-
plexity, compliance becomes more important as a direct consequence.  

The rise of extended organizational compliance processes is a result from 
this development. Compliance in itself has become more important due to 
complexity and increasing regulatory and supervisory attention. This is ob-
viously not all bad. As compliance processes extend and expand, additional 
compliance risks will by default be addressed and so controls will be sharp-
ened. Consequently there will be better assurances regarding internal control 
over important compliance areas. And so regulations drive compliance ef-
forts that in turn provide assurances to directors and managers that regula-
tions and policies are adhered to.  
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4.4.4.3 The visibility of risk-taking actions 
Earlier I touched upon transparency and the visibility of risk taking and 
courses of action. Centralized, formal and comprehensive operational risk-
management and compliance processes will cost more money, but they also 
add value as we noticed above.  

Yet another indirect effect from making controls explicit refers to trans-
parency. Risk-taking initiatives that were earlier latent or hidden become 
quite visible. Risk taking initiatives will therefore become more deliberate as 
accountability processes exert pressure, although there is also the risk of risk 
aversion among managers. Risk nothing, lose nothing and stand to win noth-
ing.  

It is transparent and there is no one that can do anything in this company with-
out us checking and reviewing each other. The board is always on board, and 
the chief executive officer cannot make any important decisions without touch-
ing base with the board. It feels safe and reassuring this way. For us, as a cus-
tomer-owned company, this is extremely important (respondent, executive level 
level).  

4.4.4.1 Increased confidence in internal-control quality   
In the section on internal-control outcomes during the emerging era, I ob-
served that oversight functions started to pay more attention to internal-
control quality, which in turn drove better internal-control quality.  

A vital part of the control environment is the board of directors, who are 
ultimately responsible for influencing appetites, attitudes and standards to-
wards risk and control. An engaged control environment means that the 
board, including its audit committee, increasingly involve themselves in 
matters related to risk, compliance and internal control.  

A growing awareness about these matters, and a growing knowledge 
about the adverse effects of operational exposures and control deficiencies, 
lead to engagement, which in turn drives diligence by board and committee 
members in these matters.  

A more engaged control environment is seemingly also reflected in the 
behaviors of executive management. Internal control has obviously always 
been a priority. The executive team, however, seemingly has been placing 
greater explicit emphasis on these matters in the recent years. 

This type of engagement and activeness from board, audit committee and 
the executive management drives norms of standards and subsequent behav-
iors throughout the organization. While regulatory and supervisory attention 
drives the need for oversight, environmental uncertainty and complexity 
drives the need to concentrate oversight capabilities.  

Audit committees are established to deal with accounting, risk and con-
trol. Remuneration committees are established to deal with executive pay 
and incentive systems. And so on.  
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I as a board member can feel more assured and relaxed, as I know that differ-
ent committees handle different questions today. The remuneration committee 
reviews executive pay, and the audit committee handles their respective issues 
(respondent board level).  

There has been a growing awareness that issues related to auditing and ac-
counting has become so extensive that it is very difficult to handle this through 
the full board. It takes a specialized body that can prepare some of these issues. 
Persons with financial and legal in-depth knowledge and that can ask all the 
right questions. When these issues enter the boardroom, they are already well 
prepared today (respondent, board level).  

 
Obviously the way the audit committee and the full board deal with risks and 
controls in a more active manner is reflected in internal-control quality as 
risks are more effectively mitigated and control deficiencies quickly ad-
dressed. The interplay between the board, its members and the executive 
management plays a fundamental and crucial role here, which is quite no-
ticeable from interviews. So there is an intimate interplay between the board 
and the executive officer that jointly brings about positive effects. In a simi-
lar way, there is an important interplay between external auditors, internal 
auditors and the audit committee.  

The most important effect is that the organization sharpens itself. There is 
more structure and order. There is collaboration between external auditors, in-
ternal auditors and the work of the audit committee. If you feel that you do not 
get the response you need from line management, you can always take the 
matter up with the audit committee. The board does not have the same possi-
bilities. This is then contributing to a self-purification process, and also creates 
more legitimacy for the work of the internal auditors. Today, the internal audi-
tors report directly to the board, and their pay is set by the remuneration com-
mittee (respondent, board level).  

It has taken the audit committee some time to get where they are today […] 
Earlier there was no structure for compliance and risk control. Today the agen-
da of the audit committee is much more robust, and both compliance and in-
ternal audit is present. Earlier the chief financial officer was more active in 
running this process. The new chief audit executive has taken a greater part in 
the audit committee meetings (respondent, corporate support level).  
 

The board, its committees, the auditors and the chief executive thus consti-
tute a crucial part of the corporate governance system, and they also form the 
basis for the control environment at Folksam. They are all important and 
play their respective roles in setting the right standards and norms of behav-
ior of the organization. For Folksam, this change in the control environment 
has brought about positive effects as I have previously noted, in the form of 
enhanced defense capability.  
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4.4.4.2 Improving organizational readiness  
Defense is largely about being prepared. In the last few years, the growing 
awareness of importance of risks and controls has contributed to making risk 
assessments increasingly more acute and relevant. Better risk assessments 
means better preparation, which leads to better decision-making quality re-
garding risk-taking and risk-controlling efforts. This is part of the capability 
criteria used in risk-assessment processes. Organizational risk capabilities 
such as readiness, preparedness and agility along with the maturity of the 
risk-management processes in part influence the assessment of organization-
al risk exposures to objectives (see Sobel & Reding, 2012:70-71).  

Was this readiness in place before? Are real risks that were previously 
unknown now identified and managed, or have they been constructed to little 
value? A bit of both perhaps, as earlier indicated. The early struggles during 
the emerging period, but the first years of the explicit period were also about 
identifying a whole lot of risks, though perhaps of limited value. As process-
es become mature so do risk assessments. Folksam is thereby able to make 
better assessments of risk exposures and the way key controls need to be in 
place to mitigate such exposures.  

This improved defense capability of Folksam is thus about both risk-
taking and risk-controlling capabilities – which are obviously intertwined. 
As strategies and courses of actions are plotted, people think twice and doc-
ument and analyze risks before taking the leap. Risk assessments are one 
thing, internal-control assessments another. A significant part of this en-
hanced defensive capability also relates to knowing your controls, knowing 
if they work and knowing if there is compliance with various regulations and 
internal policies. Various self-check regimes and the identification and anal-
ysis of key controls, contribute to robustness of the internal-control system 
of Folksam.  

Deficiencies in controls will always exist, but due to increased risk and 
internal-control oversight from the board and executive level, structured 
processes are increasingly in place that identify such deficiencies before they 
materialize into incidents. The gradually evolving defensive capability is 
thus much about making sure that things do not go wrong by having ade-
quate and effective controls in place. This is also another way in which bet-
ter internal-control quality may be measured – by the absence of adverse 
developments and incidents.  

There are deficiencies today as there were back then. The goal is to be able to 
identify and address them before they materialize into incidents – to become 
more proactive instead of reactive […] I would like to believe that our compli-
ance level was good before but that procedures and that kind of thing have 
progressed and developed. I would like to believe that the many things that we 
have implemented today makes people stop and think twice, that our compli-
ance level has sharpened a lot […] our compliance level is good today, if you 
look at our incidents (respondent, corporate support level).  
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In some sense, monitoring of internal control and risk has moved from being 
somewhat of a third- and second-line-of-defense affair, towards being an 
explicit first-line affair. This is also a result of shifts and changes that have 
been taking place, developments that I have earlier accounted for, and the 
related efforts to work towards an organization-wide combined assurance 
framework.  
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5 Analysis  

5.1 Introduction 
The present chapter consists of the main analysis of the empirical data that 
was presented in chapter 4. This analysis will specifically refer to the identi-
fied influences in environmental and firm-level factors. I will analyze how 
these identified influences evolve in nature and strength, and account for 
how changes in circumstances lead to differences in design, use and outcome 
of internal control.  

Using the contingency theory outlined in chapter 3, this analysis will ul-
timately take us towards a framework that specifically refers to internal con-
trol in the insurance sector. Such a framework will thus help describe and 
explain at a high level how context and firm-level influencing factors shape 
the design, use and outcome of internal control.  

The following analysis is largely made up of three parts. First I examine 
the environmental factors that have been identified and that have proved to 
have important effects on internal-control design, use and outcome for 
Folksam. They refer to the influences of environmental uncertainty and regu-
latory and supervisory attention.  

Second, I examine the firm-level influencing factors and provide ac-
counts of the nature of these influences, and how they affect Folksam and 
the design, use and outcome of internal control. They concern the influences 
of strategy, governance and managerial attitudes.  

Finally, I examine the design, use and outcome of internal control. By us-
ing internal-control properties identified from empirical observations and 
literature on internal control, I show how internal-control design, use and 
outcome gradually change over the study period. I claim that these changes 
in sum correspond to a shift in internal-control practice.  

Ultimately I see that specific internal-control principles of the Folksam 
internal-control framework are increasingly emphasized as a result from 
contextual and firm-level activities (see COSO, 2013a). Principles of com-
mitment to integrity and ethics, board independence, the establishment of 
appropriate roles and responsibilities as well as enforcing internal-control 
accountabilities have been enhanced.  

Principles of risk assessment and deciding on risk responses and also en-
vironmental monitoring have also been enhanced. Finally I see that monitor-
ing controls have been improved, including how internal control is objective-
ly evaluated and deficiencies addressed.  

5.2 Environmental influences on internal control 
Figure 6 below illustrates the key environmental influences identified from 
the case-study research of Folksam. They consist of environmental uncer-
tainty along with regulation and supervision, and they are shaded in gray in 
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the figure below. They represent fundamental external influences that help 
shape internal-control design, use and outcome. They are powerful, however, 
the nature of their influences differs slightly as I will show below.  
  

 
 

 
 
 

 

 

  
 

 
 

 

 

 
 
 
Figure 6: Environmental influences on internal control.  
 
My findings are largely aligned with findings from prior research that I have 
considered in my literature review. Figure 6 is slightly different from the 
tentative analytical framework (see section 2.6) which considered additional 
and separate factors, i.e. technology and size.  

Technology and size remain relevant factors for Folksam; however, in the 
case of Folksam they seem intertwined with attributes that contribute to en-
vironmental uncertainty (see Westman, 2011). Looking at the high-level case 
of Folksam I accordingly claim that environmental uncertainty and regulato-
ry and supervisory attention represent the most dominating contingencies, 
with regard to the development of internal-control design, use and outcome 
during the study period. This slight framework development compared to the 
initial tentative framework in section 2.6, is a consequence of my now hav-
ing gained a deeper understanding about the contingent nature of internal 
control based on our case-study research. 

These findings may seem unsurprising to some people, especially as the 
present study is a case study of a regulated financial institution. That may be 
so, although I am still convinced that these findings have merit as the nature 
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of their influences for internal-control design, use and outcome are quite 
particular and reveal interesting developments and insights. Below I will 
start examining these environmental influences by analyzing the nature of 
environmental uncertainty and how that in turn relates to our case of internal 
control.  

5.2.1 The influence of environmental uncertainty  
Environmental uncertainty is a complex construct. Different typologies have 
been used to classify the external environment and the uncertainty facing 
companies (Chenhall, 2003:137). Some quantitative studies capture envi-
ronmental uncertainty by measuring the perceptions of respondents regard-
ing the foreseeability regarding a number of areas, which often may cover 
vast aspects of the external environment. Volatility of prices in financial 
markets and equity prices can also act as proxies for the level of environ-
mental uncertainty (see Fraser & Simkins, 2010:247).  

In the context of accounting it is often regarded that the uncertainty of 
environments facing companies is associated with the nature and use of in-
formation by companies (see Chenhall, 2003:137). As we will see, this holds 
true also in the case of Folksam. 

As we know from earlier I have not attempted to measure the environ-
ment quantitatively, based on existing typologies. Rather I have wanted to 
capture the particulars surrounding the environmental uncertainty of 
Folksam and examine qualitatively how those particulars pertain to our case 
on internal control. This finding – that environmental uncertainty has im-
portant effects for internal-control design, use and outcome – is aligned with 
the findings from research by Jokipii (2010).   

My case-study research shows that three streams of perceptions pertain to 
environmental uncertainty. The perceptions that I have identified, and that 
may be used to characterize aspects of the external environment, concern the 
attributes of turbulence, competition and complexity. They are not complete-
ly separate, but they all refer to the general uncertainty of the external envi-
ronment of Folksam (see Westman, 2011). As we know from earlier, they 
also refer to established attributes used to describe and examine the envi-
ronmental uncertainty in management control research (see Chenhall, 2003).  

In the case of Folksam, turbulence relates to a globalized interconnected 
financial market place and the perception of increasing volatility of markets 
and equity prices (see CEIOPS, 2007a, 2007b; Westman, 2011). Events can 
happen fast and spread widely, and it becomes more difficult to predict fu-
ture scenarios. Risk velocity and the speed of onset of an event have become 
more important (see Sobel & Reding, 2012:69). Therefore the relative im-
portance of identifying and responding to developments and events is elevat-
ed (see COSO, 2009a:2; Fraser & Simkins eds., 2010; Sobel & Reding, 
2012). 

In the case of Folksam, competition largely refers to a general commer-
cializing of the insurance industry and related businesses, with more actors 
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competing in the Swedish insurance industry, leading to for example greater 
premium competition and aggressive pricing strategies (see CEIOPS, 2006, 
2007a, 2007b). This is also in part related to a perception amongst respond-
ents that fewer actors in the insurance industry remain mutually owned. An 
early example that is given is for example the Swedish insurer Trygg-Hansa, 
which decided to remove from its mutual basis rather early on (see Bock, 
1989:17). Consequently there is more diversity in the insurance industry; 
customer demand is increasing and therefore there is an increased focus on 
being cost-effective and oriented towards differing customer needs.   

At a high level complexity refers to a generally more complex society. As 
a result people have more complex needs that obviously affect the product 
development processes of Folksam. Many risks are also difficult to oversee 
due to their systemic and increasingly interdependent nature (see Fraser & 
Simkins eds., 2010:32; Westman, 2011; Sobel & Reding, 2012:70). Ad-
vanced information and communication technologies increase speed and 
interconnectivity and make information available to stakeholders and cus-
tomers (see Carlsson, 2004; Kallinikos, 2005). Accordingly there is a strong-
er focus on the reputational aspects for Folksam. Although organizational 
values and the reputation of Folksam have always remained important, these 
aspects consequently become relatively more important towards the end of 
the study period.  

Complexity is also associated with the internal organization of Folksam. 
Folksam has grown in terms of staff, variation in products, business partners 
and assets under management. Folksam is also significantly expanding its 
life and savings business and furthermore became a large owner of the bank 
Swedbank by the end of 2009 (see Westman, 2011).  

Combined with increasing external demands for transparency, this makes 
up for greater complexity that directors and managers of Folksam need to 
cope with. In sum I claim that increasing turbulence, competition and com-
plexity make for an increase in perceived environmental uncertainty seen 
over the study period.  

I therefore argue that the relative importance of environmental risks is el-
evated and in a sense Folksam is becoming more vulnerable to its environ-
ment. Accordingly I make a case for the importance of preparation (see CO-
SO, 2009c:2), yet making preparations in an increasingly uncertain market 
place with higher volatility, velocity and less monitorability is challenging at 
best (see Smith & Fischbacher, 2009:2; Fraser & Simkins eds., 2010:32).  
Monitoring of presence or trend of risk through the use of leading (or predic-
tive) risk indicators becomes more important but also more demanding (see 
Blunden & Thirwell, 2010; Fraser & Simkins eds., 2010; COSO, 2011a, 
2013a).  

These three attributes of environmental uncertainty differ in nature, and 
they also have different effects on the design, use and outcome of internal 
control at Folksam. Figure 7 below illustrates my view of the attributes of 
environmental uncertainty that are important for this case study. As we can 
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see, these attributes are marked in gray and I will account for them below as 
I examine their effects on internal-control design, use and outcome.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
______________ 
 
 
Figure 7: Attributes of environmental uncertainty that affect Folksam.   

5.2.1.1  Toward constant turbulence   
Directors, managers and specialists testify to the perceived increased turbu-
lence (see Raz & Hilsson, 2005:53). A global market place supported by 
advanced information and communication technologies makes the world 
around Folksam faster (Westman, 2011).  

Looking back, respondents agree that turbulence seems to steadily in-
crease almost to the point of being a normal state of affairs towards the end 
of the study period. This might be the perception of most managers as they 
reflect on the past, although increasing turbulence and the resulting potential 
rapid change in scenarios, due for example to interconnectivity, is also em-
phasized in recent regulatory, supervisory and academic reports (see Raz & 
Hilsson, 2005; BIS, 2010b; FI, 2012; SOU 2013; also see Smith & Fisch-
bacher, 2009, Westman, 2011). The concept of systemic risk is increasingly 
present (Westman, 2011:117).  

When respondents refer to turbulence they largely refer to the greater 
speed with which economic market interruptions and problems may have 
international effects, and also the scope of such effects. Consequently they 
refer to the speed of onset (i.e. risk velocity) and the size of potential risk 
outcomes (see Sobel & Reding, 2012:68-69). Issues become global as op-
posed to being rather local and secluded and there is thus seemingly a greater 
risk interdependency. Respondents comment that changes that earlier took 
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six months can today happen in days or even hours (see Smith & Fisch-
bacher, 2009; Westman, 2011).  

In our case turbulence thus refers to a globalized interconnected financial 
market place and the economic environment, and the way this seems to af-
fect market foreseeability and reliability. For the purpose of this study on 
internal control, I claim that turbulence influences Folksam in at least four 
important ways.  

First, turbulence affects the risk capacities of Folksam (see Fraser & 
Simkins eds., 2010; IRM, 2011). Uncertainties in the economic environment 
have a fundamental influence on the insurance industry, as economic condi-
tions directly affect assets under management, investment revenues and the 
financial position. Asset management obviously remains a fundamental ac-
tivity of Folksam.  

This means that the financial assets, capital reserves and resources that 
Folksam has at its disposal and that it is able to use to take on board risk, 
may be affected.  This could in turn affect for example the ability to write 
business. Ultimately this risk capacity is about the resilience of the organiza-
tion and its total capability to absorb negative risk consequences and cover 
losses. It relates to insufficient capital and cash flow, failure to comply with 
regulations or damage to reputation, which all can render the organization 
unable to carry on its operations (see Fraser & Simkins eds., 2010:114-115; 
also see Sobel & Reding, 2012:56).  

At some point the organization will trespass the final ceiling for risk-
taking boundaries where survival is jeopardized. For an insurance organiza-
tion, solvency ratios along with for example measurements of value at risk 
provide fundamental capacity-related departures for the use of warning sig-
nals, alerts and triggers for management actions (see Fraser & Simkins eds., 
2010:249).  

Respondents completely agree about the fundamental importance for 
Folksam of being well consolidated. Reflecting on the times of Folksam Sak 
prior to the unfortunate events of the early 1990s, respondents testify how 
the organization back then was able to meet any challenge and tackle any 
problem in an intensely powerful way, as Folksam Sak was financially ro-
bust and resilient. This of course changed a few years into the 1990s.  

Market fluctuations and volatility of prices in financial markets result in a 
stronger or a weaker risk capacity, which in turn influences the type and 
amount of risk that managers can pursue. Accordingly they may shape in-
vestment policies but also other aspects of business strategy, such as what 
markets and customers to pursue, which business to write or how to design 
and use market risk management. Such decisions are inherently linked to 
risk and reward ratios, gains and losses and the organizational appetite and 
tolerance for taking on risk (see Fraser & Simkins eds., 2010:243-245; IRM, 
2011; Sobel & Reding, 2012:59-64).  

Second, as turbulence affects the foreseeability and reliability of future 
scenarios it will also affect the perception of market opportunities and the 
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amount of risk that managers are willing to pursue. Whether the organization 
is risk adverse or risk embracing in part thus relate to the level of perceived 
uncertainty and how this varies (see Sobel & Reding, 2012:58-59). Turbu-
lence may thus influence the overall risk willingness, and the assessment that 
managers make of the risk capacity and risk-management capability of the 
organization (see IRM, 2011).  

Third, as markets become increasingly unreliable this affects how 
Folksam views the role of the asset management activity, and the way it is 
able to deliver surpluses to cover costs (see Folksam, 2001:4). Increasingly 
unforeseeable and unreliable financial markets therefore drive the need for 
cost-effective insurance operations and good product economy.  

Fourth, increasingly turbulent markets affect overall foreseeability and 
therefore make accurate predictions about the future more challenging to 
make (see Smith & Fischbacher, 2009; also Fraser & Simkins eds., 
2010:247). Consequently making careful preparations and analyze scenarios 
will become more challenging, yet at the same time increasingly more im-
portant (see Raz & Hilsson, 2005; Sobel & Reding, 2012:68-71). Directors 
and managers may find it increasingly more difficult to be completely proac-
tive in a highly turbulent environment, as suggested by one respondent.  

We have seen several examples of how market turbulence may affect the 
risk capacity of Folksam quite directly and tangibly. A diminished risk ca-
pacity of Folksam Sak in the 1990s, caused by the collapse of the real-estate 
market combined with deficient risk control efforts by Folksam, had dra-
matic effects, not only for the design of investment policies but also for 
overall business strategy.  

We know that several adjustments had to be made towards general con-
servatism and with investment policies of lower risk. There was a subse-
quent change in business strategy towards private households and the geo-
graphical focus was limited to the Swedish market. Consequently the type 
and amount of risk Folksam was willing to pursue considering the risk ca-
pacity changed (see Sobel & Reding, 2012:61).   

Still another important development took place during the beginning of 
the 2000s as turbulence made markets ultimately drop by over 50 percent, 
adversely influencing the financial assets of both Folksam Sak and Folksam 
Liv. This in turn significantly shaped investment management policies. 

A globalized interconnected financial market place makes for events to 
happen fast and spread widely (see Raz & Hilsson, 2005; Renn, 2008:61-63; 
Fraser & Simkins eds., 2010; also Westman, 2011). The credit and liquidity 
crises around 2008-2009 seemed almost to happen in a few days, and re-
spondents comment on its explosive course of action. Directors and manag-
ers of Folksam are taking notice that economic markets seem increasingly 
unpredictable.  

Consequently it seemingly becomes more important that the insurance 
businesses and related products are able to carry themselves without the 
support from the asset management activity. In this way it seems that the 
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turbulent nature of the economic environment indirectly influences efforts 
towards a focus on cost-effective insurance operations and good product 
economy.  

Respondents agree that economic trends differ compared to earlier. Pre-
viously the trends were quite visible and furthermore lasted for some time: a 
number of good years were followed by few bad ones. Towards the end of 
the study period this is no longer the case, and respondents testify to the 
constant state of turbulence in the financial market place. This perceived 
turbulence is also briefly touched upon by the chief executive officer Anders 
Sundström, in the annual reports of Folksam of both 2011 and 2012 
(Folksam, 2011:7, 2012:7).   

A general sense of constant turbulence affects perceptions of risk, deal-
ings with strategy and consequently how objectives may be adjusted accord-
ingly to better reflect the perception of high uncertainty. This environmental 
turbulence places the spotlight on the risk preparedness and risk-
management capability of Folksam, and how directors and managers are able 
to deal with activities that initiate risk or mitigating undesirable events (see 
Renn, 2008:2; IRM, 2011). This is the capability criteria of Folksam and 
how the firm is ready and prepared, whether it is able to move with agility to 
make alternations, and also to the level of maturity of related risk-
management processes (Sobel  & Reding, 2012:70-71).  

We noticed that increased turbulence may affect the willingness of man-
agers to pursue risk. In a situation that is characterized as highly turbulent, 
uncertainties about present and the future states affect perceptions of direc-
tors and mangers. There is seemingly a greater awareness among respond-
ents concerning the potential undesirable effects of various activities and 
events. As directors, with help from senior managers, collectively help set 
and execute the risk appetite of the company (based on the risk preferences 
of owners), the propensity to take on board risk may then be affected (see 
EY, 2012).   

I claim that high turbulence is an important dimension of a greater envi-
ronmental uncertainty facing Folksam, which in turn may trigger reliance on 
tighter and more formal controls. This is in line with prior research on man-
agement control in turbulent environments (Chenhall, 2003). This has seem-
ingly less to do with business strategy, the market positioning of Folksam 
and difficulties in predicting customer demand, and more to do with a per-
ception of higher perceived uncertainty, which requires tighter controls and 
thoughtful preparations before initiating actions (see Porter, 1980; Nilsson & 
Rapp, 2005:67; also COSO, 2012a).  

A perception of high uncertainty may for example trigger changes to the 
investment portfolio, the usage of forward-types or option-types of deriva-
tives and also lead to stronger governance and oversight of the market risk-
management activity. Similarly credit risk mitigation may be increased to 
tighten credit policies as well as controls over credit risk management (see 
Fraser & Simkins eds., 2010: 250, 69-271). Consequently there is for exam-
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ple a stronger focus on formally and proactively assessing business risks at 
Folksam before making decisions and entering into deals.  

An important case study observation is that this more turbulent outlook 
seemingly contributes to making Folksam more vulnerable to its environ-
ment (see Raz & Hilsson, 2005; Fraser & Simkins eds., 2010:32-33). Envi-
ronmental risks become relatively more important, following core insurance 
and financial risks (although they are not completely separate obviously). 
This is also associated with the mutual character of Folksam. Doing the right 
thing has always been fundamental to Folksam, although higher turbulence 
calls for even greater care, as events can happen fast and adversely affect 
reputational assets.  

As environmental risks become more important, yet also more unpredict-
able, the need to monitor risk indicators related to external developments, 
activities and events becomes increasingly important. This is also related to 
one of the forward-looking principles associated with the risk-assessment 
component of the internal-control framework of COSO, which is about 
providing early warning signs so that the organization can respond proac-
tively (see COSO, 2011a, 2013a; also Blunden & Thirlwell, 2010:116).  

Higher turbulence may call for greater care and tighter control but con-
currently also speedier responses. Yet making proper preparations in an in-
creasingly unforeseeable and unreliable environment as well as enforcing 
prompt risk responses is not easily done (see Renn, 2008; Smith & Fisch-
bacher, 2009:2; Fraser & Simkins eds., 2010:32). However, environmental 
monitoring has always formed part of the management activity of Folksam, 
although it seems to receive more attention towards the end of the study 
period according to some respondents. Accordingly environmental monitor-
ing of external factors is elevated through the usage of leading key risk indi-
cators (see Fraser & Simkins eds., 2010:128; Blunden & Thirwell, 2010:116; 
also see COSO, 2011a, 2013a).  

I have earlier noted that the globalized financial market place and the 
overall increase in environmental turbulence seem to affect how directors 
and managers increasingly must re-act as opposed to pro-act. Greater turbu-
lence calls for speedier responses, which, however, may be increasingly 
more difficult to prepare for in advance. Increasingly, overall speed and ve-
locity make it more and more necessary to make planning and execution 
decisions based on incomplete information (Raz & Hilsson, 2005), and not 
seldom under extreme uncertainty.  

Concurrently, however, long-term strategizing still remains fundamental 
to the mutually owned business of Folksam, as the organization has a re-
sponsibility towards policyholders not to act in short-term profit interests. 
The corporate social responsibility brand mark of Folksam means that it 
must not only act in accordance with basic legal and financial requirements, 
but also contribute to the development of Swedish society. This is the per-
ception of all respondents. Folksam is thus not only an economic actor but 
also a social actor (see Capriotti, 2007).  
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Yet, concurrently it becomes more important to respond quickly to exter-
nal influences, as environmental turbulence in part means greater speed of 
change. Risk-management capabilities become fundamental in a highly tur-
bulent environment. With greater financial market turbulence, the survival 
dimensions of the concept of risk appetite also seemingly becomes more 
important. These entail the risk consequences of unexpected and worse out-
comes and how the organization can, and is willing to, tolerate infrequent or 
more extreme situations. When there is less business as usual, non-business-
as-usual scenarios become increasingly more important to consider, but also 
setting criteria for what level of risk is desired or can be accepted (see Fraser 
& Simkins eds, 2010:114; IRM, 2011).  

Risk capacity, i.e. the financial basis and resources of Folksam, and the 
risk appetite do not have to agree completely, but they cannot completely 
disagree. That would mean an appetite way over (or under) what the compa-
ny is willing and able to cope with (Sobel & Reding, 2012:61). Willingness 
to assume risk and the organizational capacity and risk-management capabil-
ity to assume and cope with risk must therefore go together (see IRM, 2011; 
Arwinge & Olve, 2012).  

We know that the assessment of risk in connection to decision making 
processes is never completely objective and decision makers may be biased 
and impaired in various ways (March, 1978; March & Shapira, 1987; 
Kahneman, 2003; Maitlis & Ozcelic, 2004; Milkman et al., 2009; Tazelaar & 
Snijders, 2013). Still, ensuring that the acceptable level of risk is firmly root-
ed in the total survival capacities of the company may be less difficult re-
garding market or credit risks, which are (often) priced and observed in capi-
tal markets (Fraser & Simkins eds., 2010:239).  

Tools to measure and assess probabilities and impacts exist, although 
well-known debacles involving derivatives point to the difficulty of under-
standing and pricing particular instruments (see Fraser & Simkins eds., 
2010:245). Insurance risks related to pricing and claims can be calculated 
and stressed by actuaries using empirical data as well as grounded actuarial 
assumptions about the future. Respondents largely agree that the risk-
assessment process becomes more of a challenge, when examining opera-
tional risks such as the risks related to access rights for information technol-
ogy systems (see Power, 2005; Kallenberg, 2009; Wahlström, 2009; Blun-
den & Thirlwell, 2010; Fraser & Simkins eds., 2010:239).  

Obviously there is always a chance for a mismatch where for example 
you formulate and execute strategies or processes (intentionally or un-
intentionally) that the organization is in fact unable to afford. This in turn 
can compromise performance and ultimately jeopardize firm survival (see 
IRM, 2011:9). This type of case was seemingly a contributing factor to the 
misfortunes of Folksam Sak earlier in the 1990s, although other factors be-
sides risk appetite and risk capacity contributed. 
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5.2.1.2 An increasingly competitive marketplace   
The perception amongst respondents is that competition in the Swedish in-
surance industry is steadily increasing. As a result we see increasing efforts 
by Folksam to tailor operations towards singled out customer groups and to 
have cost-effective operations. There is also a greater diversity in the market 
place, which, in combination with more diverse and elaborate customer re-
quirements, needs to be reflected in the product development processes of 
Folksam.  

Competition has been on the increase for many years, also extending be-
yond the study period. However, interviews suggest that competition really 
started to become fiercer during the 1990s. From being almost like an oli-
gopoly situation with less need to closely monitor the efficiency and cost-
effectiveness of business processes, the insurance industry develops to be-
come increasingly stiff as existing insurers compete for market shares, and 
as new actors enter. These developments have also been noted in the re-
search by Poth (2014).  

However, these developments are also related to a partial commercializa-
tion of the insurance industry market. There is greater customer orientation 
and an increasing focus on doing business, and some individual actors also 
are reframing their mutual basis to become profit-distributing insurance 
companies.  

The Folksam organization is becoming more professional according to 
the perceptions of some respondents, and if any political considerations ear-
lier had to be made, those have faded away. Higher competition leads to 
greater diversity in the market place, which in turn enables customers to 
choose insurance products more freely from an increasing number of alterna-
tives (see Poth, 2014).  

For the purpose of this present study on internal control, I claim that in-
creasing competitive pressures affect Folksam in at least two important 
ways. First, there is a greater need to be cost-effective and to run efficient 
operations. Second, there is a greater need to be customer oriented and re-
spond to more changing and diverse customer requirements (see Raz & Hils-
son, 2005).  

I argue that these forces in turn underscore the importance of the activity-
sharing aspect of the Folksam corporate strategy and the efforts to pool 
group-wide capabilities. Although Folksam consists of two separate parent 
companies, synergies exist regarding for example pricing capabilities and 
asset management activities. The very nature of the Folksam corporate strat-
egy thus entails an activity-sharing dimension, which permits sharing of 
activities that in turn make for economies of scale and better service offer-
ings (see Nilsson & Rapp, 2005:56).  

The pooling of group-wide capabilities into centralized units or depart-
ments makes for both more efficient and effective operations according to 
some respondents. Efficiency is increased by centralizing capabilities in 
group-wide units that can serve companies in a more standardized manner. 
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Also, centralizing group-wide capabilities increasingly enables a group-wide 
perspective on issues, which may positively affect the overall effectiveness 
of the Folksam organization.   

This increase in competition is at a high level a result from the globaliza-
tion of markets that is enabled by new technologies (see Raz & Hilsson, 
2005; Kallinikos, 2005, 2009). The increase in competition is also reflected 
in the fact that some product segments increasingly show signs of matura-
tion. In terms of the insurance against loss markets, pressures definitely in-
crease and some segments appeared to stagnate towards the year 2000 (see 
Folksam, 2000:6). This in turn led to an even stronger focus on cost-
effective operations and the effective pricing of insurance products.  

The changing landscape of the insurance industry enables customers to 
compare prices through Internet technologies. Information about poor busi-
ness practices or poor treatment of customers has the ability to spread quick-
ly. This greater transparency, where information is made available through 
information and communication technologies, therefore paves the way for 
reputational issues to become relatively more important for Folksam (see 
Kallinikos, 2005; also Raz & Hilsson, 2005). Reputational damage can simp-
ly happen very fast today as information is readily available and customers 
can take action if willing.  

This development is in line with related research on reputation in global-
ized knowledge economies (see Scott & Walsham, 2005). Consequently 
reputational issues become integral parts of the management agenda of 
Folksam towards the end of the study period (see Power et al., 2009). Earlier 
reputational issues did not receive the same kind of managerial attention 
according to many respondents.  

Greater competitive pressures thus contribute to the Folksam efforts to-
wards customer orientation, cost-effectiveness and the tailoring of products 
based on diverse customer needs. This entails strategies to become cost-
competitive as well as strategies of differentiation towards customer needs 
(see Nilsson & Rapp, 2005:56, also p.67; Nilsson, 2010:14). Greater diversi-
ty in Folksam products is accordingly a part response to this greater competi-
tion, which triggers the need to focus on setting prices effectively and devel-
op products based on distinct customer needs. This development is also re-
lated to a generally more complex society, however.  

At a high level diversity not only refers to products but also to a general 
increase in partners, customers, customer requirements, and insurance terms 
and so on. This greater diversity represents an important aspect of the exter-
nal environment. The environmental landscape of Folksam seems quite dif-
ferent around 2010 compared to the 1990s. Respondents claim for example 
that up until the early 1990s, many of the products and tariffs were quite 
similar to each other, compared to around 2010 where significant variation 
exists.  

As a direct result from this greater diversity, the Folksam business model 
and related processes, products, insurance terms and services must be adjust-
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ed more frequently. The changing nature of this environmental diversity 
must also be reflected in business strategy as it concerns product range and 
product development and how to single out and approach markets.  

Towards the end of the study period there are consequently more prod-
ucts and product versions compared to earlier. Earlier the car insurance 
product remained rather undifferentiated as opposed to towards the end of 
the study period, where there can be 10-15 different versions of that single 
product according to respondents. To that you can add a similar variety in 
insurance terms paragraphs and the deductible risk component that the poli-
cyholder pays for.  

I noted earlier that Folksam goes through a transformation a few years in-
to the century – from product orientation towards customer orientation. Ac-
cording to the views of many respondents, Folksam needed to be better 
geared towards targeted customers to remain effective in the market place 
Folksam. According to one respondent this process entailed a reframing, 
from the organizational approach of selling of products towards an approach 
of building customer relations and focusing on meeting customer needs.  

Above I have discussed this gradual shift of customer orientation, to-
wards the creation of business areas based on the distinct customer types of 
partner, private households and the collectively agreed business. This is a 
direct result of the increasing need for Folksam to become customer oriented 
and develop better service offerings.  

As we know, greater competitive pressures also underlie efforts to pool 
group-wide capabilities. Through for example the business entity Product 
Folksam centralizes product term development activities in order to be more 
efficient and more effective. In that way, capabilities related to pricing are 
centralized and so decision-making processes can be improved as Folksam is 
better able to consider the overall perspective.  

5.2.1.3  A more complex society  
A common thread in the perceptions of Folksam directors, managers and 
specialists is that they all agree about the increasing complexity of business 
life (see Raz & Hilsson, 2005).  

Complexity is a construct that may refer to various aspects of reality – 
both internal and external to the organization. Complexity is obviously fur-
thermore intertwined with both environmental turbulence and greater com-
petition, as increased turbulence and diversity may make matters more com-
plex, as opposed to a static and uniform environment.  

In the case of Folksam, complexity is derived from a generally more 
complex society, from advances in information and communication technol-
ogies, from more diversity and the increase in the speed of change but also 
from the demands of stakeholders for greater organizational transparency 
(see Kallinikos, 2005, 2009; Raz & Hilsson, 2005; Power, 2007; Fraser & 
Simkins eds., 2010:32-33). In addition there is also some complexity associ-
ated to the way Folksam is growing and expanding its business.  
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As a result I see that the overall transparency of the Folksam business ac-
tivities is increasing, and new ways of organizing are being made possible 
that will also contribute to making reputational risks more important.   

The case evidence is replete with comments related to the increasing 
complexity of society and business. Environmental complexity refers at a 
very high level to a generally more complex society (see Kallinikos, 2005; 
also Fraser & Simkins eds., 2010:32). Looking back over the study period 
and beyond into the 1990s, respondents agree about the dramatic increase in 
complexity.  

People have more elaborate and changing living patterns and as a result 
more complex needs that they might even be unaware of. Determining the 
future savings and pension needs of people with longer lives might for ex-
ample become increasingly challenging. This development may not be very 
surprising, but it nevertheless places new requirements on the product devel-
opment processes of Folksam but obviously also presents new opportunities 
from a business development perspective (see EY, 2012).  

In our case complexity is also about the rapid advances of the Internet 
and other contemporary information and communication technologies (see 
Kallinikos, 2005; Raz & Hilsson, 2005). These technologies enable speedy, 
interconnected and efficient business flows, but they are also quite complex 
and therefore also add complexity and place new demands on internal-
control systems.  

Overall interdependence between business partners, entities, departments 
and functions is increasing. As interconnectivity increases, the world be-
comes a smaller place where adverse events can quickly spread and be made 
visible to external stakeholders (see Kallinikos, 2005:187). This basically 
means that the speed of onset of an event, or the risk velocity, increases 
which in turn affect that time available for an organization to prepare and 
react (see Sobel & Reding, 2012:69).  

Speed is thus increasing, and customers and citizens are becoming more 
knowledgeable due to new ways of data exchange and information flows 
(see Brynjolfsson & Hitt, 2000). The inherent transparency of any business 
activity increases due to advances in technologies that enable greater visibil-
ity for external stakeholders. Concurrently the demand for transparency from 
regulators, supervisors, customers and other stakeholders also increases (see 
Power, 2007). These stakeholders simply request more transparency, which 
in turn may reduce overall managerial latitude, yet also present business 
opportunities (see EY, 2011:24-25).   

The enabling effects of information and communication technologies will 
also affect business and functional strategy, as they make available new 
forms for organizing and new forms for making business and doing sales 
(see Carlsson, 2004; Sinha & Van de Ven, 2005). Respondents point out that 
the earlier decentralized marketing organization was more prominent and 
powerful compared to today. Towards the end of the study period there is 
less physical geographical presence compared to the past, as people increas-



172 

ingly do their insurance business on-line or through a call center. The need 
for a comprehensive chain of offices is thus seemingly no longer as pressing 
as earlier. In addition the phenomenon of outsourcing also becomes an in-
creasingly more common occurrance, presenting new risks and opportunities 
for directors and managers to keep track of (see Sinha & Van de Ven, 2005; 
also Kallinikos, 2009).  

Technologies enable business activities to be imported into information 
systems and to become automated or semi-automated. While this develop-
ment represents a huge increase in efficiency and economy, there is also an 
increase in complexity due to higher interconnectivity, greater speed and the 
fact that activities and controls “go dark” (see Raz & Hilsson, 2005). Con-
trols go from being manual to being automated and embedded in information 
and communication technologies. Therefore controls in some sense become 
invisible, although they must still be attended to diligently (see Kallinikos, 
2005; also Kallinikos, 2009:187-188; COSO, 2013a).  

As we can see, complexity already affects Folksam very tangibly at a 
high level. The amount of data that is processed through new technologies 
obviously poses new and different internal-control requirements (see Raz & 
Hilsson, 2005; Kallinikos, 2009). Consequently directors, managers, special-
ists and internal and external auditors at Folksam pay more attention to in-
ternal control over information technology. This is in line with the new CO-
SO framework on internal control, where the use and reliance of controls 
over information technology receives a more prominent place in relation to 
the principles related to the control activities component, but also in relation 
to the risk-assessment component (see COSO, 2013a).  

Also, directors and managers need to consider that it has become increas-
ingly easier to destroy a reputation with the type of media coverage and so-
cial media activity that can take place today (see EY, 2011:24). Customers 
become more inclined to change supplier due to bad press, and there are 
more alternatives in the market place. There are simply lower barriers for 
changing suppliers, and customers have more information (se Poth, 2014).  

Earlier all these processes were quite slow. As a result of this develop-
ment, deficient internal control is increasingly associated with tangible mar-
ket costs according to the perceptions of many respondents. This is also why 
the reputational aspects of doing business are becoming more important for 
Folksam.  

A general increase in diversity together with changes taking place more 
often causes additional complexity. The reality of Folksam is pervaded by 
greater volume and greater frequency in almost everything, whether it con-
cerns partners, stakeholders, transactions, assets under management or prod-
ucts. This increase in complexity also refers to the regulatory and superviso-
ry domains.  

More regulations, both domestic and foreign, need to be considered along 
with more frequent changes to the existing regulations. The regulatory and 
supervisory aspects of the Folksam business seem to have become dramati-
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cally different compared to earlier times, according to respondents (see Raz 
& Hilsson, 2005; Doyle, 2007; EY, 2011:8). The increasing regulatory re-
quirements and the complexity of the regulations themselves in fact add to 
the overall complexity. This is a perception expressed by respondents from 
all organizational levels at Folksam.   

As mentioned earlier, complexity also refers to the fact that Folksam is 
growing and expanding its business and investments. However, it seems that 
the inherent complexity of Folksam has always been quite high. This is 
mainly due to a rather high organizational diversity but also because the 
business is partly based on customer segments that are administered collec-
tively, with strong ties to union movements. In sum this seems to lead to a 
relatively high inherent organizational complexity according to some re-
spondents.  

This inherent complexity of the Folksam organization, combined with the 
mutual ownership character of the organization, obviously imposes govern-
ance and control requirements. A complex organization will for example 
generally need more sophisticated internal control, and the mutual character 
of the basis of Folksam calls for a sound risk-taking culture (see COSO, 
2013a). These requirements remain largely constant over time.  

However, Folksam continues to expand its business and investments and 
move into new territories, which adds additional complexity according to 
respondents. Neat examples are the additions KP and KPA but also the in-
vestment made in Swedbank, which includes new ways of cooperating re-
garding sales. Some of these changes seem to be high-level reflections of a 
changing insurance industry where boundaries of banking and insurance are 
becoming increasingly blurred. 

Concurrently it is important to note that the Folksam organization has 
been tidied up according to the views of some respondents. For example, 
businesses that were not fully aligned with the business strategies of the par-
ent companies have been disposed of. Such efforts naturally counteract high-
er complexity.  

Technological advancements create new interfaces that Folksam must 
consider. Advances in information technologies enable internal relationships 
to be established or become more important (see Sinha & Van de Ven, 
2005). Folksam has more partners and third-party relationships today com-
pared to earlier, and consequently there are more internal and external cus-
tomer-supplier relationships.  

Various functions and aspects of the business of Folksam are consequent-
ly increasingly being brought together, and there is a greater exchange be-
tween Folksam and its environment. Horizontal division of labor is seeming-
ly increasing within Folksam as well as between Folksam and third parties 
and partners (see Hammer & Stanton, 1999; Sinha & Van de Ven, 2005; 
Chenhall, 2008).  

This horizontal division of labor between organizational units obviously 
requires certain types of governance arrangement and controls. Dividing 
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work between parties, coordinating work and specifying the nature of re-
sponsibilities and managing multiple relationships represent some of key 
aspects that increasingly need to be addressed (see Sinha & Van de Ven, 
2005:391). 

As a result I see that both internal and external relationship management 
is becoming more important for Folksam. Therefore the design and use of 
controls must shift accordingly, to reflect the increasingly automated and 
interconnected business (see Kallinikos, 2005, 2009).  

As competitive pressures increase, like any other company, Folksam 
looks for further economies of scale and potential efficiency gains to remain 
cost-effective in the market place. Folksam is increasingly more professional 
in its handling of various internal customer-supplier relationships according 
to some respondents. Processes are stream-lined and internal relationships 
are formalized and monitored more effectively based on formal contracts 
and service-level agreements.  

This development is also in part related to how business and customer 
concerns have come fully into focus, for any political concerns have faded 
away according to the views of some respondents. A similar finding has 
been noted in the research by Poth (2014).  

However, it is also important to note that making processes leaner and 
emphasizing the horizontal aspects of the organization, and centralizing ac-
tivities on a group-wide basis, can also add complexity as the power of verti-
cal hierarchies remain. The horizontal organization of Folksam, which is 
geared towards customer needs, assumes an increasingly more prominent 
place (see Chenhall, 2008:522).   

Process managers consequently become relatively more important at the 
expense of the traditional hierarchical chain of command (Hammer & Stan-
ton, 1999; Chenhall, 2008:524). Another consequence of this shift in organ-
izing is that roles and responsibilities become relatively more important.  

So, the importance of roles and responsibilities is elevated due to a gener-
ally more streamlined organization and the efforts to organize the organiza-
tion horizontally based on customer needs. A joint development, however, is 
that roles and responsibilities also become more important from a regulatory 
and supervisory perspective. The activity-sharing aspect of the Folksam cor-
porate strategy is accordingly gradually being developed, yet at the same 
time more scrutinized according to the views of all respondents.  

In our case study, organizational size matters, as it contributes to greater 
complexity and therefore imposes internal-control requirements. This is in 
line with the relationship found in management control research on organiza-
tional size (Chenhall, 2003:137). The impressive expansion of Folksam 
makes for additional legal entities and a number of insurance companies that 
all need to be considered both jointly (operationally) and separately (legally).  

From the case study interviews we know that respondents perceive that 
Folksam has an inherently high level of complexity. Seen over the study 
period and beyond, this level of complexity has further increased due in part 
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to significant growth of the life and savings business and the inclusion of the 
collectively agreed business. Casualty insurance premiums are in 2013 only 
one portion of total Folksam premiums.  

Consequently, the sheer volume of legal structures of Folksam today is 
quite demanding, and to that you then have to add the operational organiza-
tion, which is indeed different from the legal structure. In our case study, an 
increase in size thus means additional challenges from both a legal and oper-
ational perspective.  

This net increase in complexity imposes requirements on both strategy 
and internal control at Folksam. Folksam must have better control through-
out the value chain, from top to bottom according to one respondent (see Raz 
& Hilsson, 2005). Suppliers must be appropriately monitored and aligned 
with the overall business values of Folksam. People, processes and also third 
parties are all components that contribute to a risk universe that need to be 
governed quite differently by directors and managers compared to earlier 
(see IRM, 2011).   

5.2.1.4 Environmental uncertainty, strategy and internal control   
Having discussed our view of the environmental uncertainty of Folksam, it is 
time to more closely examine how this is related to our case of internal con-
trol.  

I have earlier claimed that environmental risks have become more im-
portant due to increasing turbulence, competition and complexity. I also 
argued that environmental turbulence, competition and complexity place 
new requirements on Folksam in terms of governance and internal control. 
Let us review the relationships between environmental uncertainty and strat-
egy, and see how that relationship in turn influences the internal-control 
design, use and outcome at Folksam.  

In the following section I make the case that the activity-sharing nature of 
the Folksam corporate strategy is viable, yet seemingly under increasing 
supervisory scrutiny. I will furthermore argue that this activity-sharing as-
pect of the corporate strategy leads to a growing importance of internal con-
trol over roles and responsibilities as well as relationship management. Ac-
cordingly some specific internal-control principles related to the control 
environment, risk-assessment and monitoring components are increasingly 
emphasized at Folksam, as I will show (see COSO, 2013a).  

The case of the corporate strategy  
Let us start by revisiting the Folksam strategy. It is not simple task to classi-
fy strategies although various classification schemes exist based on prior 
research. This may be due to the complexity of businesses and the fact that 
companies may combine strategies with different properties, thus not focus-
ing exclusively on either for example differentiation or cost (see Nilsson & 
Rapp, 2005:68).  
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Corporate strategy refers to the overall goals of the organization and how 
those goals in turn should be achieved (Nilsson & Rapp, 2005:52). By using 
the classification scheme by Porter (1987) I suggested earlier that Folksam at 
a high level uses an activity-sharing strategy. This means a corporate strate-
gy that entails businesses which are largely related, as opposed to completely 
unrelated, and where there is a relatively high degree of potential for syner-
gies.  

Such synergies were for example utilized with reference to the organiza-
tions of KP and KPA towards the beginning of 2010 (Folksam, 2009a:3). In 
such a corporate strategy there accordingly exist forms of operational inte-
gration between the businesses, which is also true for Folksam (see Nilsson 
& Rapp, 2005:53).  

Folksam operates in the insurance and savings industry represented by 
the two structures of Folksam Sak and Folksam Liv, offering casualty insur-
ance products and life and pension products. Supporting these formal struc-
tures remains an operational structure which has gradually developed to-
wards a strong customer oriented focus, based on the customer groups of 
collectively agreed business, private households and partners.  

The activity-sharing feature of Folksam corporate strategy is evident as 
they are able to share some activities related to management, investment 
management activities, IT and various support functions such as those relat-
ed to internal control. As a consequence from the sharing of activities and 
the established common functions, running costs are reduced (see Folksam, 
2010:3).  

How does environmental uncertainty affect corporate strategy in our 
case? Firstly, the corporate strategy of Folksam seemingly remains viable as 
the organization is quite successful. We have seen that the activity-sharing 
approach has become an increasingly dominant feature of the Folksam or-
ganization. I have argued that this is mainly due to increasing competition 
but also due to greater complexity and even the more turbulent environment.  

Greater competition and environmental turbulence influence Folksam to-
wards a stronger focus on cost-effectiveness and customer orientation. The 
organization is transformed into customer oriented business areas, where 
singled out customer groups are increasingly served by horizontal efforts and 
group-wide pools of capabilities. In this way synergies are utilized and cus-
tomers better served according to the views of many respondents.  

Although greater environmental uncertainty underscores the viability of 
the activity-sharing nature of the corporate strategy of Folksam, there are 
signs however to suggest that the activity-sharing aspect of the corporate 
strategy is increasingly scrutinized. This is due to greater regulatory and 
supervisory attention for matters related to organizational transparency and 
appropriate roles and responsibilities.   

The separate businesses of Folksam Sak and Folksam Liv must be run 
separately in their respective parent companies, yet the operational organiza-
tion is not completely separate and they operate under the common brand of 
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Folksam. Respondents completely agree about the fact that the legal struc-
tures did not get the same attention earlier compared to the end of the study 
period.  

We can accordingly observe a case of slightly conflicting contingencies 
that partly seem to push in opposite directions. Irrespectively I see that roles 
and responsibilities per se become much more important. Consequently 
Folksam becomes more alert to matters concerning legal and operative struc-
tures and how appropriate roles and responsibilities must be maintained. 
Internal controls that exist to hinder perceived or factual conflicts of interests 
therefore become more important. This is related to the internal-control prin-
ciples of the control environment component, which concerns establishing 
the right structure, mandates and responsibilities throughout the organization 
that makes sense and that do not present conflicting interest (see COSO, 
2013a).  

The activity-sharing feature of the corporate strategy of Folksam affects 
processes to become increasingly horizontal. Processes furthermore become 
more centralized through the pooling of group-wide capabilities. Claims-
handling processes have been designed in various ways in Folksam for ex-
ample; however, they are becoming increasingly pooled and centralized to 
more efficiently handle different products and customer needs.  

This will once again mean that roles and responsibilities will be more im-
portant as the horizontal efforts must align with traditional hierarchal de-
signs. A joint development is thus that relationship management controls are 
elevated. There are simply more interfaces that need to be addressed, and 
therefore more relationships need monitoring controls (see Kallinkos, 2005; 
Sinha & Van de Ven, 2005; Chenhall, 2008; COSO, 2013a).  

Further, I view the mutual character of the Folksam legal foundation as 
an aspect of its corporate strategy, as it is about the creation of value and 
how that value relates to customers, employees and owners. We know that 
the basis of Folksam entails that the policyholders are the owners.   

This distinguishing character of the corporate strategy seems to be be-
coming relatively more important as the mutual nature of Folksam means 
responding to rising demands from policyholders. But this development also 
means that Folksam can leverage this trait in a world where profit-seekers 
exist in plenty, by communicating its potential comparative advantage to 
markets and customers and the way in which the mutual business of Folksam 
is able to act in the long-term interests of policyholders. This was quite visi-
ble in the empirical chapter.   

This mutual aspect of the corporate strategy furthermore implies long-
term thinking that may affect both business strategy as well as internal-
control arrangements, as we also noted in the empirical chapter. Respondents 
view the mutual basis of Folksam as an important driver for this long-term 
thinking and acting, which entail not letting short-term profit interest lead 
the way, as this may conflict with the long-term best interests of the policy-
holders.  
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For instance to invest in companies that are openly against unionization 
might be good business in the short run, but it is against the interests of poli-
cyholders in the long run, as Folksam has its traditional market among un-
ionized labor. Return on invested assets is fundamental; however, what is 
best for the policyholders in the long-term perspective always comes first 
according to the views of respondents. Respondents also agree that this ex-
plicit stand makes work easier regarding the design and use of internal con-
trol. There is no incentive for Folksam staff to cut corners with reference to 
internal-control arrangements.   

The case of the business strategy  
Having examined the association between environmental uncertainty and 
corporate strategy, what about business strategy? For the purpose of this 
study of internal control, I see that environmental uncertainty may affect 
business strategy in at least four important ways.  

First, environmental turbulence affects the total risk capacity of the enti-
ty, which in turn may affect not only investment policies but also shape gen-
eral business strategy (see Sobel & Reding, 2012:61). Second, environmen-
tal turbulence and complexity will affect the processes of making business 
strategy based on the risk profiling (see Fraser & Simkins eds., 2010:171) 

Third, environmental turbulence, competition and complexity, due to the 
inherent natures of these attributes, will place high-level requirements on the 
Folksam organization, and the design and use of internal controls (see Raz & 
Hilsson, 2005). Fourth, the nature of the business strategies and the products 
and the specific environments in which the parent companies operate will 
also affect the organization and the internal-control arrangements at a high 
level. The nature of the Folksam Sak business and the environment in which 
it operates is quite different from that of Folksam Liv. Therefore risk profiles 
and control arrangements will differ, according to the views of some re-
spondents (see Fraser & Simkins eds., 2010:173).   

Business strategy refers to a business unit that has a separate strategy that 
is particular to the entity and products that are sold directly to external mar-
kets (Nilsson & Rapp, 2005:64). In our case business strategy refers to the 
respective businesses of Folksam Sak and Folksam Liv. I suggested earlier 
that they exhibit slightly different strategies. Folksam Sak has been operating 
successfully in the casualty insurance business for decades utilizing a build 
strategy, although we have seen that markets are increasingly mature and in 
some respects appear even to have stagnated.   

As a consequence there has been an emphasis on running costs and pric-
ing in areas related to the casualty insurance business. Increasingly we see 
that the casualty insurance business has been focused on a hold strategy, 
which is associated with holding relatively high market shares in maturing 
industries (see Gupta & Govindarajan, 1984). There is a focus on reducing 
the costs associated with insurance production and distribution, while im-
proving the level of quality through better service and customer offerings. 
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Due to crippled risk capacity during the 1990s we know that there have been 
challenges associated with maintaining this strategy.  

Casualty against loss products related to home, car, pets etc. operate in 
price competitive arenas, and products are increasingly tailored to varying 
and diverse customer needs, with greater differentiation along with market-
ing efforts to adapt to customer needs (see Nilsson & Rapp, 2005:65; Nils-
son, 2010:15). Market shares, pricing and overall efficiency remain im-
portant features in this case, as also suggested by the chief executive officer 
Anders Sundström in his last annual report as chief executive officer at 
Folksam (Folksam, 2012:7).   

Looking at existing business strategy typologies, it seems that Folksam 
Liv comes very close to what Gupta and Govindarajan (1984) refer to as a 
build strategy. For Folksam Liv, it seems that a key business-strategy charac-
teristic since the 1990s has been expansion, and we know in retrospect that 
this build strategy has been quite successfully delivered.  

Savings and pensions have long been a high-growth industry but tradi-
tionally Folksam Liv has been operating with relatively low market shares. 
We know that this is no longer the case towards the end of the study period. 
Currently in 2013, the market share for life insurance compared to casualty 
insurance remains about the same, 15.4% for casualty and 15.3% for life 
insurance, according to the 2012 annual report for Folksam (Folksam, 
2012:5).  

The risk properties of strategies  

Our case study data suggest that environmental turbulence affects the prop-
erties of business strategies to carry more or less risk. This is related to the 
capacities of the organization and the maximum monetary loss that can be 
consumed based on the financial resilience (see Fraser & Simkins eds., 
2010:149; IRM, 2011).  

Environmental uncertainty can thus influence strategy selection towards 
either conservative or aggressive objectives and courses of actions that can 
concern strategic plans, market shares, profitability, new products and ser-
vices and that in turn may exhibit completely different risk properties (see 
COSO, 2009b, 2012a:4). This is obvious in the case of Folksam, as market 
downturns, combined with other uncertainties in the 1990s and the early 
2000s, influenced business strategy and asset management policies.  

In an extreme case of diminished financial assets, managerial latitude is 
close to zero, and strategies will by necessity reflect very limited risk taking, 
as initiatives are likely to be fewer and also monitored more closely. The 
weakened risk capacity of Folksam Sak since the early 1990s has greatly 
affected managerial latitude over a vast number of years, and thus pervaded 
the managerial decision-making process towards courses of actions with 
lower risk. In particular this is true for the period around 1992-1997 accord-
ing to the views of some respondents.  
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As every initiative may jeopardize basic organizational survival, man-
agement will consequently play it extremely carefully. Objectives concern-
ing growth and return will be adjusted accordingly and strategies that reflect 
cost control and courses of actions with low risk will therefore most likely be 
selected (see COSO, 2012a:5). This is similar to what Folksam Sak was 
forced into during the 1990s. This is also how for example a hold or build 
business strategy may be affected quite tangibly by environmental uncertain-
ty and the factual risk capacities of the organization (see IRM, 2011; Sobel 
& Reding, 2012).  

This can be contrasted to the situation where objectives and strategies are 
more aggressive and therefore often carry higher risk. In such situations ex-
posures are larger and risk taking potentially much wider throughout the 
organization. Hopefully such a position is intended and the company is pre-
pared for, and can cope with, the higher risk level that it is exposed to (see 
COSO, 2012a:4). Respondents at Folksam are well aware of the upside of 
risk, as it is the very purpose of managing insurance, market and cred-
it/counter-party risk (see Fraser & Simkins eds., 2010).   

When respondents reflect on the level of operational risk control, many 
agree that the net risk level after control was perhaps higher than desired 
earlier on. We know that this might have partly been a result of different 
circumstances in past times when internal-control accountabilities were not 
enforced throughout the organization (see COSO, 2013a).  

Spending MSEK 10 or MSEK 20 obviously does not solely relate to ap-
petite (i.e. how much we desire to win) and tolerance (i.e. how much we can 
accept to lose), but also to the level of preparedness and the risk-
management capabilities. If the organization is fit and proper and well pre-
pared for managing any downside risk, then investing 20 MSEK might be 
the option to go for.  

Most respondents agree that preparing for downside risk is one aspect of 
the risk-management capabilities of Folksam that has most significantly 
improved seen over the study period (see Sobel & Reding, 2012:70). Readi-
ness and preparedness are improving, which is also related to the gradual 
maturing of the enterprise risk-management processes.  

Consequently preventive controls become more dominant and effective 
as internal-control gaps have been identified and addressed over time. Gaps 
in process responsibilities represent one type of internal-control issue that 
has been identified, and that has triggered decisions and actions by managers 
to reduce risk to a desired level.   

Different strategies will in turn shape the internal-control designs towards 
slightly different focuses. In the case of Folksam Sak in the early 1990s, 
strategies and related products of credit insurance carried more risk than the 
company was able to absorb, and so the nature of the actual risk taking level 
was extremely high.  

This form for risk taking, which subsequently turned out very bad, had 
repercussions for many years, and the aftermath came to be both dramatic 
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and rather long-lasting, with tight risk control for an extended period of time. 
The strategy of Folksam Sak was consequently under much pressure, as it 
became very tough to defend market shares with little or no latitude for risk 
taking.  

Conservative strategies that focus on very low risk will influence internal 
controls towards tighter risk reduction. Aggressive strategies, on the other 
hand, which carry higher risk, will shape controls to allow more risk. Con-
trols will consequently allow for more risk (see COSO, 2012a:7). It is im-
portant to notice that overall aggressive objectives and strategies that carry 
high risk, along with a high tolerance for risk based on the tone at the top, 
will most likely infect the entire internal-control environment and therefore 
influence organizational behaviors towards risk taking rather than risk con-
trolling, and vice versa (see Holmes et al., 2002; COSO, 2013a).  

On the other hand, extremely conservative strategies that carry close to 
zero risk, along with risk-adverse attitudes communicated by the board, are 
likely to result in organizational behaviors and an internal-control system 
that is highly geared to minimizing risk. In the case of Folksam Sak, the 
unfortunate incidents forced the organizational risk attitudes to become ex-
tremely risk-adverse, almost to the point of being a form of constant crisis 
management according to some respondents (see Sobel & Reding, 2012: 58).  

Courses of actions were then taken towards cost control and making sure 
that risks were mitigated. When there is no capacity to take on board risk, 
then risk control efforts must be effective, so the internal-control design and 
use are tailored to reduce, transfer out/share or avoid risk (see COSO, 
2013a). This is the very nature of the risk-assessment component of the in-
ternal-control framework of COSO, where the nature and scope of risk re-
sponses (accept/avoid/reduce or share) are thus a result of the risk appetite 
and desired strength of controls (see COSO, 2013a).  

This is a general relationship, but, as in the case of environmental uncer-
tainty and strategy, there can be a mismatch. In such cases the risk properties 
of strategy and the internal-control system are misaligned and thus controls 
will allow for more or less risk than is intended. There may also be some 
issues of faulty design or uses if both emerging and intended strategies co-
exist greatly differ, however. Then these strategies will most likely call for 
different types of controls, which obviously can present a problem.  

Irrespective of the risk properties of strategies, the effectiveness of the 
system of internal control remains imperative, as the organization must re-
main safe regardless of the chosen course of action. As a conservative strate-
gy carries less risk and therefore indicates lower desirable and acceptable 
risk levels, controls will be based on that lower acceptable level of risk tak-
ing.  

Reframing from corporate insurance business (which may carry higher 
risk in some sense compared to private household business), choosing care-
ful re-insurance solutions and investing assets in bonds may for example 
reflect conservative strategies with lower risk similar to the situation of 
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Folksam Sak in the 1990s. Accordingly controls will be designed and used to 
ensure that such courses of actions are in fact adhered to. 

The processes of making strategy  

Based on the case evidence I argue that greater environmental turbulence 
affects the making of business strategies. With higher turbulence, strategy 
processes become more dynamic, while static environments make for stable 
business strategy processes and related risk profiles (see Fraser & Simkins 
eds., 2010:1717-172).  

Different situations can thus lead to different strategy processes, and also 
differing internal control arrangements. Ultimately this has much to do with 
the type of assurances (i.e. information) that directors and managers need, 
seek and obtain about the effectiveness of the system of internal control.  

Consequently business strategy in a turbulent environment needs to con-
tinuously adapt as, therefore, must internal controls as well. In these situa-
tions strategies are more dynamic and most likely relatively in flux. In such 
an environment where businesses, legal and operating structures, products 
and the organizational and business processes are constantly undergoing 
change, the effects on internal controls will be apparent. Controls will need 
to change accordingly, as is also discussed by the COSO in relation to the 
monitoring component of internal control (COSO, 2009a, 2013a).  

In the case of a highly turbulent environment, the strategy process of 
Folksam will become a more complex undertaking and perhaps even a more 
re-active process, according to the views of some respondents. I noted earlier 
that high turbulence calls for speedier responses, but higher environmental 
complexity also calls for greater care.  

I also noted earlier that greater complexity means that there is more 
transparency and diversity and that customers are becoming more knowl-
edgeable, and so the reputational aspects become more important. In terms 
of the process of producing the business strategies, we can thus observe a 
slight case of conflicting contingencies due to the competing requirements 
from higher complexity and turbulence.  

When examining the situation of Folksam towards the end of the study 
period, respondents pay attention to the importance of having short and ef-
fective decision-making paths, although not at the expense of transparency 
or reckless risk assessments. Highly uncertain environments force Folksam 
to be more externally alert in order to capture impulses in a prompt fashion, 
and furthermore act on the information captured (see Chenhall, 2003:137; 
COSO, 2013a). As it is increasingly more difficult to make robust predic-
tions about future states, unexpected developments and events will happen, 
so directors and managers need to respond to that accordingly.  

Therefore high environmental turbulence, complexity and competition 
require that Folksam make a closer connection between risk-management 
processes and the formulation of strategy and the organizational decision-
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making processes. In such an environment, survival hinges on good integra-
tion between these processes.  

Whereas earlier more static environments were not as demanding, the 
current more uncertain environment requires a more coherent and joint ap-
proach that considers strategy in relation to both insurance, financial, opera-
tional and strategic risks altogether. Highly complex and turbulent environ-
ments will increase the likelihood for risks to be interdependent, and conse-
quently dependencies will need greater consideration. The legislative regime 
of Solvency II push for such an approach, but this is in turn rooted in an 
increasingly more uncertain and interconnected financial environment (see 
Smith & Fishbacher, 2009; Westman, 2011).  

The development of the function of GRC at Folksam around 2009 is con-
sequently a reflection of a more joint approach to risk management. It is 
quite evident in the case of Folksam how the changing nature of the envi-
ronment forces directors and managers to work differently with risk assess-
ments. Obviously corporate failures contribute to this development together 
with new regulations, although markets behave quite differently and so do 
information and communication processes. Information is much more im-
mediately available today, which is why Folksam becomes more vulnerable 
in a sense, as noted earlier.  

A more complex society in general forces Folksam to develop products 
based on customer needs that may not even be known by customers them-
selves. This places demands on risk assessments and internal-control sys-
tems. As environmental uncertainty rises, along with recent domestic and 
foreign scandals related to listed companies, governments and not-for-profit 
organizations, there is a greater awareness at Folksam regarding the potential 
adverse effects of risks and events. Therefore internal-control systems will 
be reviewed more diligently, and consequently both transparency and con-
trols will improve. Policies and procedures will become more relevant and 
up-to-date in important areas, and there is perhaps a better platform for con-
trol-oriented efforts.  

The fact that Folksam is a mutually owned company that aims to be a 
good corporate citizen underscores the perceptions of a heighted vulnerabil-
ity. It is of vital importance that the courses of actions that are chosen do not 
impair the reputation of Folksam or its ability to meet high customer and 
stakeholder standards.  

How are our arguments concerning the shaping of business strategies as-
sociated with internal-control design and use? As I have already touched 
upon, the making of strategy processes is indeed associated with differing 
internal-control arrangements. At one extreme I see great turbulence, compe-
tition and complexity. That type of environment will ultimately drive inter-
nal-control systems to become tighter, as directors and managers need to 
follow-up on risks more frequently, more diligently and often more formally 
(see Chenhall, 2003:138).  
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This is also the assumption related to one of the internal-control princi-
ples of the monitoring component of internal control, which proposes that 
the design and use of ongoing and separate monitoring controls indeed de-
pends on for example the speed of change and the character of the environ-
ment in which the organization operates (see, COSO, 2013a).  

Organizational members will simply need to be more hands-on in the en-
tire risk-management process. Directors will need assurances in order to feel 
confident about the operating effectiveness of the system of internal control. 
The finding that high environmental uncertainty is associated with more 
sophisticated and stronger internal control is aligned with the research by 
Jokipii (2010:135), who found that higher environmental uncertainty means 
more sophisticated internal control, which in turn has positive effects on 
internal-control outcome.  

The relationship described above arises in part because internal control 
becomes a more interactive process (see Simons, 1987, 1991, 1995). Inter-
nal-control information receives a more prominent place on the managerial 
and director agenda, where risks and internal-control issues become objects 
of regular and frequent discussion and follow-up. There is simply more chal-
lenge regarding risks from a board and audit committee perspective (see 
Simons, 1991:51).  

As uncertainty increases, there is a need for Folksam to be on top of is-
sues related to organizational values, suppliers and how organizational 
members are trained in ethical conduct, compliance affairs, operational risk 
management, anti-money laundering and anti-fraud. Issues that concern a 
sound risk culture, compliance and internal control become relatively more 
important. The increase in complexity and speed of change therefore forces 
Folksam to obtain better internal control. The increasing environmental un-
certainty contributes significantly to making directors and managers at 
Folksam more concerned with whether internal controls in fact are present 
and functioning (COSO, 2013a). 

In the case of this higher environmental uncertainty, internal control is 
more resource consuming compared to the other extreme where internal 
controls are likely to require less attention. Respondents testify to a gradual 
increase in the amount of internal-control policies and procedures, and more 
people are becoming generally involved in internal-control design and use at 
Folksam. Therefore internal-control consumption is also rising.  

At the other extreme I see a situation characterized by stable environ-
ments, less competition and close to zero complexity. The world remains 
quite stable, or even static. As a consequence there is generally little need for 
tight controls and even less for effective monitoring controls and hands-on 
involvement to make sure that changing and dynamic risks are treated (see 
Fraser & Simkins eds., 2010:171-172). In a stable or even a static environ-
ment internal control seems mostly a case of repetition. The risk profile will 
in this case be completely different, and in such situations there is seemingly 
less need for comprehensive assurances.  
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This might seem like a trivial and self-evident conclusion, yet such a rela-
tionship may still be important to take notice of. Furthermore, our arguments 
concerning this general relationship seem to compare well to the overall 
management control system of Folksam towards the end of the 1980s, or 
beginning of the 1990s. Tight monitoring controls were largely perceived as 
unnecessary due to the lack of environmental pressures and the fact that the 
competitive situation was much like an oligopoly. Complexity was perceived 
to be much lower, which also contributed to the overall sense of lower un-
certainty and vulnerability. Business seemed simply more predictable.  

This finding is different from those from management controls research, 
which generally seem to imply that stable environments are negatively corre-
lated with looser form of control, although findings do differ (Simons, 1987, 
1991; Nilsson, & Rapp, 2005). Simons (1987:370; also see Jokipii, 2010) for 
example found that organizations facing higher uncertainty use control sys-
tems more actively.  

Although research has confirmed that high uncertainty is generally asso-
ciated with open and more flexible controls, turbulent conditions may in fact 
in fact warrant more formal and tighter controls (Chenhall, 2003:137-138). 
In Figure 8, I have illustrated how I see the effect of environmental uncer-
tainty on internal control in cases where I am concerned with the making of 
the strategy, i.e. the process. Figure 8 illustrates the effects of situations of 
low and high environmental uncertainty respectively.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 8: Stable or dynamic settings of internal control.  
 
Simpler or more complex internal-control systems will ultimately drive ei-
ther looser or tighter internal control. A more complex or sophisticated case 
of internal control calls for a dynamic internal-control system that is used 
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more actively, and which is facilitated by effective monitoring controls to 
ensure the controls remain effective over time. Such an internal-control sys-
tem will most likely be tighter compared to a system that is operating in a 
static environment characterized by little or no change, and where uncertain-
ty is perceived to be very low (see COSO, 2013a). This line of reasoning is 
seemingly also in line with the guidance on internal control from the FRC 
(see 2013).  

Tight internal control then largely corresponds to frequent follow-up on 
risks and hands-on involvement by mangers, regarding the treatment of risk 
exposures and the functioning of internal controls. And so we see how dy-
namic or stable environments have different effects on the strategy process, 
and therefore call for different types of internal-control systems.  

Existing literature from a management control perspective can help shed 
further light over the developments at Folksam. As the survival of Folksam 
Sak in the 1990s was threatened, internal control was dramatically tightened. 
The proposition by the literature from management control research is then 
that as matters normalize, Folksam would turn to looser internal control (see 
Chenhall, 2003:138). This seems to happen to some extent; however, this 
tighter characteristic of internal control has remained and although survival 
is no longer threatened, higher environmental uncertainty and stronger regu-
latory pressures affect internal controls to also stay tighter.  

The inherent nature of environmental uncertainty  

It is also important to observe that turbulence, competition and complexity 
quite specifically will affect the design and use of internal control, due to the 
inherent natures of these attributes.  

Greater turbulence and competition will drive the need for proper internal 
control over product allocation and costing, as well as controls over pricing 
and insurance production efficiency. Greater competition drive horizontal 
efforts and as a result internal control over roles and responsibilities will be 
more emphasized and present. Forces of competition and complexity that 
lead to more diversity, on the other hand, will generally place more emphasis 
on all development and change related controls.  

Complexity, through speed and the use of information and communica-
tion technologies, will place more emphasis on how speedy and complex 
transaction flows are controlled through internal control over information 
technology (see Raz & Hilsson, 2005; also COSO, 2013a). It will also affect 
internal control that exists to ensure that customers are treated fairly in sales 
and marketing processes.   

Complexity due to increased demands for transparency will also place 
additional emphasis on controls over roles and responsibilities within the 
organization. Also organizational size and the way Folksam expands into 
new relationships with major players add complexity, and this in turn places 
additional emphasis on relationship management controls and once again 
underscores the importance of appropriate roles and responsibilities.    
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Turbulence on the other hand, calls for effective controls over asset man-
agement activities and market risk management, contingency planning, 
stress-testing and scenario analysis. Greater turbulence makes it imperative 
for Folksam to have sufficient preparations in place and to closely monitor 
the external environment (see Fraser & Simkins eds., 2010; also COSO, 
2013a).  

The inherent nature of casualty and life insurance  

Finally, I also noticed that the inherent nature of the businesses of Folksam 
Liv and Folksam Sak differ, and so do the particular environments in which 
they operate. The environments of Folksam Sak and Folksam Liv, respec-
tively, will affect the organization differently due to the specific nature of the 
two businesses themselves. This has less to do with business strategy, i.e. 
build or hold, but rather the inherent nature of the industry and the way core 
processes intersect and interact with the differing organizational environ-
ments.  

For the business of casualty insurance and Folksam Sak, core insurance 
risks are quite present. For Folksam Liv and the handling of occupational 
pensions and pension-related savings, it is seemingly more about the man-
agement of opportunities and risks related to the asset management activity. 
Therefore the financial market risks seem highly present in Folksam Liv. 
This is a distinction made by some respondents.  

Due to the inherent nature of the business of the parent companies, they 
consequently carry differing high-level risk profiles per se. Therefore the 
specific business processes that are considered the most fundamental ones 
will thus differ accordingly. Respondents also comment on the differing 
operational risk profiles between businesses of casualty insurance and life 
and pensions, and indicate that operational risks indeed seem more present in 
the casualty insurance business.  

Folksam Liv is thus very much about providing end customers with a 
good return on investments – the management of risks and opportunities 
related to asset management activities. The business strategy of Folksam Sak 
is more about efficiencies and cost-effective products through meaningful 
and effective pricing procedures, combined with efficient and effective 
claims-handling processes. 

Due partly to the nature of the business, and in combination with a seem-
ingly riskier environment, Folksam Sak consequently needs to pay attention 
to certain controls differently than Folksam Liv. The perception of a general-
ly riskier environment will thus for example require Folksam Sak to design 
and use anti-fraud controls in particular ways, specifically in relation to the 
claims-handling processes.  

This finding is in line with the research by Jokipii (2010), who found that 
strategies that match high environmental uncertainty correspond to stronger 
internal control. In that case Jokipii (2010) made a connection between the 
associated degree of uncertainty that is usually claimed to accompany a giv-
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en type of strategy, and the level of control that is necessary for an organiza-
tion deploying such a strategy.  

In our case this is accordingly less about the type of business strategy 
(build or hold etc.), but more about that the inherent nature of parts of the 
casualty insurance business and business models, which provide for risk 
profiles that need to be addressed through for example sophisticated controls 
over claims-handling processes, and controls over relations with third par-
ties.  

Folksam Liv, on the other hand, is more about delivering value directly to 
the end consumer, and so, besides asset-management controls, it is important 
to have effective internal control over payments and fees to agents. In this 
way the nature of the businesses themselves act to bring about certain inter-
nal control designs and uses.  

5.2.2 The influence of regulation and supervision  
It is clear that regulatory and supervisory attention has an overarching effect 
for how Folksam adopts new internal-control designs and uses. In this sec-
tion I make the case that the never-ending corporate troubles have led to 
internal control becoming a key regulatory and supervisory object (see 
Franck & Sundgren, 2010). I argue that the influence of increasing regulato-
ry and supervisory attention to internal control quite specifically affect roles 
and responsibilities, as well as certain designs and uses of governance, risk 
management, compliance and internal control (see Raz & Hilsson, 2005; 
also Eklund & Falkenhall, 2011).  

In essence the regulatory aspect consists of mandatory and semi-
mandatory regulations including the Swedish Corporate Governance Code 
and some regulations issued by the Swedish Financial Supervisory Authori-
ty. They, along with some regulatory EU-initiatives, have played important 
roles in the emergence of new organizational internal-control practices.  

The supervisory aspect obviously relates to the supervisory authority and 
the attention that internal control is given by the authority in different ways. 
Triggered by corporate malfunctions of domestic and foreign governments, 
not-for-profit organizations and financial institutions, these influences jointly 
act to bring about changes to internal control at Folksam (see Power, 2007). 
While the regulatory effect is considered in many studies by measures of 
environmental uncertainty, I have extracted these regulatory influences to 
emphasize their separate and important effects. Our finding is aligned with 
prior case-study research on risk management in another regulated sector – 
the public sector (Woods, 2009).   

The perceptions of respondents agree completely regarding the effects of 
regulatory and supervisory practices for internal-control design, use and 
outcome. Together with environmental uncertainty, this environmental influ-
ence prompts Folksam to adopt new designs and uses of internal control (see 
Eklund & Falkenhall, 2011). The case evidence is replete with comments 
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about how regulatory and supervisory forces pay increasingly more attention 
to internal control at Swedish insurance companies, including Folksam.  

As we have also seen in the empirical chapter, interview data suggest that 
respondents see this as a result from high-profile corporate mal-functions, 
and the fact that some companies have exhibited cultures that may not have 
been completely sound. According to the views of respondents, corporate 
scandals have triggered a completely different supervisory mood, with great-
er attention paid to internal-control arrangements in financial institutions.  

This change in supervisory mood also comprehends greater risk-based 
supervisory activity that increasingly considers the effectiveness of internal-
control arrangement, as opposed to looking only at formal correctness and 
the existence of appropriate formal control attributes based on regulations.  

5.2.2.1 Regulation and supervision, strategy and internal control   
Figure 9 attempts to illustrate at a high level how I see the basic analysis 
surrounding the effects of regulatory and supervisory practices on internal-
control design, use and outcome. In a sense the influence of regulatory and 
supervisory attention is similar to environmental uncertainty, as it can also 
impose strategy and internal-control considerations. In our view, this is once 
again about the latitude that directors and executive officers have with re-
gards to internal control.  

Let us examine Figure 9 at a high level. In an extreme case where there is 
zero regulatory and supervisory attention to internal control, the company 
will be able to design and use strategy as well as internal control at its own 
discretion – although based on the minimum legal requirements.  

Although regulatory and supervisory attention to internal control earlier 
was not zero, it is perfectly clear from the case study interviews that re-
spondents perceive that latitude earlier was much higher regarding internal-
control design and use. Internal-control requirements earlier thus worked 
quite implicitly.  

The opposite case will obviously mean that latitude is reduced and so 
there are some aspects that may have to be considered also in terms of cor-
porate and business strategy. Where greater attention is paid to internal con-
trol from regulatory and supervisory stakeholders, this seemingly forces 
directors and managers to consider internal-control arrangements more ex-
plicitly (see Eklund & Falkenhall, 2011).  

Regulatory and supervisory developments that focus more on internal 
control, such as the regulation FFFS 2005:1, will make certain designs and 
uses per se more codified and explicit, and in turn require the explicit atten-
tion of directors and managers at Folksam.  
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Figure 9: The regulatory and supervisory influence on internal control.  
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Having earlier examined the relationship between uncertainty and strategy, 
we know that higher environmental uncertainty of Folksam underscores the 
importance of the activity-sharing aspect of the Folksam corporate strategy. 
However, I also noted that due to the increasing regulatory and supervisory 
attention to governance and internal control, particular aspects of the activi-
ty-sharing corporate strategy of Folksam were under scrutiny.  

I claimed in the earlier sections that environmental turbulence, competi-
tion and complexity drive Folksam towards a stronger focus on cost-
effectiveness through activity sharing. I also noted that this was related to 
horizontal efforts that run across legal structures and the pooling of group-
wide capabilities.  

However, concurrently it seems that the regulatory and supervisory influ-
ence push in a slightly different direction. I claimed earlier that the im-
portance of internal control over roles and responsibilities in Folksam has 
been elevated. Regulatory and supervisory developments towards the begin-
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the way actual or perceived conflicts of interests can impair the insurance 
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We can thus observe a slight case of conflicting contingencies that in part 
refers to the nature of the activity-sharing approach of the Folksam corporate 
strategy. Environmental uncertainty pushes for customer orientation and 
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cesses and the pooling of group-wide capabilities. On the other hand, regula-
tory and supervisory attention seemingly pushes for greater transparency and 
the protection of clear roles and responsibilities to avoid potential conflicts 
of interests that could adversely affect policyholders.   

The case evidence suggests that regulatory and supervisory practices in-
fluence internal control in quite specific ways that predominantly concern 
the themes of governance, risk management, compliance and internal control 
at Folksam.  

This is related to my claim that internal control has become a key regula-
tory and supervisory object during the study period. Consequently I see that 
greater regulatory and supervisory attention drive a focus on issues related to 
governance, and the design and use of risk management, compliance and 
internal control (see Power, 2007). 

Regulatory attention, including relevant self-regulation such as the Swe-
dish Corporate Governance Code, has contributed not only to changes in 
board composition and related structures previously accounted for, but also 
to the establishment of important internal-control oversight bodies, predomi-
nantly the audit committee.  

Additionally, entity-level control-oriented functions, such as compliance 
and risk management but also that of the internal audit activity, have either 
been established or refined, based at least partially on regulatory and super-
visory attention (see Power, 2007; Arwinge & Munkby, 2011; IIA, 2013a; 
Arwinge & Rost, 2013). As we know, environmental uncertainty also has 
contributed to this process by imposing governance and internal-control 
requirements due to the increase in turbulence and complexity. Our analysis 
suggests that these developments are results of processes that were not com-
pletely proactively adopted by Folksam, yet gradually embraced and embed-
ded. Nevertheless, these external influences do indeed contribute to this leap 
that Folksam seems to have taken into a new and different internal-control 
climate.   

My analysis furthermore suggests that regulatory and supervisory influ-
ences will make internal control and related concepts such as risk and com-
pliance into explicit concepts – as opposed to implicit and taken-for-granted. 
Awareness of these concepts will thus be enabled by regulatory and supervi-
sory attention and the subsequent new design and use of internal control. 
Regulatory and supervisory attention has been an important driver in making 
internal control into a more known object within Folksam.  

The case evidence shows that a situation with higher regulatory and su-
pervisory attention to internal control will drive an explicit organizational 
focus towards issues of internal control, and in particular internal control 
over compliance objectives. As we will see further on when I examine prop-
erties of internal-control uses, this explicitness encompasses different as-
pects, but in sum it will help shape internal-control design and use towards 
greater accountability and formalization. Such processes entail both positive 
and negative aspects.  



192 

As a consequence, Folksam staff pays more attention to policies and pro-
cedures, both in terms of their design and whether staff in fact adheres to 
such policies and procedures. Based on supervisory attention, policies are 
also become more aligned with legal structures.  

There is indeed an increasing focus on formality and correctness based on 
laws and regulations. There is also a greater focus on overall transparency, 
which affects the design and uses of internal controls, as the organization 
needs to be transparent from a policyholder and supervisory perspective. 
Some processes and routines become more documented and to some extent 
also clearer, triggered by for example the passage of the Swedish Corporate 
Governance Code and some supervision-related guidelines. In many circum-
stances transparency is therefore constructed where there was previously 
little, or even none.  

A part of this increasing attention to formal correctness and codification 
of policies and procedures naturally entails compliance. Respondents testify 
to the increasing attention that is paid to important compliance areas, such as 
the the Personal Data Act [personuppgiftslagen], anti-money laundering and 
other areas. There is gradually a more systematic approach to making sure 
that important policies are both known and complied with amongst Folksam 
corporate members. This obviously helps to make procedures more relevant, 
and so the level of compliance is seemingly higher according to some re-
spondents.  

Ultimately changes in regulatory and supervisory pressures and the sub-
sequent changes to designs and uses of internal control will affect organiza-
tional outcomes of internal control. I see no direct relationship between more 
explicit design and use, on the one hand, and better internal-control quality, 
on the other hand, as also implicit and informal uses may produce high-
quality internal control (see COSO, 2013a). Our case analysis suggests, 
however, that the internal-control process is still gradually evolving and 
improving.  

As accountability and formalization processes take root, this affects in-
ternal-control quality and overall confidence in internal control. We know 
from before that internal control is about assurance production and that as-
surance production in turn is about the demand and supply of information 
related to internal control (see COSO, 2013a). Our analysis suggests that 
more information is gradually sought and obtained by directors regarding the 
way risks and internal controls are in fact managed. This is thus primarily 
driven by the agenda of the board and the audit committee, which in turn is 
partly a result of the Swedish Corporate Governance Code and other related 
regulatory corporate governance developments (see Styf, 2011).  

The chain of cause and effect described above entails stronger attention to 
formality in general, as also mentioned. This in turn means focusing on de-
veloping and refining formal policies and procedures, based on laws and 
regulations. As I also hinted earlier, this can lead to a formal and rigid struc-
ture that make the organization focus too much on doing things right and 
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upholding the right outward appearances, but with little or no real organiza-
tional control value. Controls will thus be in place, but not functioning (see 
COSO, 2013a).  

To some extent this seems true for Folksam, especially when considering 
the early struggles as the organization tries to navigate the new control cli-
mate. The stronger supervisory climate seemingly drives the need for addi-
tional and more frequent controls, which obviously need the passage of both 
time and use to become properly embedded.   

At a high level, a situation characterized by high regulatory and supervi-
sory attention will drive internal control into a more public object both inter-
nal and external to the company. In such an environment with high regulato-
ry and supervisory attention, the internal-control design and use of the or-
ganization will therefore be showcased in a display window, one might say, 
for regulators, supervisors and other stakeholders to inspect and scrutinize.   

In sum the regulatory and supervisory influence seems direct and tangi-
ble. It puts pressure on the activity-sharing aspects of corporate strategy, but 
mainly these influences work to directly affect internal-control arrange-
ments. The increasing regulatory and supervisory focus has indeed made 
Folksam more concerned about appropriate roles and responsibilities. Tradi-
tionally this has not been the case, according to respondents, and this may be 
true for the entire insurance industry.  

However, the conflict-of-interest debate has left and continues to leave 
traces as Folksam Sak and Folksam Liv have been segregated in terms of 
governance structures and statutory external auditors, for example. Appro-
priately addressing any potential conflicts of interests is a regulatory theme 
that affects the entire internal-control organization.  

This theme, which goes to internal control, roles and responsibilities and 
proper independence, is visible in many areas. From being quite decentral-
ized, the compliance function of Folksam has for example been made more 
centralized, where compliance duties are done by staffs that are not involved 
in the actual processes. In this way any potential impairment to independ-
ence is therefore avoided.  

New group-wide control oriented functions such as the compliance func-
tion have been added, and the addition in terms of the audit committee drives 
a stronger focus on reviewing the internal-control systems (see Turley & 
Zaman, 2007; Arwinge & Munkby, 2011, Arwinge & Rost, 2013; IIA, 
2013a). All these developments are triggered by a greater environmental 
uncertainty and would perhaps have appeared anyway, although regulation 
and supervision have surely made these developments take place faster at 
Folksam.  

5.2.3 Reflecting on environmental influences  
I argue that these accounts of key environmental influences on internal con-
trol provide a fair picture of how the context of Folksam influences internal-
control arrangements at a high level.  
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A concluding observation is thus that environmental uncertainty and reg-
ulatory and supervisory attention constitute the key environmental factors 
that affect internal-control design, use and outcome at Folksam. The strength 
of their influences also increases during the study period.  

Another observation is that the relative importance of environmental risks 
has been elevated due to greater turbulence, complexity and competition. 
Besides managing core insurance and financial risks, environmental risks 
thus become more important to monitor and make preparations for.  

We have seen that greater environmental uncertainty and regulatory and 
supervisory attention affect the activity-sharing aspect of the corporate strat-
egy and emphasize the importance of roles and responsibilities at Folksam. I 
have argued that these environmental influences work in slightly different 
directions, and so we can take notice of a slight case of conflicting contin-
gencies. From a business strategy perspective we can see how environmental 
uncertainty affects the risk capacity of the business entities and the shaping 
of business strategy. I also noted that greater environmental turbulence, 
competition and complexity led to a stronger focus on specific internal-
control designs and uses. A more uncertain environment makes for dynamic 
strategy processes, which in turn call for more sophisticated internal-control 
arrangements and frequent and tighter follow-ups.   

While making preparations become more important, it also becomes 
more difficult, as it is less easy to be proactive and make accurate predic-
tions about the future. So information processes to monitor and capture envi-
ronmental impulses are affected accordingly at Folksam. This finding that 
greater uncertainty calls for broader and timelier information seems in line 
with existing research on management control (e.g. see Chenhall, 2003).  

We have also seen that a highly turbulent environment calls for speedier 
response, yet greater complexity calls for greater care in risk assessments, 
and so we can once again observe a case of slightly conflicting contingen-
cies.  

The regulatory and supervisory influence seems overwhelming. As inter-
nal control becomes a key regulatory and supervisory object, Folksam is 
paying a corresponding amount of attention to the appropriate formal design 
and use of governance, risk management, compliance and internal control. 
As a result we see quite tangible effects on the nature of these processes and 
related internal-control arrangements.  

5.3 Firm-level influences on internal control 
Having examined how uncertainty and regulatory and supervisory practices 
affect Folksam strategy and internal control, I will now look at what I con-
sider to be firm-level influences of internal control. Firm-level influences 
refer to those which are internal to the case company.  
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Strategy is a firm-level activity that I also consider to be a matching pro-
cess between context and organization. Strategy is also a filtering process 
based on inputs from the internal organization as well as from external 
stakeholders. This section will examine how internal factors help shape the 
form of internal-control processes at Folksam (see Chenhall, 2003:150).  

We know that context can influence strategy process as well as strategy 
content, yet also managerial attitudes. I have earlier made this claim also 
when discussing how context may affect the risk willingness of directors and 
managers. As I have pointed out earlier, however, not all strategies and sub-
sequent designs or uses of control are the result of deliberate management 
intentions, as they can emerge or even be imposed onto the company (Nils-
son & Rapp, 2005:6).  

Figure 10 below contributes more information about how I see that inter-
nal-control design and use is shaped based on our case study of Folksam. I 
have added key firm-level influences identified from our case-study re-
search, which consist of governance structures and managerial attitudes. 
Based on my case-study research I see that they represent the most powerful 
internal influences with reference to internal-control design, use and out-
come. 

I claim that these firm-level factors have changed based on the environ-
mental forces previously accounted for. As environmental risks are elevated 
and internal control also turns into a key regulatory and supervisory object, 
internal-control oversight structures are developed, and managers pay in-
creasingly more attention to internal-control design, use and outcome (see 
Power, 2007). As we will see these firm-level influences are all about the 
enhancement of the control environment component and the monitoring 
controls at Folksam (see COSO, 2013a).  
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Figure 10: Firm-level influences on internal control.  
 
I have earlier claimed that context, i.e. environmental uncertainty, regulation 
and supervision, affect the activity-sharing aspect of the corporate strategy. 
This in turn leads to a stronger focus on roles and responsibilities. As we 
have also seen, this stronger focus on roles and responsibilities is quite close-
ly related to how the Folksam governing structures evolve. This is how con-
text affects strategy to in turn affect governance structures at Folksam.  

We have also seen how internal control has been made into a key regula-
tory and supervisory object. This has in turn affected the need for additional 
managerial attention to internal control, which in turn affects risk manage-
ment, compliance and internal-control design and use.  

Further, I have claimed that environmental uncertainty can push business 
strategies towards more conservative or aggressive strategies. Not all strate-
gies are the intentions of management, as we have seen, as they are some-
times imposed onto the company. However, often they may be a result of 
both context and managerial attitudes and the assessments by managers 
about internal organizational capabilities and capacities (see IRM, 2011). 
This is how context affects strategy, but also how managerial attitudes shape 
strategies based on internal and external factors.  

Governance structures and managerial attitudes are factors recurring in 
the case evidence, and respondents agree on their vital importance for inter-
nal-control designs and uses. In the empirical chapter we saw a number of 
examples where perceptions about the importance of managerial attitudes 
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were illustrated through representative quotes. In a similar way we also ob-
served the important effect of new governance structures, predominantly the 
audit committee (see Franck & Sundgren, 2010:86).  

In our case managerial attitudes are interpreted broadly, to encompass the 
attitudes of directors, the chief executive officer and also the senior execu-
tive management team. To some degree our arguments extend to cover also 
lower-level managers, although they are not our primary focus in this case.  

Unsurprisingly the important effect of top managers for effective internal 
control is highlighted by leading frameworks such as COSO (2013a), and 
most regulatory guidance as well as academic studies assert the importance 
of executive management for developing a sound risk culture (e.g. Holmes et 
al., 2002; FRC, 2005; FSB, 2013b). This finding is thus also supported by 
literature.  

An important case study observation refers to the fact that, while the en-
vironmental influences set boundaries, impose requirements and frame inter-
nal-control design and use, the firm-level influences can effectively enable 
or disable these influences. Accordingly they have great power to affect in-
ternal-control design, use and outcome within an organization. Without the 
support of managers, regulatory requirements will therefore never be fully 
embedded into the organizational “DNA”, but may risk of being considered 
a separate compliance exercise (see IFAC, 2012; FRC, 2013; FSB, 2013b:5).  

Similarly, without appropriate governance structures to oversee internal 
control, monitoring controls will be lacking and therefore quite effectively 
hamper internal-control quality (see Westman, 2011:121; KPMG, 2012:4). 
In order to illustrate the association between governance and managerial 
attitudes on the one hand, and the subsequent internal-control design, use 
and outcome on the other hand, I provide Figure 11.  

Figure 11 illustrates how I consider that governance structures and mana-
gerial attitudes generally affect internal control based on the case study of 
Folksam. The basic relationships that I see may come as no big surprise to 
many people, yet they still remain important to highlight.  

I argue that managerial attention is quite important but at times works ra-
ther implicitly to make the organization focus on internal control. Govern-
ance structures on the other hand, secure proper attention and create formal 
structures for internal-control monitoring to take root. Indeed this is also 
quite closely related to a couple of the internal-control principles related to 
the control environment of the internal-control framework (COSO, 2013a). 
Governance structures also affect internal audit independence and the power-
balance between risk-taking and risk-controlling functions (see Cortesi et al., 
2009; Sarens et al., 2009; IRM, 2011:7; BIS, 2012; IIA, 2013a, 2013b; Ar-
winge & Rost, 2013).   
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Figure 11: The influence of governance and managerial attitudes on internal control.  

5.3.1 The nature of firm-level influences  
Director and executive attention is required in order to build internal-control 
quality; external influences are insufficient (FSB, 2013b). This is unlikely to 
come as a big surprise to most people, yet it is important to take notice of. 

External influences, in the form of environmental uncertainty and regula-
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ronment component is also about integrity and ethics and the creation of a 
sound risk culture (see COSO, 2013a). What the executive team does will 
thus largely be is a reflection of the attitude of the chief executive officer 
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evidence of Folksam.  
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There exist plenty of comments and reflections from respondents that tes-
tify to the importance of the chief executive officer for the success of inter-
nal control. The internal-control climate is thus not a sole production of ex-
ternal outside influences but very much also a result of attitudes and values 
that top management displays. The executive team become carriers of such 
attitudes, which will inform entire organizational managerial processes (see 
FSB, 2013b:5). Obviously, I realize that these processes are not straightfor-
ward, but respondents do testify to the validity of this relationship.  

If account reconciliations are considered a management priority, then all 
accounts will be effectively reconciled. If claims payment policies are priori-
tized by management, then they will most likely be updated, communicated 
and complied with. And so on and so forth. These chains of causes and ef-
fects underscore the importance of managerial attitudes for the establishment 
of organizational integrity and ethical behavior, and a sound risk culture and 
effective internal control (see COSO, 2013a).  

I have earlier argued that conflicting signals or even mismatches can exist 
between the factors under study. Our concept of mismatch pertains also to 
this case. If, for example, environmental pressures exist but the organization 
lacks true management backing, then processes will be quite visible and 
formal, yet lack in performance and internal-control quality. These controls 
will in this case not be embedded but instead rather superimposed. Conse-
quently there is also a cost component related to unembedded controls, as I 
will also come back to further on.  

This is how managerial attitudes can effectively disable environmental in-
fluences that push for stronger internal control. Respondents agree that top 
management attention is necessary for the possibility of making investments 
in internal-control arrangements, as internal control costs money. Top man-
agers must not consider internal control to be necessarily evil that exists to 
please stakeholders. Rather it must be seen as something that is both neces-
sary and valuable, and that is displayed in both talk and action (Holmes et 
al., 2002, IFAC, 2012; COSO, 2013a).  

According to some respondents, there is always a risk that the production 
of formal controls does not correspond to the achievement of any “real” con-
trol value. You may reduce any regulatory risk and the risk of supervisory 
sanctions, but without producing any real organizational control value be-
yond that. Managerial attention is therefore quite necessary for achieving 
“real” control value in the organization.  

So what about governance? Governance seemingly has a similar effect 
but in our case the effect is largely geared towards monitoring controls. And 
while managerial attitudes work quite implicitly at times, governance struc-
tures have tangible and visible effects on internal-control design, use and 
outcome.  

Governance is a broad term (OECD, 2004:11) that largely refers to the 
oversight that owners exert over management and the corporation (Lazarides 
& Drimpetas, 2008:74). As we know from earlier, governance in our case 
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largely refers to the attention that the board, and in particular the audit com-
mittee, place on internal-control arrangements. In the case of Folksam, the 
important effect of the establishment of the audit committee for internal-
control quality is quite visible.  

It seems clear that the audit committee structure has been instrumental in 
the development of internal-control quality at Folksam (see Franck & 
Sundgren, 2010:86). In fact, without this governance effect, which includes a 
greater emphasis on obtaining assurance about the effectiveness of internal 
controls, it seems unlikely that formal internal-control designs and uses 
would have taken root when and how they did (see Krishnan, 2005; Turley 
& Zaman, 2007; Westman, 2011:121; Hammersley et al., 2012;. Klamm et 
al., 2012:308).  

The audit committee provides a legitimate and high-powered forum 
where treatment of risk and the handling of internal-control deficiencies can 
be discussed by directors along with participants from all three lines of de-
fense: managers, risk and compliance officers and auditors (see IIA, 2013a, 
2013b). These governance structures developed at Folksam based on regula-
tory developments (see Westman, 2011). However, other factors naturally 
contributed, as an audit committee was nonetheless necessary in order to 
tackle increasing environmental and organizational complexities, in the 
views of some respondents (see Eklund & Falkenhall, 2011).  

This fact that a dedicated oversight body was established with the respon-
sibility of ensuring financial reporting reliability, effective risk management 
and internal control had far-reaching effects on internal-control design, use 
and outcome. By establishing such oversight structures, Folksam was able to 
bring about a stronger focus on the design and operating effectiveness of 
internal controls, specifically related to operational risks (see Klamm et al., 
2012:308). This more appropriate oversight brings about attention but also 
structure and independence.  

By attention I mean that their purpose is to further ensure financial re-
porting quality and effective risk management and internal-control systems 
(see KPMG, 2013). By structure I mean an organizational functional body 
that is formally dedicated to affairs of internal control and risk management. 
By independence I refer to the fact that there was seemingly a shift in the 
power balance between risk-taking functions and risk-control functions, to 
the advantage of risk-control functions (see Westman, 2011:121; IIA, 2013a, 
2013b).  

Reporting to a board committee enabled improved independence and had 
a tell it like it is effect. This finding is in line with prior research that shows 
that lack of independence or support from the board impairs internal audit 
effectiveness (e.g. Cortesi et al., 2009). Our finding seems also in line with 
more recent findings by Aebi et al. (2012) on risk governance in the finan-
cial sector, which suggests that independent reporting to the board from a 
risk function perspective is important for the quality of the entire risk-
management system.   
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The independence aspect is thus also quite closely related to the fact that 
(internal) auditors were tied more closely to the board (through the audit 
committee), which in effect became their main speaking partner. Most re-
spondents agree that a gradual shift has been taking place as group-wide 
control-oriented functions have emerged and become increasingly more in-
dependent, and therefore more effective (see FSB, 2013b). As we know from 
the empirical chapter, internal-control issues did not receive the same kind of 
attention earlier as they do towards the end of the study period (see Franck & 
Sundgren, 2010:90).  

This is an important development since internal-control effectiveness is 
about assurance, and, as the basis for assurance is information, independent 
assurance providers have important roles to play in this case. This finding – 
that the work of the audit committee has positive corporate governance out-
comes – is in line with prior research (e.g. Turley and Zaman, 2007). 

As attention to these matters is elevated through this formal board-level 
forum, organizational focus is heightened and internal-control quality will 
improve as a consequence. Consequently there is a very direct and tangible 
result from these firm-level influences. They enable or disable the quality of 
internal control, and therefore they are indeed powerful. This study provides 
strong support for the importance of the tone at the top and audit committee 
structures, and the emphasis that is placed on the internal-control component 
of monitoring (see COSO, 2013).  

As I suggested in the chapter on method, actors are usually quite invisible 
in traditional contingency studies. In this qualitative contingency study ac-
tors are, on the contrary, quite visible. The empirical chapter showed the 
importance of individual actors, and our analysis of Folksam also suggests 
that not only committee members and executives but also senior specialists 
such as risk officers and compliance officers and also auditors are important 
for internal-control success. The importance of displaying the right attitudes 
of individual actors for the shaping of strategies and processes has long been 
acknowledged in the field of strategy (Nilsson & Rapp, 2005:22), but also 
more recently in the field of enterprise risk management (Mikes, 2009, 
2011).  

5.3.1.1 Reflecting on firm-level influences 
This research finds support for the pervasive influences of managerial atti-
tudes for internal-control success. While managerial attitudes towards inter-
nal control remain important, they are naturally influenced by environmental 
forces previously accounted for.  

A second firm-level contingency identified from our case-study research 
involved governance. I observed how this contingency is about providing for 
organizational attention towards internal control, but also about providing 
internal-control oversight structure and improving independence for the sec-
ond and third line of defense at Folksam. I further observed that the govern-
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ance structure in the case of Folksam primarily concerns the audit commit-
tee.  

The audit committee makes a significant contribution by formalizing 
monitoring internal controls that enable formal and structured internal-
control processes to evolve and internal-control quality to improve. The find-
ing that audit committee work is associated with internal-control quality is 
supported by existing studies (e.g. Krishnan, 2005).  

As I noted in the beginning of this section, an important overall observa-
tion is that firm-level influences are all about the enhancement of the 
Folksam control environment and the monitoring controls of the internal-
control system. As these internal-control components increase in quality, this 
will have positive effects on the entire internal-control process and the effec-
tiveness of the internal-control system. Let us now turn to the more detailed 
internal-control design, use and outcome by looking at some specific proper-
ties.  

5.4 Internal-control design, use and outcome 
It is time to more closely examine the changes in internal-control design, use 
and outcome. So far our primary concern has been environmental and firm-
level influences that help describe and explain how internal-control design, 
use and outcome of internal control are shaped at a high level.  

Informed by the case study evidence and inspired by existing literature, I 
have identified a number of properties that largely correspond to different 
aspects of the internal-control process. These properties are useful since they 
are quite telling about the nature of the evolution of internal-control process-
es at Folksam. To large extent I use significant pairings to contrast and theo-
rize about the way internal-control design, use and outcome evolve. This is a 
method suggested by Llewellyn (2003:670).  

Figure 12 below therefore illustrates how I see that internal-control pro-
cesses have developed at the case company. This figure consequently sup-
ports a more detailed analysis of the boxes of internal-control design and 
use, and internal-control outcome, in earlier illustrations. The figure helps to 
describe how the internal-control process evolves based on environmental 
and firm-level influences. This development in internal-control properties is 
obviously ongoing and partly never ending. It is important to point out that 
in Figure 12 I only signal a general direction. I do not attempt to plot 
Folksam at one extreme or the other, although when appropriate I will high-
light in the text any significant shift that I have noticed.  

I recognize the advantages with illustrations but also their weaknesses, 
which is why I will be unable to capture all nuances of the messy reality of 
organizational internal control. I also recognize that the changes to properties 
that are taking place are quite inter-related, as there are no perfect boundaries 
between them. Still I am convinced that these properties provide a fair ac-
count of the way in which internal-control design, use and outcome have 
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developed based on our case study. Figure 12 lets us know that there are 
eight properties that describe the internal-control process, and that are im-
portant for our account of internal-control development at Folksam.  

In sum I make the case that the control environment, the monitoring con-
trols and the risk-assessment processes gradually improves at Folksam, and 
as a result the assurances regarding the effectiveness of the system of inter-
nal control. Our findings are thus aligned with the COSO framework on 
internal control (COSO, 2013a), as I see how internal-control developments 
are quite closely associated with certain internal-control principles proposed 
by COSO. Further, as I see a relationship between the changes in design and 
use of internal control and the effectiveness of the internal-control system, 
this finding is also aligned with the findings of the research by Jokipii 
(2010).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 12: Longitudinal analysis of internal-control design, use and outcome.   
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2013a). Without attention there can be no internal-control quality, nor any 
proper assurance. Attention is increasingly provided through the develop-
ment of formal oversight structures, but also through executive attention and 
the subsequent entity-wide control functions of risk management and com-
pliance. They all contribute to the elevated status of the internal-control pro-
cess (see FSB, 2013b). 

Whereas lack of attention has a negative effect on internal-control pro-
cess quality, more attention, however, will not immediately provide for such 
quality. Additional input to the process is needed. Nevertheless, attention 
will generally have a positive effect on internal-control quality, and the case 
evidence suggests that there is indeed a strong relationship between more 
active oversight, on the one hand, and better controls and better handling of 
internal-control deficiencies, on the other hand.  

The Swedish Corporate Governance Code definitely gave internal control 
a formal and high-profile setting, making it an explicit governance object 
(see Styf, 2011). Earlier there seemed to be much less attention to internal 
control from a governance perspective, and some respondents even suggest 
that the board of directors were quite inactive in these matters. Internal con-
trol seemed mostly like an explicit concern for the third line of defense.  

There is gradually a growing risk awareness emerging at Folksam, trig-
gered in part by external forces and numerous organizational failures. To 
some extent this increasing attention to internal control is a partly reactive 
process, spurred by for example regulatory developments (see Franck & 
Sundgren, 2010; Eklund & Falkenhall, 2011). It seems that without appro-
priate governance structures, there is a risk that internal control would re-
main in audit reports or rest implicitly with the individual responsibilities of 
managers (see Westman, 2011:121; FSB, 2013b).  

In such cases auditors may for example produce reports about internal-
control weaknesses that do not get the proper attention. We know that the 
greater attention to internal control from the board level contributed to mak-
ing (internal) auditors more independent (see FSB, 2013b:8). In this way I 
also see how the control environment changes, and in particular the internal-
control environment principles that go to establishing responsibilities and 
processes for overseeing the internal-control system (see COSO, 2013a).  

The establishment of the audit committee forum led to an entirely differ-
ent level of attention to internal-control matters. With strengthened attention 
from the board level to internal control, the chief executive officer and the 
executive management team will act accordingly (see FSB, 2013b). The 
perspective of the board and its audit committee is fundamental, as they of-
ten may have quite differing opinions regarding risk tolerance.  

Boards are in a position to consider owner interests more directly, accord-
ing to some respondents. While managers may correctly believe an invest-
ment is sound, directors may have quite different opinions, based on the 
preferences of the owners. This development is also quite closely related to 
the internal-control environment principle that goes to making sure that the 
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board and its committees can independently oversee executive management 
(see COSO, 2013a).  

Respondents suggest that the way in which the audit committee can focus 
on matters of financial reporting quality, internal control and risk manage-
ment in turn also enables the full board to become more effective. Gradually 
reporting is refined, and internal-control issues dealt with more promptly 
(see Franck & Sundgren, 2010). The audit committee, supported by control-
oriented functions such as compliance, thus bring about a stronger risk-
challenging culture at Folksam (see FSB, 2013b).  

For “full” internal-control attention to exist there is also the need for a 
chief executive officer that is passionate about these matters, as internal con-
trol obviously costs money and need to add to the value creation of the or-
ganization. Where there is support for internal control from the executive 
level, there is also a platform for making progress, according to the views of 
some respondents (see FSB, 2013b). 

Gradually there is greater attention allocated to control-oriented concepts 
in general and internal control in particular. Monitoring processes are im-
plemented that make sure that risks are identified and assessed. Potential 
risks such as those related to for example HR and competence are identified 
and addressed more systematically, such as those related to sickness and 
health.  

Consequently Folksam can see improvements based on the structured risk 
work in such areas, and so internal-control principles related to the risk-
assessment component of internal control are gradually enhanced at Folksam 
(see Franck & Sundgren, 2010). Capabilities related to risk identification, 
analysis and evaluation are improving (see Sobel & Reding, 2012:81). There 
is greater transparency as controls are checked more often and the compli-
ance function increasingly performs tests of compliance based on corporate 
policies.  

5.4.2 Scope of internal control  
When using the word scope in an internal-control setting, many refer to 
whether controls relate to financial reporting quality only or additional areas 
as well. My use of the term scope in this case refers to a general broadening 
of the concept within the organization, as well as a broadening of internal-
control design and use.  

As we know from the empirical chapter, internal control was largely a ra-
ther narrow formal practice, almost to the point of being secluded. A rela-
tively small group of people formally attended to internal control including 
the chief financial officer, accountants, internal and external auditors and 
dedicated professionals in senior positions such as the chief legal counsel. It 
seems that to a much lesser extent, the formal management of operational 
risks and internal control was practiced by business managers throughout the 
organization.  



206 

This property neatly captures the way in which internal-control design 
and use emerges and broadens throughout Folksam. This has to do with in-
ternal control going from being a rather private affair to a public and corpo-
rate-wide affair (see Power, 2007). Increasingly, various types of risks and 
related internal controls become explicit managerial concerns. Internal-
control processes expand onto the agenda of directors and business manag-
ers.  

New functions are furthermore added or refined between the third and 
first line, such as the functions of compliance and risk management (risk 
control), and later the function of GRC (Governance, Risk and Compliance) 
is also established. No longer are internal auditors the only ones working 
with reviewing internal control, compliance and the way operational risks 
are identified and treated by business managers (see IIA, 2013a). According-
ly the internal-control principle related to the monitoring component, which 
goes to making sure that internal controls are objectively monitored and 
evaluated, is thus enhanced at Folksam (see COSO, 2013a).  

The scope of internal-control review is thus broadened, with additional 
actors taking part in formal evaluation activities, besides claims-handling 
auditors, internal auditors and external auditors (see IIA, 2013a). Developing 
and clarifying additional defenses obviously by default makes for a broaden-
ing of practices. This is consequently about moving towards a more explicit 
combined assurance framework within Folksam, as increasingly manage-
ment assurance, risk-management assurance and independent assurance pro-
viders need to cooperate and coordinate efforts (see Sarens et al., 2012).  

This expansion organization-wise initially makes for a newer and more 
sophisticated control organization. Both centralized and local control spe-
cialists exist, additional functions emerge and thus more people are generally 
involved in the internal-control process. Accordingly there is a need for an 
overall internal-control architect, who helps champion the combined assur-
ance framework (see Oliviero, 2002; Sarens et al., 2012:82, 102), who ties it 
all together, and some respondents point to the chief risk officer or the GRC 
function in that respect.  

While the property of internal-control scope accordingly refers to organi-
zation, it also concerns the risks themselves. A second important develop-
ment namely refers to the extension of risk-management and compliance 
processes. As part of the development accounted for earlier, additional types 
of risks are increasingly covered, and compliance controls that test and 
check for compliance with regulations and policies are gradually broadened. 
Therefore the risk-assessment principles of identifying and treating risk are 
enhanced accordingly at Folksam (see COSO, 2013a). As more sources of 
risks are identified, they can be analyzed structurally and thus treated (see 
Sobel & Reding, 2012).  

Traditional and core risks such as insurance risks and financial risks have 
always been at the core of the organization, to manage risks related to liabili-
ties and assets. And although operational risks are ever present and also form 
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part of traditional financial core risks, they were earlier more implicitly and 
informally managed by managers at Folksam. Folksam have always cared 
for these risks, obviously, although not as formally or in such a structured 
manner. More of the organization simply becomes concerned with the identi-
fication, assessment and treatment of operational and other type of softer 
risks. This is how the capability criteria of Folksam are improving in terms 
of readiness and preparedness along with the maturing of risk-management 
processes (see Sobel & Reding, 2012:70-71).  

Yet risks related to for example pricing and premiums, claims handling, 
risk assessment and payments are indeed well known and have therefore 
always been attended to. Increasingly the first line of defense is identifying 
risks, assessing them and also assigning actions and responsible individuals. 
So this property of internal-control scope is very much about enhancing the 
risk-assessment component of the system of internal control at Folksam, but 
also about establishing accountability processes as part of the control envi-
ronment (COSO, 2013a; also see FSB, 2013b).  

Accordingly this part of the analysis is rather risk management related, 
with environmental influences driving the importance of managing opera-
tional and softer type of risks. The extension of risk-management processes 
also becomes a vehicle for internal-control expansion, as internal control is a 
key companion that follows with operational risk-management practices.  

5.4.3 Accountability 
Accountability is a property that in our case refers to perception and explic-
itness, but also to formalization (which we come back to in the next section). 
Similar to Pfister (2009:66) I differentiate between explicitness and formali-
zation, as I see that explicitness in this case refers to whether organizational 
members clearly perceive what is expected of them regarding internal con-
trol. In our case I see implicitness as something understood and taken for 
granted, whereas explicitness is more tangible, as perceptions are more 
shared amongst organizational members and therefore perhaps also more 
accurate.  

This property concerns the fact that internal-control design and use have 
gone from being more implicit to more explicit at Folksam. Earlier it seems 
that internal-control use was understood, taken for granted and accordingly 
quite implicit. Many respondents testify to this taken-for-granted approach, 
which, however, does not necessarily correspond to poorer internal-control 
quality.  

Once again, internal control over claims-handling processes has always 
been present and functioning, as has internal control over payments. Yet 
little attention was formally paid to the design and use of internal control, 
neither in talk nor in writing. A few years into the new century this changes 
and internal control starts to emerge in talk and writing at Folksam. This is 
due to developments previously accounted for.  
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Previously controlling was mostly the term commonly used by general 
managers and also many specialists. This changes around 2004, although 
some organizational members obviously have in-depth knowledge about 
internal control even much further back. Internal control as a concept and 
design and use was still known mostly to the internal audit department and 
other dedicated control and assurance professionals. Following the Swedish 
Corporate Governance Code and other regulations, we know that there were 
discussions about what internal control was and where it was actually per-
formed.  

In this treatment I relate internal-control explicitness to the terms respon-
sibility and accountability, for I claim that they are indeed relevant in this 
case. How internal control becomes an explicit concept in talk and writing is 
associated with the development where internal control has gone from being 
a managerial responsibility to more of a managerial accountability. This 
means that increasingly reasons for adequate internal control are required 
and supplied within the organization (see Lindkvist & Llewellyn, 2003).  

In my view responsibility processes and trust processes are generally as-
sociated with the taken-for-granted approach, where internal control is up to 
the discretion of each business manager. Earlier fewer people seemed to 
demand or supply reasons for how the system of internal control was in fact 
working. Few people earlier bothered to verify whether the system of inter-
nal control in fact was effectively operating. Perhaps there was less need.  

Environmental and firm-level influences gradually allow accountability 
processes to take roots, where managers are increasingly made accountable 
for operational risk management and the design of internal controls in rela-
tion to their assigned areas of responsibility (see FSB, 2013b:6). This finding 
is in line with the increasing emphasis that is seemingly placed on internal-
control accountability processes in the updated COSO framework (see CO-
SO, 2013a).  

Ultimately I see that increased risk-management transparency will be 
achieved at Folksam, as courses of actions are made more visible, transpar-
ent and open for examination (FSB, 2013b). Earlier it seems that managers 
had more latitude in this respect: the design and use of internal control was 
up to each individual manager. Centralized group-wide control processes, 
along with an overall centralization of the organization, lead to a reduction 
of the general mandate of business managers in terms of risk-taking and risk-
control efforts.  

This is also associated with the gradual making of “fit and proper” of 
managers in the first line of defense, with reference to operational risk-
management and internal-control capabilities (see SOU, 2011; Finansin-
spektionen, 2011b). By fit and proper I mean the assessment that companies 
and financial supervisory authorities must perform regarding its directors 
and executive management, as well as some key people in group-wide spe-
cialist functions. With Solvency II there is seemingly a greater emphasis 
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placed on making business managers fit (i.e. experienced and competent) 
and proper (i.e. trustworthy and financially stable) (see SOU, 2011).  

As perceptions about internal control become clearer also from an overall 
organizational perspective, this suggests that the risk profiles will conse-
quently improve. Improvements refer to better accuracy and completeness of 
risk assessments. Risk-assessment processes that cover operational and soft-
er type of risks are increasingly made from a business line perspective, and 
second and third lines of defense can increasingly challenge their risk work 
as opposed to starting from scratch. This making internal control public is 
accordingly largely about a route that goes from the third to the first line of 
defense.  

5.4.4 Formalization 
Formalization has been defined as the degree to which the norms of a social 
system, such as an organization, are made explicit (House, 1975:22). This 
can be measured by the proportion of codified jobs and the range of variation 
that is accepted within the each type of job (Hall et al., 1967:906). Formali-
zation is also discussed in the internal-control literature, as it can enable 
communication and provide evidence, reduce personnel dependencies and 
support training activities (see COSO, 2013a).  

In my view explicitness is obtained by talking about matters, followed by 
the codification of these same matters. Consequently codification, documen-
tation, formality and to some extent correctness are fundamental attributes 
and terms in the world of formalization.  

In the case of Folksam there has been a slight shift gradually taking place 
in this respect. I see a process whereby internal controls gradually become 
increasingly more formalized, primarily due to regulatory and supervisory 
forces, but greater environmental uncertainty also contributes to this process 
(see Eklund & Falkenhall, 2011).  

This means that more internal-control-related duties are documented. 
These internal-control duties of various sorts consequently go from being 
informal to formal. This is in line with prior research findings on manage-
ment control in turbulent environments, which imply that this is associated 
with reliance on more formal controls (see Chenhall, 2003). 

As I acknowledged above, however, the formalization processes are inter-
twined with processes of explicitness. It is unlikely that there will be a high-
er degree of formalization of internal control if there is no shared sense of 
the concept. As internal control emerges to become a generally known con-
cept, there are subsequent processes of accountability and formalization tak-
ing root.  

It is worthwhile to reflect further on the outcomes of the increasing for-
malization that is gradually taking place, since formalization may have both 
positive and negative effects on performance. It can help standardize work, 
lower dependencies on key personnel and help in training efforts (see CO-
SO, 2013a). A major positive outcome is that formalization processes in fact 
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re-enforce a shared sense of internal control. There is thus a two-way rela-
tionship between the explicit-making of internal control and the formaliza-
tion of internal control. The making of internal control into an explicit con-
cept drives formalization, and formalization in turn drives explicitness and a 
shared sense of what internal control consists of.  

In that way formalization processes in fact improve the general awareness 
and understanding of the concept. The explicit-making and formalization of 
internal control is also a joint necessity for making risk-management and 
internal-control design and use transparent.   

Formalization processes are resource consuming, however. Informal in-
ternal control is cheaper than formal internal control, as more time is allocat-
ed to handling controls formally. This is quite clear from the case evidence, 
as Folksam gradually involves more people to do more internal-control-
oriented work, through the use of templates and similar vehicles of codifica-
tion. There is simply much more attention paid to the adequacy and effec-
tiveness of formal policies and procedures towards the end of the study peri-
od. Earlier such type of controls could be quite informal or even lacking, 
according to some respondents.    

In addition, highly formal internal-control systems may result in tenden-
cies towards bureaucracy, which in turn may impair company performance 
(see COSO, 2013a). As formalization processes increase, respondents em-
phasize the importance of performance, and point to the risk of too much 
focus on formality, which brings little value (see Eklund & Falkenhall, 
2011). Formalization efforts of internal control definitely are resource con-
suming for Folksam, especially towards the beginning of the study period 
and for a few years before matters start to normalize. More formal policies 
and procedures are being developed, approved and maintained.  

Many respondents underscore that formalization efforts must of course 
lead to real control, and not remain primarily as safeguards for external in-
spections. Overly informal internal control, which perhaps was the earlier 
case, is cheaper, on the one hand, but may be careless, on the other hand, as 
you rely on hope and the will of individuals. Excessively formal internal 
control is resource consuming and may hinder creativity and innovation; 
however, it will be transparent and safer. There is always a danger that for-
mality and correctness become too important; the organization can withstand 
any outside scrutiny but make no progress (see Eklund & Falkenhall, 2011). 

There is accordingly a cost component to the controls themselves but also 
the process of formalization as well as to compliance (Eklund & Falkenhall, 
2011). Prior research (e.g. Spira & Page, 2003) discusses adjustment costs in 
connection to the analysis of potential discrepancies between the level of 
formalization within companies and regulatory disclosure requirements.  

The phenomenon of adjustment cost also pertains to our case, as respond-
ents testify to the increasing consumption of resources, due to formalization 
processes that are prompted by an ill-prepared environment (Spira & Page, 
2003). We have seen, however, that towards the end of the study period mat-
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ters start to normalize, as the initial confusion fades to black and new con-
trols are slowly embraced and embedded.  

5.4.5 Consumption  
In a way controls are consumed within organizations, and in our contingency 
treatment of internal-control design, consumption depends on environmental 
and firm-level influences. Different levels of internal-control process quality 
equal different levels of performance. Therefore systems can ultimately be 
more or less effective but also more or less efficient and economical. For 
quality alone does not suffice in this analysis; there is also a matter of quan-
tity and volume, i.e. more or fewer resources that are allocated to the design 
and use of internal control.   

I claim that Folksam consumes more internal control compared to earlier 
(Franck & Sundgren, 2011). Consumption in this case is a metaphor that 
refers to resources and specifically to the procurement and use of people, 
processes and systems in order to produce more effective internal control. 
Executives testify to the increasing costs of internal-control-related arrange-
ments. All risk treatments, including avoidance, mitigation, sharing, accept-
ing or exploiting involve cost/benefit analysis (see Sobel & Reding, 
2012:114-115).  

We know for a fact that additional group-wide control-oriented processes 
have been installed, but also additional individual controls. The increase in 
consumption of control can also be related to the fact that existing controls 
may be performed more diligently and more frequently. Comparing and 
contrasting with earlier times, respondents testify to the overall increase in 
internal control, which in sum contributes to the leap into a different control 
climate that the organization has taken.  

Is the increase in control matched by a corresponding increase in quality? 
I do not see a perfect match in this case. Respondents testify to both under-
consumption and over-consumption of internal control, as some refer to an 
earlier case of under-consumption and a more recent case of over-
consumption. Entering into a new control climate may increase the risk that 
half of the company is checking the other half, according to the views of 
some respondents.  

Some respondents are quite clear about the fact that this leap into a new 
control climate initially did not improve internal-control quality at all. This 
seems mainly due to the fact that controls were super-imposed and not part 
of the regular activities (see Franck & Sundgren, 2010:91). Internal-control 
quality is in fact about risk-conscious people, organizational culture and 
embedded, integrated controls (see IFAC, 2012).  

Once again I claim that this is related to the research by Spira and Page 
(2003) and the case of adjustment costs. As existing risk and control pro-
cesses are extended and new ones are infused into the organization, control 
quantity increases significantly during a transfer period, but not internal-
control quality in a corresponding manner. You design and use controls, but 
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without producing any corresponding additional real control value for the 
organization.  

This is thus related to the embedding of controls and the gradual maturing 
of internal-control processes (Franck & Sundgren, 2010:91). Internal-control 
quality thus lags behind, since new controls need to become integrated and 
embedded in the organizational “DNA” (see IFAC, 2012). However, as ex-
tended risk-management and internal-control processes take root and mature 
along the maturity development axis, the analysis suggests that there are 
substantial benefits to reap, as performance gaps will gradually be filled (see 
Sobel & Reding, 2012: 185). This will entail that risk treatments and risk 
treatment plans, including controls to mitigate risks, will become more effi-
cient and economical as cost/benefits analysis improve and treatment ap-
proaches more reasonable and integrated (see Sobel & Reding, 2012:117-
118).   

5.4.6 Integration  
The literature tells us that there is a huge difference between internal con-
trols that remain embedded in conventional structures and processes, and 
controls that are superimposed and detached from day-to-day activities 
(Picket, 2001; FRC, 2005; Arwinge, 2010, IFAC, 2012; COSO, 2013a).  

The case evidence suggests that integration is quite closely associated 
with internal-control process maturity; however, the analysis is not so 
straightforward. Stating that internal control has gone from being un-
embedded to being embedded is an unfair account, and that is not our atten-
tion with the illustration in Figure 12. I do maintain, however, that for some 
aspects of operational risk-management efforts, this is the general direction 
that has been observed, although this claim needs qualification.  

For as the internal-control process gradually develop, Folksam takes on 
board new designs and new uses, as this entire thesis may be testimony of. 
At the same time we know that internal controls have always been used, for 
without them, Folksam would exist today.  

Rather secluded but fundamental core risks such as insurance risks and 
financial risks lie at the very core of the case company, and therefore the 
handling of those risks has indeed been embedded in the day-to-day business 
activities. Key controls related to the handling of the asset-management ac-
tivity, pricing processes, reserving and claims handling remain in the “DNA” 
of Folksam (see IFAC, 2012).  

As part of the development that I have accounted for earlier, risk-
management processes have expanded. This extension of risk-management 
processes obviously has significant organizational effects. Most noticeably 
and importantly, newer types or risks are increasingly considered and em-
phasized, in particular operational types of risks. Therefore they are also risk 
assessed and dealt with in a structured way.  

Influenced by regulatory developments and the emerging internal-control 
regime of the early years of the 2000s, the concept of operational risk is ele-
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vated, and therefore additional risks are being addressed on a corporate-wide 
basis (see Power, 2005). There is also a noticeable change in terms of the 
internal audit activity that focuses less on administrative risks and increas-
ingly more on operational and business risk.   

Concurrently entity-wide processes regarding governance, risk manage-
ment, compliance and control are slowly evolving influenced by environ-
mental influences (see Franck & Sundgren, 2010; Westman, 2011; Eklund & 
Falkenhall 2011). These two important developments jointly produce new 
designs of risk management and compliance, where various types of opera-
tional and strategic risks and related controls are included in the scope.  

So while these processes of risk management expand to cover more risks, 
more of the business will necessarily be affected, as has been accounted for 
earlier. This development begins slowly towards the end of the last century, 
and gradually evolves during the first years of the new century. Accordingly 
the related processes slowly but surely evolve and mature.  

Consequently the embedding of extended risk-management processes that 
take into account newer risks and additional controls naturally takes time 
(see Franck & Sundgren, 2010:91). The property of integration in our case 
thus refers to these expanded risk-management and internal-control process-
es, which are made group-wide during the early years of 2000 and which 
slowly become embedded. This is about how enterprise risk-management 
processes mature to become more proficient (see Sobel & Reding, 
2012:185).  

It is quite clear that early processes of group-wide operational risk-
management and internal-control processes at Folksam were superimposed, 
and therefore unembedded in the day-to-day activities. Processes were taken 
on board, but they lacked in performance initially, and so there were in fact 
no real control produced, or control was produced but to little business val-
ue. This is about the organization maturing in the new type of control cli-
mate, but it is also about finding reasonable ways of working and tying to-
gether the different lines of defense.  

Integration is also related to the integration of different types of risk cate-
gories, and the way core insurance and finance risks are gradually integrated 
and expanded, to also include operational and other types of risk. Adding 
newer types of risks also entails challenges of integration. Actuaries have 
always been the designated people working with core insurance risks, and 
finance people are involved in market and finance risks.  

And then there is the separate race concerning operational risk that seems 
to involve a large portion of the business. Integration of risks is about joining 
together these different approaches to risk – different risk cultures – under 
the umbrella of the GRC function. The existence of different risk-
management approaches, or risk-management cultures, seems in line with 
the findings from the research by Mikes (2009, 2011).  

The forming of joint group-wide risk-management processes in order to 
obtain better risk profiles, and to better optimize risk taking and risk control 
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efforts is a challenge. This is very much about the strategic foresight of 
Folksam and developing its capabilities to foresee risk and opportunities, and 
levering on those capabilities (see Arnold et al., 2011).  

A joint risk-management process that effectively integrates insurance 
risk, market and liquidity risks with operational and other types of risk is 
ongoing but takes time. Folksam gradually improves its risk profiles it 
seems, as exposures are dealt with in a centralized manner and through the 
increased interaction between actuaries, finance, asset management activities 
and risk management.  

However, the property of integration also refers to the way in which in-
ternal control more explicitly becomes linked to the process of producing 
group-wide corporate strategy, as well as the business strategizing of 
Folksam Sak and Folksam Liv. At the corporate level it seems that integra-
tion is much about the efforts of GRC (and especially those concerning the 
letter G) and the way Folksam is tying together the strategic intent, financial 
objectives, asset management policies and ownership-policies based on the 
required and assessed capital requirements. This is done from the very top at 
the board level in order to secure the initial link between risk appetite, stra-
tegic intent and capital requirements.  

At the business strategy level this is then integrated into the business 
planning process of Folksam Liv and Folksam Sak. The empirical chapter 
described the way organizational members viewed operational and business 
risk-management and internal-control processes, and their links to the annual 
business planning process. These efforts accounted for above are quite close-
ly related to building enterprise risk-management processes, including inter-
nal control, that can be used to create competitive advantages and to further 
help value creation, which is the final maturity stage of such processes (see 
Sobel & Reding, 2012:185).  

This is also how operational type of risks and related internal-control sys-
tems are identified and addressed increasingly more diligently over the study 
period. I noticed that these links early on were quite vague, however they are 
gradually made stronger as processes are being embedded and people’s per-
ceptions evolve. Once again it seems important to emphasize that I in this 
case primarily refer to the extended risk-management processes, which plac-
es emphasis on the identification and assessment of business and operational 
risk.  

A final remark must be made concerning internal-control architecture, 
and which refers to earlier empirical accounts. For structure enables process 
and performance, and if there is no structure then process and performance 
will by default suffer. Both extended enterprise risk-management and com-
pliance efforts are supported and facilitated by architects from dedicated 
support functions. The chief risk officer and the chief compliance officer are 
the key architects in this area.  

There are no corresponding internal-control officers and so internal con-
trol may be seen as a companion to risk management, mostly perhaps opera-
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tional risk management (see Oliviero, 2001, 2002). And so while process 
owners and business line managers design and mange local internal controls, 
this is not fully supported by a corporate-wide approach to internal-control 
designs although passionate internal-control champions of course exist, as 
also noted earlier.  

5.4.7 Risk-management approach  
As I have mentioned, some properties are quite closely related or even over-
lap in some aspects. This is natural since I refer to different dimensions of 
the internal-control process and so they cannot be perfectly separated from 
each other. Another joint development that is taking place, and that relates to 
integration, refers to the fundamental shift in risk-management designs. In 
this case I specifically refer to the way different risk categories are separate-
ly or jointly managed, through either decentralized or centralized processes.  

According to Mikes (2009), literature on risk management in organiza-
tions suggest four typical designs which in turn are driven by different im-
peratives. In our case the silo approach and the holistic risk-management 
approach, which were identified by Mikes (2009), seem relevant, for I claim 
that Folksam gradually moves from a silo approach to a more holistic risk-
management approach.  

Risks were earlier to larger extent treated isolated and there were less 
emphasis on non-financial risks. That situation should be compared to the 
more recent situation which increasingly equals corporate-wide risk-
management processes that includes operational risks and internal controls 
(Power et al., 2013).  

This development is obviously driven by Solvency II framework but also 
by a sense of placing risk and internal control in a wider corporate context 
where there is emphasis not only on shareholder (policyholder) value and 
capital allocation, but also on accountability, internal control and compli-
ance. This is similar to what Mikes (2009:23-25) seemingly calls the inter-
nal-control-based imperative.  

In this context, processes are thus increasingly made corporate-wide in 
nature, as opposed to being decentralized and local in character. These cen-
tralization processes are also linked to the production of accountability pro-
cesses as there is a gradual shift in power balance taking place, as local lati-
tude over risk and internal control gradually is reduced.  

5.4.8 Internal-control effectiveness  
Most of the aforementioned properties go directly to the design and use as-
pects of the internal-control process. Obviously they will ultimately produce 
effects in terms of the overall effectiveness and efficiency of the system of 
internal control.   

We know from earlier that in contingency based studies on management 
control, performance sometimes refers to the effect on company perfor-
mance, e.g. total shareholder return on assets (Nilsson & Rapp, 2005:39; 
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Nilsson, 2010:62). In our case on internal control, performance is about the 
effectiveness of the internal-control system and ultimately about the produc-
tion of assurances to those who need and seek it. So let us discuss the effec-
tiveness of the system more closely.  

Like for all processes, design is fundamental as it directly relates to both 
performance and value creation (Hammer, 2007). We know from the theory-
testing work by Jokipii (2010) that there is a relationship between internal-
control design (structure in that case) and observed internal-control effec-
tiveness. In the case of internal-control processes, value creation is about 
assurances. Controls and assurances, however, cost money which is why 
risk-management efforts will come at different direct and indirect costs (see 
chapter 2, table 1).  

In Figure 12 I suggested that Folksam has moved along the effectiveness 
axis towards higher internal-control effectiveness. This is a reflection of 
environmental and firm-level influences and the changes in internal-control 
properties accounted for in this section. A major driver for internal-control 
effectiveness is attention, as we know. More effective internal-control over-
sight and monitoring through audit committee structures enables operational 
risk-management efforts and the internal-control effectiveness to improve.  

Internal-control effectiveness is based on whether the system of internal 
control is perceived to be present and functioning (COSO, 2013a). As con-
trols are being attended to more thoroughly and diligently than earlier, it 
follows that the effectiveness of internal control is improving. Performance 
improvements are visible from the case evidence as respondents testify to the 
lack of surprises, incidents and better quality in different areas such as finan-
cial reporting, compliance and general process quality.  

Consequently there are movements taking place where the system of in-
ternal control becomes more effective. Internal-control oversight through the 
board and the audit committee seeks more assurances regarding the system 
of internal control, and whereby internal-control design and use is increas-
ingly considered in different ways. There is a feedback loop where assuranc-
es are provided to the audit committee regarding the design, use and effec-
tiveness of the system of internal control. 

Revisiting the theory of contingency fit presented in discussed in chapter 
2, we know that I assume that there can exist both high performing and low 
performing internal-control systems, due to various combinations between 
the environment and firm-level activities. I see that Folksam is moving to-
wards a higher performing internal-control systems, influenced by percep-
tions of greater environmental uncertainty and regulatory and supervisory 
pressures. Governance structures and managerial attitudes concerning inter-
nal-control design and use change accordingly, affecting the performance of 
the internal-control system.   

The design of risk-management and internal-control processes in terms of 
scope also affect internal-control performance. We know that internal con-
trol, and for most part the formal evaluation of operational type of risks, 
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earlier was a concern mostly for the third line of defence. Gradually this is 
changing and so business managers assume greater formal responsibility for 
these matters. Accordingly the internal-control principle related to accounta-
bility processes is enforced at Folksam (see COSO, 2013a).  

Consequently organizational members are made more risk aware which 
enable them to address risk issues more proactively. As a result surprises or 
incidents go down. The fact that operational risks are becoming increasingly 
addressed compared to earlier practices, make risks more visible and there-
fore also more easily treatable. In this way the risk treatment principle of 
internal control is enhanced within the organization of Folksam. In sum 
more of the organization is attending to more risks which over time have 
positive effects on internal-control effectiveness.  

In terms of changes in the perception of the concept of internal control, 
this naturally also has positive effects of the outcomes of internal controls. 
We know from earlier that if there is no shared sense about what internal 
control is and how it should be used, then that will impair internal-control 
effectiveness. As perception increases, there is a platform for doing useful 
and valuable internal-control-related work.  

With reference to formalization, the analysis surrounding the association 
between internal-control formalization and internal-control effectiveness is 
not straightforward. Based on our case evidence, we know that there is a 
greater level of formalization of internal control. I have also observed that 
this may entail dysfunctional components where control may be produced to 
little real organizational control value.  

Formalization efforts consume resources; however they also over time 
contribute to making internal-control processes more transparent at Folksam, 
and to hindering inappropriate courses of actions. So these formalization 
efforts will have differing effects on internal-control performance, which is 
also related to the maturity of the process. These formalization aspects of the 
internal-control process are also quite intertwined with a new control climate 
which obviously takes some time for the organization to get acquainted with.   

The interviews all suggest that the consumption of internal control has 
gone up; perhaps from an under-consumption state if we look further back 
(see Franck & Sundgren, 2010). Although internal-control consumption at 
Folksam seems higher, this is not necessarily matched by a corresponding 
increase in quality. This is mostly due to that control processes and controls 
remain un-embedded for a number of years before they mature and become 
embraced.  

Such a development will make the system more costly, however, it will 
not initially produce real control in a corresponding manner. However, due 
to the fact that internal-control processes normalize, new controls will be-
come embedded and therefore raise the effectiveness of the system.  

Integration is in this way associated with what I above refer to as the con-
sumption of internal control. We know that integration efforts are taking 
place in different ways. In sum these efforts will greatly improve the overall 
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effectiveness, economy and viability of the system as controls become em-
bedded, more risks are better treated and furthermore inter-related risks are 
better managed.  

Integration is about making new controls embedded in conventional or-
ganizational routines, but also about making the link to corporate and busi-
ness planning more robust. We know, however, that these efforts are ongo-
ing and how risks and controls are integrated with strategy consequently 
remains work-in-progress.  

If I look at the property of risk-management approach in section 5.4.2.7, 
and the way decentralized processes with greater local managerial latitude 
have been replaced with centralized processes with less local managerial lati-
tude, and relate that to internal-control effectiveness, I noted higher organiza-
tional standardization and transparency. This means that risks and controls 
will be attended to according to certain set procedures and there will also be 
more challenge for specialists and oversight bodies surrounding risk assess-
ments and risks responses. Obviously this will have positive effects on the 
overall system of internal control (Franck & Sundgren, 2010:90).  

In our case internal control is about small movements along the axis and 
so the internal-control change is quite evolutionary in nature. As the company 
takes smaller or larger steps along the performance axis, the case evidence 
suggests that adjustment costs occur. Adjustment costs are incurred due to 
performance movements where new controls remain un-embedded, although 
it is important to recognize future performance improvement potentials.  

For the analysis indicates that due to the lag in performance effect (i.e. 
the effectiveness of internal control), there are potentially future benefits to 
reap as processes and controls become integrated, embedded and mature. As 
the internal-control system is gradually re-balanced and normalized, quality 
will gradually improve but not costs, as initial investments in internal-
control-related functions, specialists and processes have already been made. 
Therefore performance gaps will be filled as the case company capitalizes on 
the future embedding of processes.  

Revisiting Table 1, which summarized direct and indirect benefits and 
costs with internal-control systems, I see that I can place Folksam in three of 
the four categories. In terms of direct benefits, there is case evidence point-
ing to the fact that financial reporting quality has improved, errors are fewer 
and that the audit committee and the board feels more confidence in the sys-
tem of internal control (Franck & Sundgren, 2010:90). Obviously this has 
not been verified within the scope of this research, although perceptions of 
many respondents point to such improvements.  

In terms of direct costs, obviously internal control at Folksam cost more 
money today compared to earlier expenses due to internal labor costs but 
also other costs. This is suggested by managers in interviews and is support-
ed by the survey by Franck & Sundgren (2010) on Swedish listen companies 
that show higher investments in internal control. With regards to indirect 
costs, there is evidence of opportunity costs occurring, especially if I look at 
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a period where new control processes are being implemented. This is also a 
perception of many managers. As outlined in the methodology chapter, I 
have not verified perceptions with other documentation in order to find any 
final proof – this is beyond the scope of this thesis. However, as the defini-
tion of internal-control effectiveness relates to the perceptions of directors 
and managers about the state of internal-control effectiveness, views found 
during interviews should matter.  

This opportunity cost is represented by the fact that much managerial at-
tention has been allocated to risks and controls but initially to little value. 
This means that much new risk and related internal-control work during the 
emerging period remained un-embedded and were to some extent superim-
posed, which seemingly generated little real control, according to views of 
many respondents. However, over time I see that opportunity costs go down 
based on the case evidence, due to normalization of states and the maturing 
of new processes. In terms of managerial risk aversion, where managers shy 
away from risk, I have not observed any such cost in my case evidence.  

5.5 Concluding reflections 
This chapter on analysis has introduced a number of relationships that I pro-
pose are important for a contingency analysis of internal control based on the 
study of Folksam. The general validity and strength of these relationships 
must naturally be tested by future internal-control research.  

As we observed, I see that the small evolutionary changes in internal-
control designs and uses in sum amount to a leap into a new control climate 
with more internal control as a result. The internal-control components of the 
control environment, monitoring controls and risk assessments are enhanced, 
and so that positively affects internal-control effectiveness. Due to increas-
ing environmental uncertainty and regulatory and supervisory attention there 
is greater attention being paid to the effectiveness of the system of internal 
control. More assurances are being sought and obtained by board of directors 
and audit committee members.  

Ultimately I see that the cost of the system of internal control is rising 
and there is more emphasis placed on formalization as well as internal con-
trol over information technology. However the effectiveness of the system is 
also increasing and there is greater attention being paid to the inter-related 
aspects of risks and controls.  

Based on the internal-control principle of the COSO framework, I see 
that particular principles have been enhanced within the Folksam system of 
internal control. They refer mainly to the control environment, the risk-
assessment component and the monitoring component. Principles of com-
mitment to integrity and ethics, board independence, the establishment of 
appropriate roles and responsibilities as well as enforcing internal-control 
accountabilities have been enhanced. Principles of risk assessment and de-
ciding on risk responses and also environmental monitoring have also been 



220 

enhanced. Finally I see that monitoring controls have been improved includ-
ing how internal control is objectively evaluated and deficiencies addressed.  
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6 Conclusions and Future Research  

6.1 Introduction 
In this final chapter I will close by highlighting key conclusions and provide 
an agenda for future internal-control and corporate-governance researchers. I 
will also reflect on the implications that I see from my research. Based on 
my case-study research I see four broad findings that I start by briefly sum-
marizing below.  

First, there are two environmental influences which significantly affected 
internal-control design, use and outcome. They consist of environmental 
uncertainty and regulatory and supervisory forces. The nature of their influ-
ences differs from each other, but jointly they act to set boundaries and 
frame internal-control design and use at Folksam. The nature and strength of 
these environmental influences thus affect organizational latitude regarding 
internal control. Due to a more turbulent, complex and competitive environ-
ment, I claim that the relative importance of environmental risks has in-
creased.  

Second, there are two firm-level influences that have important effects on 
internal-control design, use and outcome. They consist of the governance 
structure and managerial attitudes and intersect with strategy. The nature of 
their influences on internal-control arrangements is largely similar, although 
slight differences naturally exist. While environmental influences set bound-
aries and frame internal-control work, firm-level contingencies can effective-
ly enable or disable internal-control effectiveness. These firm-level influ-
ences provide means and give possibility and prospect to internal-control 
work.   

Third, my longitudinal research suggests that small evolutionary steps 
have been taken regarding internal-control design and use. In sum these 
steps correspond to a shift in internal-control orientation and a transfor-
mation of practices where Folksam seems to have been moving from a loos-
er towards a tighter form of internal control, with greater transparency in 
operational risk management. This is a result from greater environmental 
uncertainty and the increase in regulatory and supervisory attention to inter-
nal control, which in turn shapes governance structures and managerial atti-
tudes and internal-control arrangements.  

Finally, my examination of internal-control properties describe and ex-
plain how and why internal-control design, use and outcome have changed 
based on context and firm-level influences. In sum I see that primarily the 
components of the control environment, risk assessment and monitoring 
have improved to positively affect internal-control effectiveness. These find-
ings will now be discussed in sections 6.2-6.6.  

 
 
 



222 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
Figure 13: Internal-control framework.   

6.2 Context that sets boundaries and frames   
Figure 13 illustrates the internal-control framework based on our case-study 
research. Environmental uncertainty and regulation and supervision set the 
boundaries and frame internal-control design, use and outcome. This implies 
that they jointly act to influence the level of internal-control quality that is 
both needed and required. Whereas the level of environmental uncertainty of 
Folksam helps determine the level of internal-control effectiveness needed, 
the regulatory and supervisory forces establish what is required.   

In sum I see that greater turbulence, complexity and competition increase 
the relative importance of environmental risks. Monitoring and assessing 
environmental risks thus become more important, yet concurrently more 
challenging. These environmental forces are obviously intertwined, as great-
er uncertainty paired with weaknesses in governance drive the need for more 
regulatory and supervisory attention to internal control.  

The claim that internal control increasingly is regarded as a key regulato-
ry and supervisory object during the study period, in turn also makes it into a 
managerial object that needs to be attended to in a completely different way. 
Let us make some concluding comments regarding the environmental forces.  
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6.2.1 Environmental uncertainty    
I have argued that environmental uncertainty has a significant effect on in-
ternal-control design, use and outcome. This finding is largely aligned with 
prior research by Jokipii (2010:131), which found that perceived environ-
mental uncertainty had effects on internal-control structure.  

My case-study research suggests that three streams of perceptions pertain 
to environmental uncertainty: turbulence, competition and complexity. In 
this case turbulence refers to a truly global financial market place and the 
velocity of events (see Westman, 2011; Sobel &  Reding, 2012:69). Compe-
tition refers to a general commercialization of the insurance industry with 
more actors competing in the market place. Complexity refers to a more 
complex society in general, advanced information and communication tech-
nologies and the demand for greater transparency (see Raz & Hilsson, 2005; 
Kallinikos, 2005).   

In sum I see that changes in these three streams of perceptions create an 
overall perception of greater environmental uncertainty, which in turn entails 
that environmental risks are perceived as relatively more important. So in a 
sense Folksam becomes more vulnerable to external forces.  

For the purpose of this study I have argued that turbulence is important in 
at least four ways. First, it will affect the resilience of the organization. Sec-
ond, it will affect the foreseeability and reliability of future scenarios. Third, 
it will affect the perception regarding the reliability of the financial markets. 
Fourth, increasing turbulence calls for speedier responses, yet making prepa-
rations and being proactive in a highly turbulent environment is challenging 
at best (see Fraser & Simkins eds., 2010; Sobel & Reding, 2012).  

An increasingly more competitive environment makes for a more diverse 
market place. In our case, increasing competitive pressures affect Folksam in 
at least two important ways. First, there is a greater need to be cost-effective 
and run efficient insurance operations. Second, there is a need to become 
more customer oriented and so there is a transformation from product orien-
tation towards customer orientation. There are thus concurrent efforts made 
towards both cost-competitiveness and differentiation (see Nilsson & Rapp, 
2005:66). These forces in turn underlie the activity-sharing aspect of the 
corporate strategy of Folksam and efforts to pool group-wide capabilities 
(see Nilsson & Rapp, 2005:55).  

Complexity refers to a generally more complex society where customers 
have more elaborate needs and requirements. There is greater diversity and 
change in almost any area including the regulatory domains. Complexity 
also increases due to advanced information and communication technologies 
(see Raz & Hilsson, 2005). They make operations more efficient yet more 
interconnected and inter-dependent, and so the world becomes a smaller 
place where adverse events may have great repercussions (see Raz & Hils-
son, 2005; Kallinikos, 2005; Fraser & Simkins eds., 2010). Complexity is 
also derived from the greater demand for transparency from customer, regu-
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lators and supervisors (Power, 2007). In sum I see that reputational aspects 
as a result will become more important to Folksam (Power et al., 2009). 
Concurrently complexity is derived from inside due to a significant increase 
in size and the fact that Folksam is expanding into new territories.  

I see that greater environmental uncertainty affect the activity-sharing as-
pect of the corporate strategy of Folksam to become more important. This in 
turn will include a focus on horizontal efforts towards singled-out customer 
groups and the pooling of group-wide capabilities at Folksam. As a result I 
claim that roles and responsibilities become more important along with rela-
tionship-management controls.  

I also see that greater environmental turbulence may affect business strat-
egy and investment policies to carry more or less risk. We know that the 
casualty insurance business traditionally has been a high growth industry; 
however, due to a crippled risk capacity Folksam Sak, business strategies 
were geared towards greater conservatism and a strict holding strategy for a 
number of years. Highly conservative strategies may affect risk control ef-
forts to become tighter. If every initiative may compromise the survival of 
the organization, the internal control will be tighter with a strong focus on 
minimizing risk.  

Environmental uncertainty will also affect the making of business strate-
gy to become more dynamic in nature. As environmental uncertainty in-
creases, processes will become increasingly dynamic, which in turn corre-
sponds to a more sophisticated case of internal control, and tighter internal-
control efforts. Highly turbulent environments call for speedier responses, 
yet higher complexity also calls for greater care in risk assessments. We 
have seen that the earlier more stable environments of Folksam were less 
demanding and there was less need for frequent and hands-on follow-up on 
risk treatments.   

Finally, due to the inherent nature of the attributes of turbulence, compe-
tition and complexity, environmental uncertainty will quite tangibly affect 
the internal-control arrangements of Folksam. Greater turbulence and com-
petition will drive the need for internal control over product economy and 
cost allocation as well as pricing and production efficiency. Greater competi-
tive pressures will also require stronger controls over roles and responsibili-
ties, and more diversity will generally affect the importance of all change-
related controls.  

Complexity, on the other hand, will drive the need for internal controls 
over IT as well as relationship-management controls and internal control 
over roles and responsibilities once again. Turbulence will call for effective 
controls over asset-management activities and market and cred-
it/counterparty risk, contingency planning and stress-testing based on set risk 
tolerance levels that express floors and ceilings (i.e. risk taking boundaries) 
(see Sobel & Reding, 2012:62-63).   
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6.2.2 Regulatory and supervisory practices 
The other important environmental influence for internal-control design, use 
and outcome at Folksam consists of regulatory and supervisory practices in 
the insurance sector. This finding is aligned with prior case-study research 
by Woods (2009) who found that risk-management controls in an organiza-
tion in another regulated sector, the public sector, were contingent on the 
nature of government regulation and policies.  

The case evidence suggests the never-ending corporate malfunctions have 
contributed to turning internal control into a key regulatory and supervisory 
object. Aligned with the findings from the case-study research by Woods 
(2009:75) on risk management in the public sector, I find that this contin-
gency factor in fact represents a powerful environmental influence. Jointly 
with greater environmental uncertainty, these environmental influences af-
fect Folksam to adopt new designs and uses of internal control, although not 
completely proactively.  

In a sense the influence of the regulatory and supervisory dimension is 
similar to environmental uncertainty as it can impose strategy considera-
tions. I see roughly two different regulatory and supervisory climates to-
wards the beginning and the end of the study period, although there are no 
clear-cut dates obviously.  

Looking back, respondents completely agree that regulatory and supervi-
sory attention to internal control earlier was much lower. Company latitude 
in that case was great. This situation can be contrasted to the situation to-
wards the end of the study period where Folksam has less latitude and thus 
need to make additional internal-control considerations. In a sense, the fact 
that internal control becomes a key regulatory and supervisory object will 
also make it into a completely different managerial object.  

I have argued that greater regulatory and supervisory attention also affect 
the activity-sharing aspect of the Folksam corporate strategy, and make roles 
and responsibilities more important. While environmental uncertainty under-
scores the importance of the activity-sharing aspect of the strategy, regulato-
ry and supervisory attention seemingly push in a slightly different direction. 
The importance of organizational structures and clear and transparent roles 
and responsibilities are elevated. As a result I see a case of slightly conflict-
ing contingencies.  

We have seen that several adjustments to organizational and governance 
arrangements took place from around 2003, including the complete separa-
tion of the boards of the parent companies of Folksam Liv and Folksam Sak.  

I have also argued that regulatory and supervisory attention also quite di-
rectly influences the themes of governance, risk management, compliance 
and internal control. Regulatory attention, including self-regulation such as 
the Swedish Corporate Governance Code, has contributed to the establish-
ment of new governance arrangement, predominantly the audit committee.  
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Regulatory and supervisory influences have greatly contributed to mak-
ing internal control into an explicit concept as opposed to implicit and taken 
for granted. This development will in turn contribute to making both ac-
countability and formalization processes to take roots.  

As a result I see a greater focus on formality and correctness, and, by way 
of formalization efforts, greater transparency is consequently established. 
There is a greater focus on formal policies and procedures. A completely 
different regulatory and supervisory climate drives the need for additional 
controls over compliance objectives, which obviously need the passage of 
both time and use to become properly embedded (see Ahrne & Brunsson, 
eds., 2004).  

6.3 Firm-level influences that enable or disable 
We know that the environmental influences are profound and basic as they 
give direction, set boundaries and frame internal-control work. The firm-
level contingencies, on the other hand, can enable or disable internal-control 
work. They provide means, opportunity and prospect to internal-control 
work, and they are therefore indeed powerful.  

Firm-level contingencies are shaped by environmental contingencies. To 
some extent environmental influences have overriding effects on internal-
control design and use, yet internal-control design and use will be strength-
ened or weakened by the existence or non-existence of certain governance 
structures and managerial attitudes. Even the best of regulatory standards, or 
the highest of environmental uncertainties, will be diminished in power if 
there is deficient oversight and little managerial willingness towards internal 
control. Sufficiently low performing internal-control systems will render the 
organization unable to cope, as regulatory pressures and environmental un-
certainties will have full effect due to poor risk mitigation.  

I have argued that as many perceive that environmental risks become 
more important, and internal control turns into a key regulatory and supervi-
sory object, internal-control oversight structures and management attention 
to internal control develop accordingly. I have also claimed that these firm-
level influences are all about the enhancement of the control environment 
and monitoring control of internal control at Folksam. This claim is aligned 
with the components and principles of the COSO framework (2013a).  

Ultimately I see that changes in governance structures and managerial at-
tention to internal control will drive a higher focus towards internal control, 
which in turn will supposedly make the system of internal control more ef-
fective. Managerial attitudes towards internal control seemingly work quite 
implicitly, while governance is much about structures that enable internal-
control oversight and monitoring to take root.  

In our case the views of respondents are quite clear about the overriding 
importance of the right managerial attitudes for the success of internal-
control work. Managers lead by example, and if faulty attitudes are dis-
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played, that will then adversely affect the diligence with which employees 
design and use internal control.  

Governance structures are also fundamental for internal-control quality as 
they are geared towards oversight and monitoring controls. Lack of appro-
priate internal-control oversight and monitoring will effectively disable in-
ternal-control quality. The case evidence is clear about the important effect 
of audit committee oversight regarding internal control. It seems to have 
been instrumental in the development of internal-control quality. A dedicat-
ed oversight body provides for greater attention, structure and independence 
in risk control efforts.  

So the establishment and development of appropriate governance struc-
tures, predominantly the audit committee, contributed to a shift in the power 
balance between risk-taking and risk-controlling functions, to the advantage 
of risk-control functions. As internal-control effectiveness is all about assur-
ance and as the basis for assurance production is information, independent 
assurance providers have important roles to play in this case (see Sarens et 
al., 2009).  

As the board and the audit committee assume greater responsibility for 
internal-control oversight, this will have positive effects on the effectiveness 
of the internal-control system but also on the effectiveness of the board and 
overall governance. A dedicated committee to accounting, governance, risk 
and internal-control matters enable the full board to become more effective 
in overseeing the business. This finding is aligned with prior studies on the 
subject, such as Turley and Zaman (2007), Krishnan (2005) as well as Cor-
tesi et al. (2009) and Aebi et al. (2012).  

6.4 Towards tighter internal control  
I claim that much indeed has happened during the study period in terms of 
the internal-control efforts of Folksam. I noted in the beginning of this chap-
ter that gradual steps have been taken by Folksam that in sum correspond to 
a shift in internal-control design and use, from looser towards tighter internal 
control. Tight and loose control is a dualism that has been used to illustrate 
the nature of a control orientation within a company (see e.g. Nilsson & 
Rapp, 2005:28-39, 103).  

This dualism is also applicable in a risk-management and internal-control 
setting, where tight internal control corresponds to a frequent and diligent 
follow-up regarding risk treatments and internal-control deficiencies, and 
more hands-on involvement from directors and managers.  

Loose internal control would correspond to the opposite situation, where 
risks are less frequently and less formally followed-up on and where direc-
tors and managers are less likely to be hands-on involved in the treatment of 
different risks or internal-control deficiencies (Nilsson & Rapp, 2005:103).  

Ultimately I see that aforementioned changes in context and firm-level 
influences affect particular principles of the control environment, risk-
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assessment and monitoring components of Folksam to become stronger. As a 
result there are internal-control performance improvements taking place, as 
the internal-control effectiveness improves. However, a greater focus on 
formalization processes also entails dysfunctional components. Greater envi-
ronmental uncertainty, coupled with greater demands for stronger internal 
control from regulators and supervisors, makes it necessary for the internal-
control process to evolve and change accordingly.  

6.5 Towards more transparent risk-taking 
Looking at the case evidence, it is clear that a fundamental effect from new 
and extended risk-management practices refers to increased transparency. A 
consequence of attending to (operational) risks and controls is that risk-
taking initiatives and courses of actions are made quite visible, as opposed to 
being latent and hidden. The responsibility of process owners and business 
line managers for internal-control quality remains, although situations that 
exhibit deficient controls or excessive risk-taking are more likely to be criti-
cized and addressed.  

And so while I acknowledge adjustment costs as accounted for earlier, a 
major business benefit of new accountabilities, clearer roles and responsibili-
ties and extended (operational) risk-management practices is consequently 
transparency. Additionally increased transparency is also related to the fact 
that the assessment of the risk profile is increasingly more precise. Addition-
al and important risks are identified and assessed, and so they are considered 
in the overall analysis of risk profile and in relation to strategy and capital 
requirements.  

6.6 A change in internal-control design and use    
The core of the contingency analysis of internal control rests upon the as-
sumption that internal-control design and use need to fit context in order to 
be effective. I claimed that there was no best way of organizing, and conse-
quently there is no best way of designing and using internal control; it simp-
ly depends on the situation and the varying nature and strength of environ-
mental and firm-level influences, and the level of internal-control perfor-
mance that the organization needs and requires.  

Obviously the situation towards the end of the last century or the begin-
ning of this century compares in some respects to 2010. However, in many 
ways circumstances were different and in some respects they were even ex-
ceedingly different. Following contingency arguments, designs and uses of 
internal control should consequently differ.  

We know that regulatory and supervisory practices have been identified 
as the most powerful influence. I claimed that internal control has been 
transformed to a key regulatory and supervisory object during the period of 
study (Power, 2007; Arwinge & Munkby, 2011; Grant Thornton, 2012). This 
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has significantly affected the level of internal-control transparency and set 
new standards for what is required regarding internal-control design and use.  

However, environmental turbulence, competition and complexity have al-
so quite tangibly affected internal control at Folksam, for in an environment 
with high environmental uncertainty, survival hinges on the preparation and 
treatment of risk. I have claimed that environmental and reputational risks 
have become more important, and so information processes to monitor, as-
sess and respond to such risks become more acute.   

Increased environmental uncertainty, combined with a higher regulatory 
and supervisory focus on internal control, shapes firm-level contingencies. 
As a result I see movements in internal-control design, use and outcomes 
that jointly correspond to a shift in internal-control orientation. As internal 
control gradually becomes a key governance and managerial object, direc-
tors and managers increasingly prioritize internal-control effectiveness and 
so formal internal-control structures and processes take root.  

Formal monitoring controls are embedded in organizational routines 
whereby more attention is paid to risk treatment and internal-control defi-
ciencies. The internal-control uses are becoming more explicit and formal-
ized. From being somewhat of a third-line-of-defense affair, accountability 
processes are enforced and formal operational risk and internal-control own-
ership is gradually shifted. From being a rather secluded practice and mostly 
of concern to dedicated control professionals and individual managers, de-
sign and uses shift from review and evaluation towards design and oversight.  

As operational risk and internal control, supported by entity-wide pro-
cesses, increasingly extends to cover more organizational ground, our find-
ings seemingly compare to some of the findings from the case-study research 
by Mikes (2009). Folksam is shifting designs and uses from a silo approach 
towards a holistic corporate-wide approach, where internal control is aligned 
with governance and risk management and where processes increasingly 
consider risks that are not easily measureable. The reasons behind this de-
velopment do not rest solely on risk management by the numbers (Mikes, 
2009), but also involve better governance, accountability, internal control 
and compliance.  

I have noted that in this present case study, internal-control effectiveness 
is about small movements along an axis and so internal-control change is 
quite evolutionary in nature. I have also noted that changes in internal-
control design and use entail larger internal-control quantity, so the system 
will be more costly compared to earlier. As Folksam takes steps along the 
effectiveness axis, additional costs occur due to the consumption of more 
and new controls combined with the fact that new controls initially remain 
un-embedded, before being gradually embraced, adjusted and embedded. 
Taking steps towards a higher-performing internal-control system will thus 
also entail transition costs, due to changes that may in some respect involve 
a poor fit between environmental circumstances and the firm-level environ-
ment (Spira & Page, 2003, 2010).  
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To conclude, my research suggests at a high level that a leap in practice 
and a shift in control climate have been taking place, including internal-
control performance improvements but bringing transition and additional 
costs. This analysis would in turn suggest the potential for significant future 
benefits, as new processes and controls are embedded and the lag in perfor-
mance is eliminated.  

Revisiting research on internal-control outcomes (see Table 1), I find evi-
dence for direct benefits (i.e. financial reporting quality, fewer errors and 
greater board confidence in internal control) and direct costs (i.e. more ex-
pensive system due to increased labor cost). I have also noted indirect costs 
represented by opportunity costs, as much managerial attention has been 
allocated to risks and controls but initially to little value. However, my anal-
ysis suggests that over time such indirect costs will go down as new designs 
and uses are embraced and embedded in organizational routines. My find-
ings are based on the perceptions and views of respondents, and I realize the 
difficulty in making certain assertions regarding these matters, as also noted 
earlier in the chapter on method.  

Finally, my point of reference regarding internal-control design, use and 
outcome has been the COSO framework. I find evidence that particular in-
ternal-control principles have been enhanced within the Folksam system of 
internal control. They refer to the components of control environment, the 
risk assessment and monitoring. Principles related to commitment to integri-
ty and ethics (principle No.1), board independence (principle No. 2), the 
establishment of appropriate roles and responsibilities (principle No. 3) as 
well as enforcing internal-control accountabilities (principle No. 5) have 
been enhanced.  

The principle of risk-assessing and deciding on risk responses (principle 
No. 7) has been improved, as has environmental monitoring to identify ex-
ternal factors that may affect risk assessments and internal controls (princi-
ple No. 9). Finally I see that monitoring controls have been improved, in-
cluding how internal control is objectively evaluated (principle No. 16) and 
the way in which deficiencies are addressed (principle No. 17) (see COSO, 
2013a). Once again I realize the difficulty in drawing definite conclusions 
regarding these highly complex matters, and there is also no guarantee that 
improvement in particular internal-control principles will lead to effective 
control per se.   

6.7 Reflecting on research findings  
Few things are more useless than activity without reflection, and so it is time 
to make some concluding reflections based on the findings from this piece of 
research. Indeed I set out to make contributions to both academics as well as 
to practitioners. 
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The evolved contingency theory framework of internal control hopefully 
brings important insights that future researchers can use and build upon. In 
addition I hope that the content of this thesis will bring new knowledge to 
the professional practice community. However, ultimately I must reflect 
upon findings and ask myself, so what? Below I make concluding reflections 
based on what I perceive to be the key implications from this research.  

6.7.1 Attention to internal-control architecture   
While an individual control is easy to design, perform and oversee, the entire 
system of internal control is a bit trickier. As companies are unique and op-
erate in widely different settings, there is no one-size-fits-all type of internal-
control system, but rather it needs to be tailored to context and firm-level 
circumstances. As we have seen from my analysis, high environmental un-
certainty will make for a rather complex case of internal control. Such a sys-
tem will by default require more attention, which also includes considera-
tions regarding the overall internal-control architecture.  

In my opinion it is important to take notice of the fact that internal control 
remains a fundamental risk-treatment option (Sobel & Reding, 2012; COSO, 
2013a). Therefore a coherent and holistic approach is also needed when it 
comes to preparing and responding to risk through internal-control applica-
tions.  

While managers, risk managers, compliance managers, IT-managers, in-
ternal auditors and anti-fraud specialists exist, there are fewer internal-
control managers and even fewer internal-control architects. This thesis is 
testimony to the important effects of designs and uses of internal control, and 
so companies need to consider the implications of insufficient attention to 
internal-control architecture.  

A complex system of internal control calls for a joint and holistic ap-
proach, just as with the building of any system or enterprise. I see that there 
is a need to more deliberately address the design and use of internal-control 
principles based on a leading framework such as the COSO framework.  

6.7.2 Aligning strategy and internal control 
Internal control must not be applied as a stand-alone exercise but must be 
integrated with risk assessments, which in turn must remain a part of all 
strategy work (see FRC, 2013:1). This thesis has accounted for the associa-
tion between context, strategy and internal control. More specifically I have 
observed the efforts of integration by Folksam, at different levels. These 
efforts refer to tying together different risk-management efforts and also 
strategy, risk management and internal control. I see three important efforts 
of integration.  

There is firstly a need for integrating different approaches (and cultures) 
regarding risk, concerning financial, actuarial, strategic and operational type 
of risks. Traditional financial risks are managed by finance experts, and in-
surance risks are obviously managed by actuaries. Then there is strategic 
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risk, which is monitored and managed by board of directors and the execu-
tive management team. Finally, there is also operational risk, which is man-
aged by the entire organization.  

Different risks need different competencies and attitudes, so the existence 
of different internal cultures regarding risk is hardly surprising. Still they 
need to come together in more joint approaches, which is also why the func-
tion of the GRC is in demand, based on regulatory initiatives such as Sol-
vency II. This work is undoubtedly challenging.  

There is also a need for making the high-level integration at the corporate 
level, which is about tying together strategic intent, financial objectives, 
asset management policies and ownership policies based on capital require-
ments. This is seemingly the primary responsibility of the board of directors 
who, jointly with the executive team, need to sew together these components 
into an integrated whole. This is all about the concept of risk appetite, and 
while this concept may seem flawed to some people, it is about making clear 
to the organization what the desired level of risk is, how objectives will be 
achieved and what is acceptable and not in terms of risk-taking.  

Thirdly, integration is also about tying together dynamic business plan-
ning efforts with risk assessments, and the re-assessment of risk based on the 
quality of internal controls. The departure is obviously the objectives and 
strategies that come with the business-planning process, based on the strate-
gic intent and strategic objectives, and where risk-assessments need to be-
come embedded in the organizational planning and monitoring activities.  

This part is also about making sure that internal controls are in fact pre-
sent and functioning, so that the actual net risk level corresponds to what is 
desired and acceptable according to directors and managers (COSO, 2013a). 
Improving risk-assessment processes as well as re-assessment processes or 
risks after controls will ultimately lead to better and more efficient business 
and require buffers of capital. This part is indeed about companies’ own risk 
self-assessment processes that are currently being embedded in insurance 
organizations based on the Solvency II regulatory requirements.  

6.7.3 Towards a combined assurance framework     
Governance structures and managerial attitudes have been identified as the 
key firm-level influences for internal-control design, use and outcome. These 
findings thus present support for most practically oriented frameworks and 
regulatory standards that advocate the importance of oversight structures and 
the tone at the top (e.g. COSO, 1992). I found that these influences may in 
fact enable or disable internal-control effectiveness. In the end this is about 
internal-control performance and ultimately about assurances that are sought 
and obtained by directors and managers regarding the effectiveness of the 
system of internal control.   

Companies need therefore to assess their governance structures with ref-
erence to internal-control and risk-management oversight. I propose that a 
requirement for high internal-control quality is that dedicated oversight bod-
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ies exist at the board level. These arrangements may obviously vary based on 
the nature and size of the organization; however, they must provide for prop-
er internal-control attention, structure and risk-control independence so that 
there can be a platform for successful internal-control work within the organ-
ization.   

Sarens et al. (2012) discuss combined assurance, and this is also a con-
cept that fits neatly into my treatment of Folksam. My thesis is an examina-
tion of how roles and responsibilities with reference to risk management and 
internal control have developed over time. In order for 1st-line risk manage-
ment to be fully efficient and effective, 2nd-line risk-management assurance 
and 3rd-line independent assurance need to come together in order to better 
address risks, gaps in risk coverage or avoid duplication of work.  

As risk-management processes gradually mature to become more profi-
cient, I believe much effort should be allocated during the next few years to 
embed an integrated and combined assurance framework in organization. It 
is likely that we will see more combined assurance leaders and officers in the 
near future that help ensure that all organizational assurance work is effec-
tively coordinated.  

6.8 A future research agenda  
This piece of research is quite exploratory in nature. As a consequence I 
have set out to find or refine relationships as opposed to statistically testing 
them. Given the rather novel feature of this research from a Swedish per-
spective, there are accordingly a variety of opportunities for both future the-
ory-generating and theory-testing work. Let us review them below.  

6.8.1 Additional theory-generating studies into GRC   
There is a need for additional theory generating work into the new theme of 
GRC – governance, risk and compliance (see Bhimani, 2009). This present 
study has primarily adopted an internal-control perspective, which is why 
future studies should consider paying more specific attention to the particu-
lar functions of GRC.   

Overall the theme of the GRC is still both rather new and vague, which is 
why it would be of great interest and relevance for internal-control and cor-
porate-governance researchers to delve more deeply into how this concept is 
practiced in action. I therefore propose additional case studies that help fur-
ther uncover current GRC practices at financial institutions. What is GRC, 
and how is it practiced? What components form part of GRC, and what are 
the perceptions of the benefits of GRC?  

Financial institutions are of the highest interest, since they have pioneered 
in risk-management practices, and this is also seemingly where the GRC 
theme has established the strongest roots. Corporate governance researchers 
would do well to use different theoretical perspectives, although contingency 
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theory is a workable approach to finding out about the design, use and out-
come of internal control.  

Additional case studies are also warranted into internal control and its re-
lationship to strategy and risk management. A neat point of departure might 
be to build on this piece of research in order to develop and refine our con-
tingency analysis of internal control. Our research findings must be tested by 
other theory-generating work, and additional studies may help to refine pro-
posed relationships and findings from the present study. What relationships 
will be upheld by additional case studies? Will some relationships warrant 
adjustments? There could also be a specific focus on the relationship be-
tween corporate strategy and internal-control strategy in order to obtain a 
deeper understanding of how they are associated in action.  

In this study I have sought to open up the black box of internal-control 
uses and uncover internal-control outcomes. I have identified important or-
ganizational outcomes that refer to the internal-control system in fact becom-
ing more effective. In addition the case evidence suggests improvements in 
financial reporting quality and board and audit committee confidence in in-
ternal control. Additional theory-generating work regarding additional direct 
and indirect benefits as well as direct and indirect costs of internal control 
would be beneficial.  

Additional case studies could also take their departure specifically in the 
audit committee function in order to develop our understanding of internal-
control oversight. As we have seen from this research internal-control over-
sight has developed greatly, and the audit committee has played an integral 
part in this context. Any such case studies could build upon earlier work 
such as the case study by Turley and Zaman (2007) or Styf (2011). Addi-
tional case studies could also further investigate the relationship between the 
audit committee and other committees such as risk-management committees 
(see Fraser & Henry, 2007).  

Finally, recent academic literature in the area of governance, risk man-
agement and compliance suggest that there is potential for a combined and 
integrated assurance framework within organization (see Sarens et al., 2012). 
This makes for an exciting research avenue where researchers and students 
could do additional case studies to find out why and how organizations are 
combining assurance providers.  

6.8.2 Theory-testing studies into GRC   
Another stream of research that would be highly useful is theory testing. In 
these cases a questionnaire approach could be applied. Few quantitative 
studies have been made from a local Swedish perspective on the use and 
outcome of internal control. However, examples do exist, such as Franck and 
Sundgren (2010). Future studies could take into account the findings from 
the present study and investigate whether these relationships are stable over 
a larger sample of companies.  
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The present study has identified a number of relationships and also inter-
nal-control properties that could be used for quantitative purposes. Are inter-
nal controls more embedded now compared to earlier? Are internal controls 
more formal now compared to earlier? Do they cost more money now com-
pared to earlier? Do internal controls provide better assurance now compared 
to earlier? Are internal controls better linked to company strategy now com-
pared to earlier?  

Additional quantitative studies that go to the direct and indirect benefits 
of internal-control quality are needed. In the previous section I referred to 
Figure 3 in this thesis, which is relevant also in this case. Questionnaire stud-
ies that especially focus on uncovering the indirect benefits of internal-
control quality would be relevant. This is partly due to the Swedish regulato-
ry environment in which companies still disclose rather limited internal-
control-related information. It would be beneficial to do a stakeholder analy-
sis of the way investors, analysts and credit-rating companies view the im-
portance of internal-control quality and how current disclosure practices 
compare to those views.  

Quantitative studies could target directors, audit-committee members, 
chief risk officers or compliance officers to find out more about GRC over-
sight and the inner workings of risk, internal control and compliance. Such 
studies could shed some light on designs, uses and outcomes of GRC based 
on a larger sample of companies.  
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Appendix 1 List of interviews  
 
 

No
. 

Date for 
interview  

Respondent Position of the respond-
ent at the time  

Location / 
Type 

Inter-
view 

length 
1. 2010-05-21 Partik Schinzel  Head of Governance, 

Risk and Compliance 
Stockholm 120 

2. 2010-05-30 Patrik Schinzel  Head of Governance, 
Risk and Compliance 

Telephone 60 

3. 2010-06-11 Patrik Schinzel  Head of Governance, 
Risk and  Compliance 

Stockholm 120 

4. 2010-06-23 Patrik Schinzel Head of Governance, 
Risk and Compliance 

Stockholm 120 

5. 2010-06-24 Tomas Norder-
heim 

Secretary to the Board 
Head of Corporate Man-
agement  

Stockholm 90 

6. 2010-06-30 Anders 
Sundström 

Chief Executive Officer  Stockholm 60 

7. 2010-07-13 Christer Si-
gebrandt 

Former Head of Internal 
Audit  

Stockholm 120 

8. 2010-07-27 AnnKristine 
Wuopio-
Mogestedt 

Head of Claims   Stockholm 120 

9. 2010-08-05 Mikael Öhlund Former Chief Financial 
Officer  

Telephone 90 

10. 2010-08-09 Kjell Ahlberg Chairman, Audit Com-
mittee Folksam Liv 

Stockholm 70 

11. 2010-08-10 Malin 
Arvidsson 

Segment Controller, 
Business Area Partners 
& Business  

Stockholm 80 

12. 2010-08-10 Lars Burman Head of Business Area 
Union (Vice President)  

Stockholm 100 

13. 2010-08-11 Göran Lindblå Vice Chairman, Board of 
Directors Folksam Sak 

Stockholm 100 

14. 2010-08-13 Ylva Wesen Head of Compliance  Stockholm  110 
15. 2010-08-13 Harriet Pontán Head of HR  Stockholm 70 
16. 2010-08-16 Daniel Eriksson Head of Product  Stockholm  90 
17. 2010-08-16 Karin Gunnars-

son 
HR-Controller Stockholm 40 

18.  2010-08-19 Gunnar Anders-
son 

Head of Strategic Devel-
opment (Vice President) 

Stockholm 100 

19. 2010-08-25 Gunnar Fröder-
berg 

Head of IT  Stockholm 80 

20. 2010-09-01 Göte Andersson Construction Auditor, 
Claims   

Stockholm 65 
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21. 2010-09-03 Inger Rost Head of Internal Audit Stockholm 90 
22. 2010-09-03 Sune Wester-

mark 
Former Business Con-
troller  

Stockholm 90 

23. 2010-09-10 Helena Roos Business Controller, 
Claims  

Stockholm  60 

24. 2010-09-10 Jesper Anders-
son 

Group Chief Actuary, 
Sak 

Stockholm 80 

25. 2010-10-05 Michael Kjeller Head of Asset Manage-
ment  

Stockholm 90 

26. 2010-10-06 Maria Liljedahl Group Chief Actuary, 
Liv  

Stockholm 90 

27. 2012-10-zz Anders Bäck-
ström 

Partner KPMG, Statutory 
Auditor of Folksam Liv  

Stockholm 90 
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Appendix 2 Interview guide  
 
Bullet points associated with internal-control design  
 
Regulatory characteristics  
o The overall importance of regulatory characteristics for internal designs 

and practices.  
o Key changes in regulatory requirements with reference to internal con-

trol.   
o The regulations of the financial industry with reference to internal con-

trol.    
o The role of supervisory authorities with reference to internal control.  
o Any changes in supervisory practices with reference to internal control.  
o The role of the Swedish Corporate Governance Code for internal-control 

practices.  
 
Business culture 
o The overall importance of business culture for internal-control design 

and practices.   
o The influence of Swedish business culture on internal-control practices 

of Swedish companies.  
o Changes in Swedish business culture with reference to internal-control 

practices.  
o Changes in Folksam corporate culture with reference to internal-control 

practices.  
 
Industry characteristics 
o The overall importance of industry for internal-control designs and prac-

tices.  
o The financial companies versus other industries – key differences with 

regards to internal control.  
 
Uncertainty and risk exposures 
o The uncertainty in the environment – influence on internal-control de-

signs and practices.  
o Changes in environmental uncertainty and risk and how that relates to 

internal control.  
 
Practical frameworks and information systems  
o The importance of practical frameworks such as COSO, COCO, COBIT 

etc. for internal-control designs and practices.  
o The importance of professional standards (such as external and internal 

audit standards) for internal-control designs and practices.  
o The adoption and application of internal-control frameworks at Folksam.   
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o The role of technology and information systems.  
 
Company objectives and company strategies 
o The importance of company objectives and strategies for internal-control 

designs and practices.  
o Any changes in the link between objectives, strategies and internal con-

trol. 
o The role risk management and its relationship to company objectives and 

strategies.   
o The link between risk-management and internal-control designs and 

practices.   
 
Risk appetite and management attitudes 
o The role of risk appetite.  
o The adoption and development of risk appetite practices at Folksam.   
o The importance of risk-management processes (and risk officers) for 

internal control.  
o The link between risk appetite and company goals and strategies.  
o The link between risk appetite, risk-management practices and internal 

control.  
o The role of management attitudes with reference for internal-control 

practices.  
o Differences in attitudes and the influence on internal controls.  
o Changes in managerial attitudes to internal controls.  
 
Company size and structure 
o The importance of company size and structure for internal control. 
o Changes in Folksam size and structure and how that influence internal-

control design. 
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Bullet points associated with design and application of internal control 
 
o Key actors in the internal-control process.  
o The different roles of the actors in the internal-control process.  
o The risk-management and internal-control processes.  
o The process of applying and using internal controls to mitigate risk.  
o The link to the annual and ongoing objective setting and strategy pro-

cess.   
o The maintenance of internal controls.  
o The use and effect of information systems.  
 
Bullet points associated with the effects of internal control  
 
o The assurance processes.  
o Board review and follow-up on internal-control effectiveness.  
o Managerial review and follow-up on internal-control effectiveness.  
o 2-nd line review and follow-up on internal-control effectiveness.  
o Third-line review and follow-up on internal-controls effectiveness.  
o Visible effects of internal-control processes:  

o Protection of assets. 
o Financial reporting quality. 
o Performance-related effects. 
o Compliance-related effects. 
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