
PHYSICAL CONTROL CHECKS AND INTERNAL CONTROL

Internal control is the process designed to ensure reliable financial reporting, and records, physical control over assets
and records, and independent checks.

COSO now produces guidance on the implementation of internal control systems in large and small
companies. The Cadbury Report noted that risk management should be systematic and also embedded in
company procedures. The control environment includes independent oversight provided by a board of
directors and, in publicly held companies, by an audit committee; management's integrity, ethical values, and
philosophy; a defined organizational structure with competent and trustworthy employees; and the assignment
of authority and responsibility. Independent checks on performance, which are carried out by employees who
did not do the work being checked, help ensure the reliability of accounting information and the efficiency of
operations. Internal audit testing is the internal assessment of internal controls and as such is a management
control to ensure compliance and conformity of internal controls to pre-determined standards. Further down
the chain of command, supervision controls are exercised in respect of day-to-day transactions. Review of
telecommunication call activity reports for personal or non-business related phone calls. Reliability of
financial reporting. Documents allow management to review transactions for appropriate authorization.
Internal audit and internal control Internal audit is an internal but independent assurance function. In terms of
risk management, the internal control system is more than simply checking that, e. Segregation of duties
requires that different individuals be assigned responsibility for different elements of related activities,
particularly those involving authorization, custody, or recordkeeping. Proper authorization of transactions and
activities helps ensure that all company activities adhere to established guide lines unless responsible
managers authorize another course of action. Sound control systems It is not sufficient to simply have an
internal control system since a system can be ineffective and fail to support the organisation and serve the aim
of corporate governance. There are resource constraints in provision of internal control systems, limiting their
effectiveness. Independent Checks on Performance: 1. Top managers of publicly held companies must sign a
statement of responsibility for internal controls and include this statement in their annual report to
stockholders. The head of internal audit should report to the board of directors, or to the audit committee.
Evidence that the recording and summarizing functions that lead to financial reports are being performed
properly. Adequate documents and records provide evidence that financial statements are accurate. Internal
audit supports management in the effective discharge of their responsibilities. Compliance: Increasingly,
organisations have to implement performance standards in relation to compliance. Internal audit should review
operations for compliance with such standards. The directors must pay due attention to the control
environment. For instance, if a cashier does not know when her cash drawer will be counted, she may be more
likely to be honest. The Turnbull guidance described three features of a sound internal control system: Firstly,
the principles of internal control should be embedded within the organisation's structures, procedures and
culture. For example, the same person who is responsible for an asset's recordkeeping should not be respon
sible for physical control of that asset Having different indi viduals perform these functions creates a system of
checks and balances.


