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Internal Control

Definition of Internal Control

Internal control is a dynamic integral
process that is continuously adapting to
the changes an organization is facing.
Internal control is a process designed to
provide reasonable assurance regarding the
achievement of objectives in the following
categories:

(a) Executing orderly, ethical, economical,
efficient and effective operations

(b) Fulfilling accountability obligations

(c) Reliability of financial reporting

(d) Compliance with applicable laws and
regulations

(e) Safeguarding resources against loss,
misuse and damage.

Internal control is, to some degree,
everyone’s responsibility. Management is
primarily responsible for internal control in
their departments. Effective internal control
helps an organization achieve its objectives
but it does not ensure success. There are
several reasons why internal control cannot
provide absolute assurance that objectives
will be achieved with cost/ benefit realities,
collusion among employees, and external
events beyond an organization’s control.

Effective internal control is a built-
in part of the management process. Internal
control keeps an organization on course
toward its objectives and the achievement of

its mission, and minimizes surprises along the
way. Internal control promotes effectivenesg
and efficiency of operations, reduces the risk
of asset loss, and helps to ensure compliance
with laws and regulations. Internal contro]
also ensures the reliability of financia]
reporting i.e., all transactions are recorded
and that all recorded transactions are real,
properly valued, recorded on a timely basis,
properly classified, and correctly summarizeq
and posted.
Rationale for setting up Internal Contyo]
Just as the modern business techniques
have grown in complexity, so also the size
of business enterprises has increased over
the years. What is more, their activities have
expanded, with branch offices or factorieg
scattered over a wider geographical area
than ever before. With the growth in size of
the business enterprise, one-man contro] ig
no longer possible, simply because a large
number of people become involved in its
management and activities. Thus, in recent
years, more attention has been focused on
the methods of internal control, which, aside
from enhancing the over-all efficiency of the
enterprise, can also safeguard its financial
interests by limiting the risks of errors, fraud,
waste and abuse. Internal control means not
only internal check and internal audit, but
the whole system of controls, financial and
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otherwise, established by the management in
f)rder to carry on the business of the enterprise
in an orderly manner, to safeguard its assets
and secure as far as possible the accuracy and
reliability of its records. It is a mechanism
to assure that policies, plans, systems,
procedures and methods produce the results
expected of them.

Management’s role is to provide
leadership that the organization needs
to achieve its goal and objectives and
internal control is a technique used by
management to help an organization achieve
these objectives. To provide accountability,
management is responsible for managing
the resources entrusted to them to carry out
operational activities and to encourage sound
management practices. Internal controls
coordinate a department’s policies and
procedures to safeguard its assets, check
accuracy and reliability of data, promote
operatlonal efficiency, and encourage
adherence to sound management practices.
Internal Control provides three categories
of assurance, effectiveness and efficiency of
operations, reliability of financial reporting
and, compliance with applicable laws and
regulations. Therefore, management of every
organization has to implement the appropriate
internal controls and to maintain them in a
working order.

Objectives of internal control

Internal control helps entities achieve
important objectives and sustain and improve
performance. Government organizations have
to effectively and efficiently develop systems
of internal control that adapt to changing
business and operating environments, mitigate
risks to acceptable levels, and support sound
decision making and governance of the
organization. Objectives of internal control
are to ensure that;

oke

(a) Public revenues, expenditures,
assets and liabilities are managed
in an effective, economic and
efficient way

(b) Public administrations operate in
accordance with the laws and other
regulations

(c) Irregularities and frauds are
prevented in all kinds of financial
decisions and transactions

(d) Regular, timely and reliable
reporting and acquisition of
information are assured for
decision-taking and monitoring

(e) The assets are protected against any
abuse, prodigality and loss.

There are three categories of objectives,
which allow organizations to focus on
differing aspects of internal control;

(a) Operations Objectives-These
pertain to effectiveness and
efficiency of the entity’s operations,
including operational and
financial performance goals, and
safeguarding assets against loss.

(b) Reporting Objectives-These pertain
to internal and external financial and
non-financial reporting and may
encompass reliability, timeliness,
transpar-ency, or other terms as
set forth by regulators, recognized
standard setters, or the entity’s
policies.

(c) Compliance Objectives-These
pertain to adherence to laws and
regulations to which the entity is
subject.

The fundamental concepts of internal
control

Internal control is not a serial process
but a dynamic and integrated process and
it is not one event, but a series of ongoing
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actions and activities that occur throughout
each organization’s operations and should be
an integral part of each organization rather
than an add-on system within an organization.
People are what make interna] control work.
While the responsibility for good internal
control ultimately rests with management, all
personnel from organization play important
roles. No matter how well designed and
operated, internal control can provide only
rea.son.able assurance that all organization
objgctlyes will be met. Establishing and
maintaining a system of internal control
procedures are able to provide reasonable
assurance as to the integrity and reliability of
financial reporting. The cost of internal control
should not exceeq the benefit derived.
Responsible entities and personnel for
Internal control
Management and personnel at all
levels of entitjeg is responsible for internal
:}?:ttﬁ:;mdfr their span of control for ensuring
o ma contrf)ls are established, properly
cumented, maintained and adhered to in

each u ivisi
nit, de.part.ment, division and campus.

review itg Sf;nscti o develop, implement, and
e .
methods shoy M of internal controls. The

d be tajlq i
re
needs of the o izt d to the specific
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responsibje ?nagement 1s ultimately
establishing o l.dentifying risks and
organizatioﬁ’;n INtaining, an reviewing the

;ygtem of internal control. If
responsibility, ¢, rgan.lzation delegates this
have SUfﬁCie;lt © designateq person should
responsibilitieg all\l]thority to carry out these

. - No : .
Senior manager Tmally, thig person is a

) who .
internal audit functiondoes not serve in the

The ;i
Nternal control officer is
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responsible for coordinating the organization
-wide effort of evaluating internal controls,
reporting on reviews, and improving
control activities, using the guidance in this
chapter. This person provides assurance
to the management that the required risk
assessments and the necessary evaluative
processes have been done. Reviewing the
effectiveness of internal control is an essential
part of the management’s responsibilities
while management is accountable to their
organization for developing, operating and
monitoring the system of internal control and
for providing assurance to the organization
that it has done so.

How to design effective Internal Control
system

Designing and implementing an
effective system of internal control can be
challenging operating that system effectively
and efficiently every day can be daunting.
New and rapidly changing business models,
greater use and dependence on technology,
increasing regulatory requirements and
scrutiny, globalization, and other challenges
demand any system of internal control to
be agile in adapting to changes in business,
operating and regulatory environments. An
effective system of internal control demands
more than rigorous adherence to policies and
procedures.

It requires the use of judgment.
Management use judgment to determine
how much control is enough. Management
and other personnel use judgment every day
to select, develop, and deploy controls across
the entity. Management and internal auditors,
among other personnel, apply judgment as
they monitor and assess the effectiveness of
the system of internal control. Internal control
is designed to provide reasonable assurance
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that the entity’s general objectives are being
achieved. Therefore clear objectives are a
prerequisite for an effective internal control
process.

Components of internal control

Internal control consists of five
interrelated components and these are as
follows;

(a) Control environment

(b) Risk assessment

(c) Control activities

(d) Information and communication

(e) Monitoring

Control Environment

The control environment is
the set of standards, processes,
and structures that provide the
basis for carrying out internal
control across the organization.
Management of the organi-
zation establishes the tone at the
top regarding the importance
of internal control including
expected standards of conduct.
Management reinforces
expectations at the various
levels of the organization. The
control environment comprises
the integrity and ethical
values of the organization;
the parameters enabling the
management to carry out its
governance oversight respon-
sibilities; the organizational
structure and assignment of
authority and responsibility;
the process for attracting,
developing, and retaining
competent individuals; and
the rigor around performance
measures, incentives, and
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rewards to drive accountability
for performance. The resulting
control environment has a
pervasive impact on the overall
system of internal control.

Risk Assessment

Every entity faces a variety of
risks from external and internal
sources. Risk is defined as the
possibility that an event will
occur and adversely affect the
achievement of objectives. Risk
assessment involves a dynamic
and iterative process for
identifying and assessing risks
to the achievement of objectives.

Risks to the achievement of
these objectives from across the

entity are considered relative

to established risk tolerances.

Thus, risk assessment forms the

basis for determining how risks

will be managed. A precondition

to risk assessment is "~

establishment of objectives,

linked at different levels of the
entity. Management spemﬁes
objectives within categories
relating to operations, reporting,
and compliance with sufficient
clarity to be able to identify
and analyze risks to those
objectives. Management also
considers the suitability of
the objectives for the entity.
Risk assessment also requires
management to consider the
impact of possible changes in
the external environment and
within its own business model
that may render internal control
ineffective.



Control Activities

Control activities are the
actions established through
policies and procedures that
help ensure that management’s
directives to mitigate risks to the
achievement of objectives are
carried out. Control activities
are performed at all levels of the
entity, at various stages within
business processes, and over
the technology environment.
They may be preventive or
detective in nature and may
encompass a range of manual
and automated activities such
as authorizations and approvals,
verifications, reconciliations,
and business performance
reviews. Segregation of duties
is typically built into the
selection and development
of control activities. Where
segregation of duties is not
practical, management selects
and develops alternative control
activities.

Information and Communi-
cation

Information is necessary for the
entity to carry out internal control
responsibilities to support the
achievement of its objectives.
Management obtains or
generates and uses relevant and
quality information from both
internal and external sources to
support the functioning of other
components of internal control.
Communication is the continual,
Iterative process of providing,
sharing, and obtaining necessary
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information. Internal comm-
unication is the means by which
information is disseminated
throughout the organization,
flowing up, down, and across
the entity. It enables personnel
to receive a clear message
from senior management that
control responsibilities must
be taken seriously. External
com- munication is twofold:
it enables inbound commun-
ication of relevant external
information, and it provides
information to external parties

in response to requirements and
expectations.

Monitoring Activities

Ongoing evaluations,
separate evaluations, or some
combination of the two are
used to ascertain whether
each of the five components
of internal control, including
controls to affect the principles
within each component, is
present and functioning.
Ongoing evaluations, built
into business processes at
different levels of the entity,
provide timely information.
Separate evaluations, conducted
periodically, will vary in scope
and frequency depending on
assessment of risks, effective-
ness of ongoing evaluations,
and other management
considerations. Findings are
evaluated against criteria
established by regulators,
recognized standard-setting
bodies or management and
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the board of directors, and
deficiencies are communicated
to management as appropriate.
Benefits and limitations of internal control

Strong Internal Controls benefits are

described as follows;

(a) Reducing and preventing errors in
a cost - effective manner.

(b)Ensuring priority issues are
identified and addressed.

(c) Protecting employees & resources.

(d) Providing appropriate checks and
balances.

(e) Having more efficient audits,
resulting in shorter timelines, less
testing, and fewer demands on staff.

While internal control provides

rea.son'c.lble assurance of achieving the entity’s
objectives, limitations do exist. Internal
con'tr'ol cannot prevent bad judgment or
decisions, or external events that can cause an
organization to fail to achieve its operational
goa}s. In other words, even an effective system
of internal control can experience a failure.
Limitations may result from the following
factors:

(a) Suitability of objectives established
as a precondition to internal control

(b) Reality that human judgment in
decision making can be faulty and
subject to bias

(¢) Breakdowns that can occur because
of human failures such as simple
errors

(d) Ability of management to override
internal control

(e) Ability of management, other
personnel, and/or third parties
to circumvent controls through
collusion

(f) External events beyond the
organization’s control

PR

These limitations preclude the manage-
ment from having absolute assurance of the
achievement of the entity’s objectives,that is,
internal control provides reasonable but not
absolute assurance. Notwithstanding these
inherent limitations, management should be
aware of them when selecting, developing,
and deploying controls that minimize, to the
extent practical, these limitations. Another
limiting factor is that the design of an internal
control system faces resource constraints.
The benefits of controls must consequently
be considered in relation to their costs.
Maintaining an internal control system that
climinates the risk of loss is not realistic and
would probably cost more than is warranted
by the benefit derived. In determining whether
a particular control should be established,
the likelihood of the risk occurring and the
potential effect on the entity are considered
along with the related costs of establishing a

new control.
Khine Aung
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Professional Quotients (PQ) for
Success of Professional Accountants

I have been in the accounting
profession since 1 April 1996 when I
started to serve as an articled clerk with
Win Thin & Associates. Over the years,
I never thought of what specific qualities
are vital to the success of the professional
accountants who could be either in
business or in practice. When I read an
article titled “Professional Accountants-
the Future” written in a report prepared
by the Association of Chartered Certified
Accountants (ACCA), I would like to share
with my fellow colleagues the qualities
of professional accountants which is
absolutely necessary for our success in this
dynamic change of business environment.

We usually talk about people's
Intelligent Quotient (IQ) that is
important for success of a professional
accountants. However, in this rapid
change of business environment and
increasing demand and expectation of our
clients and employers, we professional
accountants should possess Professional
Quotients (PQ) which consists of seven
areas in order to maintain our success

and meet expectation and requirements
of our stakeholders including our clients,
employers, regulatory authorities. The
seven areas of PQ is defined in the ACCA’s
report as follows:

1) Technical Skills and Ethic Quotient
(TEQ)

It is the skills and abilities to
perform the activities consistently to a
defined standard while maintaining the
highest standards of integrity, objectivity,
professional competence and due care,
confidentiality and professional behaviors
including independence.

This is the core skills we professional
accountants must acquire but this quotient
alone is not sufficient for our success since
we need other six quotients which must
surround TEQ.

2) Creative Quotient (CQ)

It is the ability to use existing
knowledge in a new situation, to make
connections, explore potential outcomes,
and generate new ideas.
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In this competitive and dynamic

cl;angmg Yvorld, CQ is vital to the success
of professional accountant.

3) Digital Quotient (DQ)

oxisti Itis the awareness and application of
. abl?ﬁ and emerging digital technologies,
pabilities, practices and strategies.

advanoi)elsle to rapid changes in digital

ot bo al; lprofess1on.al accountants may

o ece le to survive and sustain its
S§ without having this quotient.

4) Intelligent Quotient (1Q)

knowlIQ is the ability to acquire and use
edge covering thinking, reasoning
and solving problem.

5) Emotional Quotient (EQ)

_ The ability to identify our own
emotion and those of others, harness and

apply them to tasks, regulate and manage
them.

6) Vision Quotient (VQ)

The ability to anticipate future
tre.nd.s accurately by extrapolating
existing trends and facts, and filling the
gaps by thinking innovatively.

Without VQ, success of our profe-
ssional accountants will not be lasting.

7) Experience Quotient (EQ)

The ability and skills to understand
clients' expectation, meet desired outcomes

and create value.

In conclusion, all professional
accountants need to develop and balance
necessary professional quotients to better
serve our clients and employers as well
as to be successful in our career path, and
what the optimal mix of these quotients
will depend on our specific career domain,
organization, industry, role and geographies
and it needs to evolve in response to future
change of business environment.

I wish sincerely all our fellow
professional accountants a big success in

future.

Moe Kyaw




cs8eeEadl:
eco:Smxnnse§

eco%ems@Fmg
B eésméz%eoo

B omoseayeel

C C C ®
E]@eooocagooqczoéa“f)ea:

OFFICE OF THE AUDITOR- GENERAL OF THE UNION

S‘.n-‘,_u)r'::

_l _* VV > " .
E It il Y
o A Mo, W






