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Abstract 
The paper assessed the relevance of internal control system in 

organizational environment. The existence of any organization is to be able 

to provide values that will justify the objective for setting it up, be it public 

or private concern. This cannot be effectively achieved without having good 

internal control system that will ensure that resources of organization are 

properly safeguard, check and well managed.  Internal control system is a 

whole system of control, financial and otherwise established by management 

to oversee the activities of the organization. Although, the research work is 

a non-survey. The researchers conclude that internal control system is the 

measure procedures put in place by the management of an organization in 

order to help in providing complete and comprehensive means of securing 

the financial and non-financial transactions. Therefore, the responsibility 

for the prevention and detection of irregularities and fraud rest on effective 

and efficient internal control system of any organization. Similarly, the 

researchers recommend that management of any organization should ensure 

that the accountants and audit staff are well recruited and trained properly 

in order to know how to manage the organization internal control system in 

more efficient manner. Also, there should be regular evaluation of control 
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Introduction  
The place of internal control system in 

the effective and efficient 

coordination of the affairs of any 

organization cannot be over 

emphasized. Internal control system is 

the approach that allows managers to 

evaluate how effectively an 

organization functions and how its 

resources operate (Shannak et al., 

2012). Internal control helps to bring 

order, direction and consistency to 

organizations (Masa’deh et al., 2014). 

Hence, an effective system of internal 

control can give managers the means 

to provide accountability for their 

programs, as well as the means to 

obtain reasonable assurance that the 

programs they manage meet 

established goals and objectives (Al-

Syaidh & Al-zubi, 2015; El-Masri et 

al., 2015).Therefore, internal control 

is a whole system of control, financial 

and otherwise established to oversee 

the activities of the organization. 

Besides, organizations need to set up 

effective and efficient control 

mechanisms to ensure the functioning 

of the whole organization and to also 

ensure day to day activities are in line 

with the established rules and 

regulations.  

 

Concept of Internal Control System 

Awe (2005) defined Internal Control 

as ‘the measures taken by an 

organization for the purpose of 

protecting its resources against 

wasters, ensuring efficiency, accuracy 

and reliability in accounting and 

operating data; securing compliance 

with organization policies and 

evaluating the level of performance in 

all divisions of the organization’. 

Millichamp (2002) defined Internal 

Control as ‘the whole system of 

controls, financial or otherwise, 

established by the management in 

order to carry on the business of the 

enterprise in an orderly and efficient 

manner, ensure adherence to 

in order to determine the effectiveness in operation and identify weaknesses, 

so that corrective actions can be taken. 

 

Keywords:  Internal Control System, Control Environment, Control 

Activities, Monitoring and Information and Communication System 
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management policies, safeguard the 

assets and secure as far as possible the 

completeness and accuracy of the 

records’. Also, Robertson and 

Louwers (2002) defined Internal 

Control as a process, effected by the 

entity’s Board of Directors, Management and other personnel, designed to 

provide reasonable assurance regarding the achievement of objectives in the 

following three categories: reliability of financial reporting, effectiveness and 

efficiency of operations and compliance with applicable laws and regulations.  

 

Functions of Internal Control System 

Internal control system directs, controls and monitors the accomplishment of 

organizational goals in an efficient and economic manner. According to Burr, 

Gandara and Robinson (2002) Internal control minimizes the occurrence of 

variances, which may impede the attainment of organization’s specific goal 

enhances free flow of work and it defines clearly the line of responsibility and 

accountability in an organization. It provides basic analytical tools such as 

financial summary, internal authorization of assets, acquisition and investment 

in inventories for sound management decision. It is the very foundation upon 

which the statutory audit is based. It enhances considerably, the conduct of the 

audit. 

All business organizations, regardless of form, size or nature face internal and 

external risks and these risks must be managed. The evaluation and monitoring 

of these risks should be an ongoing process. The system of internal control as 

stated by David and Steinbart (2000) is designed to provide reasonable 

assurance that assets are safeguarded, accounting records are reliable and there 

is compliance with laws and regulations. The small business organization’s 

owner/manager may experience difficulty in implementing many of the 

recommended principles of internal control because of limited numbers of 

employees or because of related high expenses. The owner/manager can prevent 

or detect inconsistencies through constant and careful supervision and 

monitoring of operations. He can identify breakdowns in internal control 

through inquires, inspection, review and observation. Internal control 

effectiveness depends on the trustworthiness, competence and integrity of 

employees and their understanding of prescribed policies and procedures. 

 

Components of Internal Controls 
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The components of internal control have been classified into different 

dimensions such as control environment, control activities, risk assessment, 

information, and communication, and monitoring activities (Arwinge, 2013). 

 

The control environment 

The control environment is seen as the basis of internal control systems which 

influences the control consciousness of all staff of an organization (Ramos, 

2004). Jokipii (2006) opined that the control environment is the style, 

philosophy, and supportive attitude. This is in addition to the ethical values, 

competence, morale and integrity of those concerned with the organization. A 

similar view by Whittington and Pany (2006) described the control environment 

as the structure and discipline that ensures the realization of the main objectives 

of internal control systems. This is in addition to climate affecting the entire 

quality of the internal control systems. 

Messier, Glover and Prawitt (2006) report indicate that for organizations to 

encourage employees about the control awareness and promote control 

consciousness, there is a need for controlling the environment. Several factors 

affecting the control environment are honesty, moral values, pledge of 

proficiency, the board audit committee, and directors with management’s 

operating supervision and organizational culture.  

 

Control activities 

The Control Activities refer to policies, procedures, and mechanisms put in 

place to ensure that directives of the management and controls over financial 

reporting are properly carried out (Aikins, 2011). The control activities are also 

put in place to ensure that all necessary actions are taken to address risks for the 

achievement of organizational objectives. Control activities occur throughout 

the organization. Shelton and Whittington (2008) report that control activities 

include reconciliations, approvals, verifications, reviews of operative 

performance, segregation of duties.  

Similarly, Horngren, Harrison and Oliver (2012) state that vital functions within 

the control environment comprise of the Security of Assets, Segregation of 

Duties, Authorization of Activities, Approval, Verification and Reconciliation, 

Complete Documentation, Integrity in Effectiveness Evaluation. Hence, control 

activities are expected to be implemented by the various levels of management 
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and units within the organization to achieve the overall organization’s 

objectives. 

 

Information and communication system 

International Organization of Supreme Audit Institutions (2004) posits that the 

two important part of the information and communication component of 

internal control is information system and communication. The methods and 

channels an organization implement to communicate policies, directives and 

essential information represents the communication systems (International 

Organization of Supreme Audit Institutions, 2004 & Shin, 2011). Noel (2010) 

maintains that information and communication systems surround the activities 

of a control environment, this allows for the interchange of information 

necessary to control and conduct the organization operations by employees. 

Effective communication within an organization should be all-encompassing 

with information flowing up and down and across all sections within the 

organization (Theofanis, Drogalas & Giovanis, 2011). Recently, information 

and communication component is viewed as one of the internal control systems 

due to the role it plays in influencing the working relationship across all levels 

of an organization (Amudo & Inanga, 2009). Hence, such information must be 

conveyed all through the organization to achieve the organization’s objectives. 

 

Monitoring 

Monitoring denotes assessment of the quality of the internal control structure 

over time. Since internal controls are processes, they need to be adequately 

monitored for assessment of the quality and the effectiveness of the system’s 

performance. By monitoring, the organization gets provided with the assurance 

that the findings of audits and other reviews are promptly determined 

(Theofanis, Drogalas & Giovanis, 2011). Amudo and Inanga (2009).  add that 

monitoring of operations ensures the effective functioning of the internal 

controls system. The monitoring component allows organizations to determine 

whether or not policies and procedures implemented by management are carried 

out effectively by employees. 

In essence, Dinapoli (2007) suggests that, in addition to knowledge of 

individual responsibilities by employees, for organizations to achieve effective 

monitoring of internal controls and reach performance targets, employees are 

expected to have adequate knowledge of the objectives, mission and the risk 

tolerance level of the organization 
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Theoretical Review 

To provide theoretical support to the concepts, two theories are reviewed in this 

subsection. These include agency theory and reliability theory. 

 

The agency theory 

Agency theory is grounded on the idea of separation of ownership (principal) 

and management (agent) who are charged with using and controlling those 

resources. Jensen and Meckling (1976) posit that the agency theory 

acknowledges that incomplete information regarding the relationship, interests, 

or job performance of the agent described could be unfavorable and can 

constitute a moral hazard. Moral hazard and adversarial selection have a control 

over the output of the agent in two ways; inadequate knowledge about what 

should be done and not undertaking precisely what the agent is appointed to do. 

This theory is applies to this study simply because internal control is one of 

many mechanisms used in organizations to address the agency problem by 

reducing agency costs that affect the overall functioning of the relationship as 

well as the benefits of the principal. 

 

Reliability theory 

Gavrilov and Gavrilova (2001) opined that reliability theory defines the 

likelihood of a system finishing its expected function during a particular time 

interval. According to the reliability theory, the reliability of a complete system 

of internal control is defined by dual possible states,‘success’ and ‘failure’.  

The main objective of internal control is to make assessment and control risks. 

This is to prevent material errors or detect them on time to prevent losses. Weak 

internal control systems result in more substantive work and hence greater cost. 

Gavrilov and Gavrilova (2001) opined that the determination of the "weakness" 

of any internal control system is primarily judgmental. Upon the process 

formulation and system reliability estimates, comparison with data from the 

organization’s past financial events or other firms may provide a more solid 

basis for judgment of the impact of an internal control system on the firm’s 

income risk and hence provide for more rational allocation of the auditor's time 

and effort. Messier and Austen (2000) state that one of the primary advantages 

of the reliability theory is its close relationship to the auditor's needs regarding 

understanding the internal control system and control risk assessment. This 

study considered the part of the reliability theory which relates the internal 

control system to component reliabilities (Ndungu, 2013). 
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Limitations of Internal Control System 

Romney and Steinbart (2009) and Hudges (2007) concluded that internal 

control is important in protecting an organization against fraud and errors and 

can also ensure the reliability of accounting data. The bottom line is that control 

activities not withstanding how suitably designed and implemented, can only 

provide reasonable assurance with regard to the attainment of an organization’s 

objectives. Financial mismanagement is as a result of flaws imbedded in the 

control system. 

Some of the limitations could comprise of mistakes made in the implementation 

of controls resulting from the misunderstanding of an instruction, mistakes in 

making judgments during the given period which is based on the available 

information to conduct business under pressure, carelessness, distraction or 

fatigue. High-ranking personnel or managers will be able to override set policies 

and procedures for their own personal benefits even in an effectively controlled 

institution. This should not be conflicted with management intervention, 

representing management’s action to deviate or bypass set policies and 

procedures for legitimate reasons. In determining whether a specific control 

activity must be implemented, the potential impact must be established and 

considered along with the cost of implementation and the possible risk of 

failure. Extreme or unrestrained controls are very expensive and detrimental to 

productivity and less controls poses undue risks to the organization. Automated 

controls or manual controls, which involves separation of duties by two or more 

people might be an obstacle of collusion. 

Steinhoff and Franzel (2006) noted that the major problems associated with 

internal controls and the causes of accountability failure include, the need for 

management to achieve targeted financial reporting results, unseemly and 

biased compensation for executive members, misunderstanding or skepticism 

over take charge of internal control, personal interests against the public 

interest, complying with set rules and regulations over values and principles and 

rapidly changing business environment. 

The scope of control systems used by an entity is limited by cost factors. It is 

not practical from a cost standpoint to engage in controls which give absolute 

or total defense from errors, wastage and fraud; reasonable assurance, in this 

respect, is the most suitable generally achievable. Furthermore, an 

organization’s achievement of operational and strategic objectives could 
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depend on other conditions outside the business, like technological 

advancements or competition, which may either, facilitate or inhibit activities 

of the organization. These factors in their view fall beyond the range of internal 

controls, therefore effective internal control systems enhance timeliness of 

information and response on the progress of the implementation of operation 

and strategic goals and not guarantee the achievements of the strategic and 

operational objectives. 

 

Research Methodology 

The study utilized non-survey research method in its investigation. Data were 

derived from secondary sources, that is, books, journals, official documents of 

the government and relevant information from the internet. 

 

Conclusion and Recommendations 

The existence of any organization is to be able to provide values that will justify 

the objective for setting it up, be it public or private concern. This cannot be 

effectively achieved without having good internal control system that will 

ensure that resources of organization are properly safeguard, check and well 

managed. Internal control system is the measure procedures put in place by the 

management of an organization in order to help in providing complete and 

comprehensive means of securing the financial and non-financial transactions. 

Therefore, the responsibility for the prevention and detection of irregularities 

and fraud rest on effective and efficient internal control system of any 

organization. 

In line with this study the researchers recommend the following: 

i. Management of any organization should ensure that the accountants and 

audit staff are well recruited and trained properly in order to know how 

to manage the organization internal control system very well. 

ii. The management and internal auditors should ensure that accounting 

systems are strictly in compliance with contents of financial memoranda 

and the generally accepted accounting principles 

iii. There should be regular evaluation of control in order to determine the 

effectiveness in operation and identify weaknesses, so that corrective 

actions can be taken. 

 

References 



293   africanscholarpublications@gmail.com                                                                              
 2021 

  

Aikins, S. (2011). Examination of Role of Government Internal Audits improving Financial 

Performance. Journal of Public Finance and Management , 11(4), 306-337. 

Al-Syaidh, N. H., & Al-Zubi, Z. (2015). Transformational Leadership and its Impact on the 

Effectiveness of Employees Behaviour in the Public and Private Jordanian Hospitals. 

Jordan Journal of Business Administration 11(1), 33-47. 

Amudo, A., & Inanga, E. L. (2009). Evaluation of Internal Control System: A casestudy from 

Uganda. international Research Journal of Finance and Economics, Vol 3, 124- 144. 

Arwinge, O. (2013). Internal Control: A Study of Concept and Themes,Heidelberg, Germany. 

Awe , W. O. (2005). The Theory and Practice of Auditing. Akure: Adeyemo Publishing House. 

Burr, T., Gandara, & Robinson, K. (2002). E-Commerce: Auditing the Rage.Internal Auditor. 

David, J. S., & Steinbart, P. J. (2000). Data Warehousing and Data Mining: Opportunities for 

Internal Auditor. Altamonte Springs, FL. The Institute of Internal Auditors Research 

Foundation. 

Dinapoli, T. P. (2007). Standards for Internal Control. Available at 

http://osc.state.ny.us/agencies/ictf/docs/intcontrolstds. 

El-Masri, M., Orozco, J., Tarhini, A., & Tarhini, T. (2015). The Impact of IS-Business 

Alignment Practices on Organizational Choice of IS-Business Alignment Strategies. The 

19th Paccific Asia Conference on Information Systems (PACIS 2015), Paper 215, 

Singapore. 

Gavrilov, L. A., & Gavrilova, N. S. (2001). The Reliability Theory of Aging and Longevity. 

Journal of Accounting, Auditing and Finance, 213(4), , 527-545. 

Horngren, C. T., Harrison, W. T., & Oliver, M. S. (2012). Available at 

http://www.mediafire.com/download. 

Hughes, G. (2007). Advance Audit and Assurance. London: London College of Accountancy. 

International Organization of Supreme Audit Institutions (2004). Guidelines for Internal 

Control Standards for the Public Sector. Retrieved from http://www.intosai.org. 

Jensen, M., & Meckling, W. (1976). Theory of Firm: Managerial Behaviour,Agency costs and 

Ownership Structure. Journal of Financial Economics, 3(4), 305-360. 

Jokipii, A. (2006). the Structure of Effectiveness of Internal Control: A Contingency Approach 

(Ph.D Dissertation, University of Vaasa, Finland. Retrieved from 

http://www.uvafi/materiaali/pdf/isbn-952-476-161-0.pdf. 

Masa'deh, R., Al-Dmour, R. H., & Tarhini, A. (2015). Knowledge Management Strategies as 

Intermediary Variables between IT-Business Strategic Alignment and Firm Performance. 

European Scientific Journal 11(7), 344-368. 

Messier, W. F., & Austen, L. A. (2000). Inherent Risk and Control Risk Assessments. Journal 

of Accountancy, 190(3), 104-107. 

Messier, W. F., Glover, S. M., & Prawitt, D. F. (2006). Auditing and Assurance Services: A 

Systematic Approach. McGraw-Hill, New York. 

Millichamp, A. H. (2000). Auditing. New York: The Bath Press. 

Ndungu, H. (2013). The Effect of Internal Controls on Revenue Generation. A casestudy of 

the University of Nairobi Enterprises and services Limited (Master Dissertation, 

University of Nairobi, Kenya. Available at http://chss.uonbi.ac.ke/sites/default/files/chss. 

Noel, W. M. (2010). Control Environment and Liquidity Level in Indigenous Ugandan 

Commercial Banks (master's Thesis, Makerere University, Uganda), Available 

:http://news.mak.ac.ug/documentsts/makfiles/wathowan-marcelo-noel.pdf. 

Ramos, M. (2004). Evaluate the control Environment: Documentation is only a start, now it's 

all about asking question. Journal of Accountancy, vol. 197(5), , 75-79. 



294   africanscholarpublications@gmail.com                                                                              
 2021 

  

Robertson, J. C., & Louwers, T. J. (2002). Auditing and Assurance Services. New York, 

McGraw-Hill. 

Romney, M., & Steinbart, P. (2009). Accounting Information Systems 11 Edition. New Jersey: 

Pearson Prentice Hall. 

Shannak, R. O., Obeidat, B. Y., & Masadeh, R. M. (2012). Culture and the Implementation 

Process of Strategic Decisions in Jordan. Journal of Management Research, 4(4), 257-

281. 

Shelton, S. W., & Whittington, O. R. (2008). The Influence of the Auditor's Report on 

Investors' Evaluations After the Sarbanes-Oxley Act. Available at 

http://www.emeraldinsight.com/doi/abs/10.1108/026869008108398. 

Shim, K. J. (2011). Internal Control and Fraud Detection, Ist Edition. London, England: 

Global professional Publishing. 

Steinhoff , J. C., & Franzel, J. M. (2006). Challenges Facing the Accountability Profession 

16th Bienniel Forum of Government Auditors,US Government Accountability Office San 

Jose. 

Theofanis, K., Drogalas, G., & Giovanis, N. (2011). Evaluation of the Effectiveness of Internal 

Audit in Greek Hotel Business. International Journal of Economic Sciences and Applied 

Research, 4(1), 19-34. 

Whittington, R., & Pany, K. (2006). Principles of Auditing and Other Assurance Services. 

Boston, MA: McGraw-Hill, Irwin. 

 

  


