Internal Control – What is Internal Control?
A report published in 1992 by the Committee of Sponsoring Organizations defines internal control as: “a process, effected by an entity’s board of directors, management and other personnel, designed to provide reasonable assurance regarding the achievement of objectives in the following categories:
· Effectiveness and efficiency of operations,
· Reliability of financial reporting, and

· Compliance with applicable laws and regulations.”
Internal control is not one event, but a series of actions and activities that occur throughout an entity’s operations and on an ongoing basis. Internal control should be recognized as an integral part of each system that management uses to regulate and guide its operations rather than as a separate system within an agency. In this sense, internal control is management control that is built into the entity as a part of its infrastructure to help managers run the entity and achieve their aims on an ongoing basis.
Organizations achieve these objectives through the operation of five interrelated components of internal control. These components provide a framework for understanding internal control and assessing its effectiveness.
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It is very important to note that Management (not the internal or external auditor) is primarily responsible for designing, implementing, monitoring and reporting on controls. 
Tone at the Top

As with every internal component, the ways in which management and the board express their beliefs about the importance of internal control have a direct impact on the effectiveness of internal control. 

People are what make internal control work. The responsibility for good internal control rests with all managers. Management sets the objectives, puts the control mechanisms and activities in place, and monitors and evaluates the control. However, all personnel in the organization play important roles in

making it happen. Essentially, every member of an organization has a role in the system of internal control.  
A comprehensive system of internal controls will necessarily involve the design, implementation and maintenance of control-related policies and procedures. 

The most important internal control activities are:
· Segregation of incompatible duties

· Proper Authorization 
· Properly designed records 

· Security of assets and records (physical Control) 

· Periodic reconciliations (independent Checks)

· Periodic verifications

· Analytical review 

What can my Department/Division do? A favorable control environment requires the following elements?
· Establish the right “tone at the top”;

· Develop and implement formal policy and procedures;

· Hire and retain competent and honest staff;

· Establish and maintain up-to-date job descriptions;

· Assign authority and responsibilities;

· Ensure that employees are properly trained;

· Periodically review and document performance;

· Set appropriate goals and criteria for promotion;

Limitations of internal controls
· Considerations of cost – the costs of internal controls never should exceed the benefits they provide;

· Subject to management override – management has the ability to override policy and procedure;

· The risk of collusion – there is always a risk that employees who are supposed to serve as a check on one another may instead choose to work together to circumvent controls.
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