
  
    

 

 

 “Dimitrie Cantemir” Christian University 

Knowledge Horizons - Economics  
Volume 5, No. 4, pp. 118–121 

P-ISSN: 2069-0932, E-ISSN: 2066-1061 

© 2013 Pro Universitaria 

www.orizonturi.ucdc.ro 
   

 
 

Evaluation of Internal Control 
 
 

Gheorghe SUCIU1, Pipu-Nicolae BÂRSAN2 

 
1,2“Dimitrie Cantemir” Christian University Braşov, Romania, 1E-mail: ucdc.suciu.g@gmail.com, 2E-mail: nbarsan@gmail.com  

 
 

Key words: 
Internal control, internal audit, internal 
control mechanisms, internal control 
questionnaire, planned detection risk 

JEL Codes: 

Abstract Performance is indissolubly tied to control. Performance cannot be obtained without a 
strong, adequate control, regardless if it is in the public or private sector. Control is one 
of management’s attributes and it must be organized, implemented and evaluated in 
every company, regardless of its size. Each person from a company participates to a 
greater or lesser extent in the control activities. 
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1. Introduction 
This article aims to provide new insights into the 
methods used for the evaluation of internal control in 
public and private entities. Internal control 
encompasses all the forms of control carried in a 
company, including the internal audit, established by its 
management, in accordance with its objectives and 
legal regulation, in order to ensure that funds are 
administered in an economic, efficient and effective 
way, at the level of all organizational structures, 
respecting the methods and procedures stipulated by 
law or norms of applying the law.   
Internal control encompasses all the organized, 
formalized and permanent instruments and procedures, 
chosen by the company’s management, implemented 
by those responsible at all levels, in order to administer 
its activity and in accordance with the objectives for 
which it was established. 
This work is a result of scientific research, based on the 
analysis of literature regarding the evaluation of internal 
control.  
 
2. Evaluation of internal control of public 
entities 
The internal control of public entities can be evaluated 
by the Court of Accounts and internal public auditors.   
 
A) Evaluation done by the Court of Accounts  
The evaluation of internal control of public entities by 
the external public auditors (Court of Accounts) targets 
the internal control systems in relation to the 

management standards and internal control of public 
entities. 
When evaluating the internal control system, the 
external public auditors will take into account also the 
results of the internal audit service’s results, verifying if 
the information provided by them is credible and useful.  
The external public auditors must know the internal 
control of the evaluated entity and must identify the way 
in which it prevents, detects and corrects the errors in 
the economic operations done by the public entity. 
These auditors will see if there is a connection between 
the objectives of the public entity and internal controls 
in conditions of profitability, efficiency and efficacy.  
After evaluation the internal control system, external 
public auditors establish if it was planned according to 
legal regulations and give ratings (very good, good, 
satisfactory, unsatisfactory).    
Public entities that are verified by the Court of Accounts 
are obliged to send to it, by the end of the first trimester, 
for the previous year, a report regarding the way in 
which the internal audit activity is being performed.  
In their evaluation of a company’s activity, external 
public auditors must analyze if internal control 
requirements are being followed, respectively if the 
people who manage the public funds or public 
patrimony use the public funds and administering the 
public patrimony in a legal, regular, proficient, efficient 
and effective manner. 
External public auditors must evaluate the activity of 
internal audit of public entities because:  
1. internal audit is part of the internal control system;   
2. the activity of internal auditors can be used to obtain 
parts of the audit evidence which is necessary to 
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accomplish the objectives of the mission of external 
public audit.  
In order to determine the degree to which the function 
of internal audit can be relevant to the company’s own 
activities, the external public auditor must have some 
knowledge regarding:   
a) the nature of the responsibilities of the internal audit 
function and the way in which the internal audit function 
is concordant with the entity’s organizational structure;  
b) the activities carried out or which will be carried out 
by the internal audit.  
 
B) Evaluation done by the structures of public 
internal audit  
One of the main tasks of the compartments of public 
internal audit is that they evaluate the internal control. 
An efficient internal control implies a good formal 
organization of the public entity.  
Internal auditors verify if the public entity established 
an evaluation function of the internal control which 
elaborates policies, plans and programmes to unfold 
these actions.   
The control’s main requirements derive from the 
following:  
a) the manager must ensure the continuous verification 
and evaluation of the functionality of the internal control 
system and of its elements; failures or other problems 
must be solved operatively, through corrective 
measures;      
b) verification of operations guarantees the contribution 
of internal controls to reaching the objectives;  
c) the evaluation of the control’s efficacy can refer to, 
depending on the specific and/or circumstantial 
requirements, either to all the public entity’s objectives, 
or to some of them, option that is established by the 
manager;   
d) the manager establishes the evaluation of the 
control’s efficacy. 
The main documents that reflect formal organization of 
the public entity are: organization charts, organization 
and operation regulations and job descriptions.     
The organization charts (hierarchical) describes the 
document through which the organization structure of 
the entire entity or just some of its compartments can 
be represented. Establishing the general organization 
charts of the public entity needs some prior 
determination of:  
• The relationship between the departments/jobs and 
drawing up the related relationship diagrams;  
• The decision-making and informational flow between 
the departments/jobs;   
• The hierarchical levels, the administrative norms and 
decision-making components;  
• The number of management and execution jobs for 
each department. 

The organization and operation regulation (OOP) is the 
document with normative character, through which the 
organizational structure of the entity and of its 
subdivisions is brought under regulation. It also 
establishes and distributes the activities, attributions, 
competences and responsibilities for each management 
position and for the departments, and also the 
relationship between them.   
The job description is the document which contains all 
the essential, formal characteristics of a job. In general, 
the job description contains: the name of the job, 
individual objectives, tasks, competence, 
responsibilities, the relationship with other jobs, specific 
requirements regarding the qualifications, qualities, 
abilities and skills which are needed in order to carry 
out the individual objectives established for the 
specified job. 
The public internal auditors, when evaluating an entity’s 
activity, must analyze if the people who manage the 
public funds or public patrimony carry out a good 
financial management by using the public funds and 
administering the public patrimony in a legal, regular, 
economic, efficient and effective manner.   
 
3.  The evaluation of internal control in 
commercial companies 
For an efficient evaluation of the internal control, it is 
necessary for financial auditors to understand the key 
concepts of internal control and risks related to the 
control. An internal control system is formed of policies 
and procedures created to offer the management a 
reasonable insurance that the entity will attain its 
established objectives. These policies and procedures 
are called “control mechanisms” and represent on the 
whole the entity’s internal control. 
There are 3 key concepts that are at the basis of the 
study of internal control and of the estimation of control-
related risk: the management’s responsibility, 
reasonable insurance and inherent restrictions.    
Organizing, implementing and evaluating the internal 
control is the management’s responsibility.  Financial 
auditors are the ones who evaluate the internal control 
and signal its problems to the management. The 
internal control mechanisms will give a reasonable 
insurance, but not absolute, that the financial situations 
represent an exact image. 
Internal control mechanisms are conceived by 
managers after the analysis of costs, but also the 
benefits generated by their implementation. It is many 
times cheaper to hire internal auditors to make in-depth 
audits than to bear higher costs related to the internal 
control.  
Internal control mechanisms will never be considered 
as fully efficient, irrespective of how rigorously they 
have been planned and applied. Even if there were an 
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ideal internal control system, its efficiency would still 
depend on the competence and trustworthiness of the 
people using it.     
Internal control depends to a great extent on the quality 
of the personnel. Thus, ensuring an efficient internal 
control depends on the methods used for hiring, 
evaluating, training, promoting and compensating the 
personnel.   
The process of understanding the internal control and 
estimating the control related risk has multiple stages:   
1) Acquiring an understanding of internal control 
(design and function);  
2) Estimating the control related risk;  
3) Testing the control mechanisms;  
4) Determining the planned detection risk and the 
substantial tests.   
 
1) Acquiring an understanding of internal control  
The financial auditor must analyse the components of 
internal control. In order to evaluate the internal control, 
the auditor will use many control tests called 
“procedures for identifying the projected and applied 
control mechanisms”. These tests will trace1: 
a) The update and evaluation of the auditor’s prior 
experience with the entity in question, because control 
systems and mechanisms do not change frequently, 
and these pieces of information can be updated and 
considered a starting point for the plan’s audit in 
process;  
b)  Questioning the client’s personnel, key personnel, at 
the management and operative level, either for the 
initial gathering of information or updating the previous 
information;  
c)  Browsing and understanding the manual of the 
internal control mechanisms;  
d)  Inspecting the supporting documents and accounting 
journals for a better understanding of internal control 
mechanisms;  
e)  Observing the activities and transactions that take 
place in the company, which will help the auditor to 
analyze the way in which internal control mechanisms 
work.  
There are 3 methods that can be used to understand 
internal control: narrative presentation, sequential 
diagrams and internal control questionnaires.   
A narrative presentation is a written description of 
internal control mechanisms, which must contain data 
about the following 4 elements:  
� The origin of each document and registry record 
from the system;  
� All the processing that takes place;  
� The position occupied by each document and 
registry record;  

                                                           

1 Morariu A., Stoian F. (2010). Audit financiar, ASE Bucharest, p. 35  

� The presentation of relevant reducers for shielding 
the identified risks (separation of tasks, authorizations, 
checks and approvals).   
A sequential diagram of the internal control is a 
symbolic and schematic representation of the client’s 
documents and of their chronological sequence in the 
entity. The sequential diagram also takes into account 
the 4 elements used in the narrative presentation.  
The internal control questionnaire contains questions 
about control mechanisms applied in each of the areas 
subjected to the audit. In most cases, the questions are 
“yes/no” questions, negative answers possibly 
indicating some shortcomings or deficiencies of the 
internal control system.  
The main advantage of using a questionnaire is that 
each audited domain is analyzed, right from the start of 
the audit mission. The main disadvantage is that only 
the components of the control system are examined, 
without having a full overview.   
 
2) Estimation of control-related risk  
The analysis of control-related risk implies 4 specific 
forecasts: 
A) Estimating if the financial situations are auditable. 
The auditable character is given by two factors: the 
management’s integrity and the suitability2 of the 
documents and accounting records. If the conclusion is 
that the entity is not auditable, the auditor will talk with 
the entity’s management about the conclusions and 
either s/he withdraws from the commitment or issues an 
audit report that show a refusal to express an opinion.   
B) The initial estimation of control-related risk, based on 
the way in which control mechanisms function. The 
initial estimation starts by taking into consideration the 
control’s background. If the management considers the 
internal control as irrelevant, the probability that the 
specific control activities are reliable is very low. In this 
case, it is presumed that control risk related to all the 
audit objectives regarding the operations is maximum 
(high, will be marked with 1.0). If the management’s 
attitude towards the internal control is positive, then the 
auditor will analyse the procedures and policies of the 
other 4 components of internal control: control activities, 
control systems and communication, evaluation of the 
entity’s risks and monitoring the inspections.    
In case of small entities, or in case of entities that are 
being audited for the first time, the auditors presume 
that the control risk is maximum, irrespective of the real 
situation (the management’s attitude towards the 
internal control).  
C) Determining if an estimated lower control risk can be 
justified. When auditors believe that the real control risk 

                                                           

2 An adequate internal control is equivalent to a high quality internal 
control 



Knowledge Horizons  - Economics 

Volume 5, No. 4, pp. 118–121, © 2013 Pro Universitaria 

 

 121 

can be much lower than the initial estimation, they can 
justify the determination of a lower estimated control 
risk.   
D) Determining the adequate level of the estimated 
control risk. After the auditor makes the initial 
estimation and analyses if a lower control risk is 
possible, s/he can decide which control risk should be 
used: the one from the initial estimation or a lower one.  
One of the shortcomings of internal control is the 
absence of adequate control mechanisms, which 
increases the risk of errors in the financial situations. In 
order to identify the main shortcomings of internal 
control, one can use a four step method3: 
� Identifying the existent control mechanisms;  
� Identifying the key control mechanisms that are 
absent;  
� Determining the possible significant errors; 
� Analyzing the possibility of a compensatory control 
mechanism.  
 
3) Testing the control mechanisms 
Testing the control mechanisms can be done through 4 
procedures: 
a)  Questioning the client’s most relevant employees;  
b)  Examining the documents, evidence and reports. 
Many control mechanisms leave a clear trace of 
documentary evidence. When a client’s order is 
registered, it is used to make a sale, which must be 
approved by the management for crediting. The client’s 
order will be attached to the sales order, as an 
authorisation for future operations.   
c)  Observing the control related activities is used when 
certain control mechanisms do not leave traceable 
documentary evidence. In this case, the auditor 
observes the way in which these mechanisms are 
applied.   
d)  Retracing of the client’s procedures. For example, 
the client has a sales price catalogue. Retracing means 
that the auditor compares the catalogue prices with the 
accounts prices. If there are no errors between the two 
components, then it is considered that the internal 
control procedure functions.  
 
4) Determining the planned detection risk and of the 
substantial tests 
The auditor uses the results of the risk control 
estimates and of the testing of control mechanisms to 
determine the planned detection risk and to define the 
substantial tests that correspond to it. The operations’ 
substantial tests are audit procedures through which 
the presence of monetary errors is tested, to determine 
if the 6 audit objectives (existence, completeness, 

                                                           

3 Arens A., Loebbecke J. (2003). Audit, O abordare integrată, 8th  
edition, Arc Publishing House, Chişinău, p. 356  

preciseness, classification, chronology, systematization 
and integration) related to the operations have been 
reached for each category of operations.  
 
4. Conclusions 
Because of the great variety of public or private entities, 
there is no single control model that could serve as a 
reference for all. 
Control must be adapted to changes that can occur in 
the entity. An ambiguous organization (the employees 
are uncertain about the tasks they must perform, the 
competencies are not adequate to carry out the tasks, 
responsibilities are not clearly defined), an excessive 
organization (exaggerated costs, and the results are 
lower than the efforts), or a rigid organization (the entity 
does not adapt permanently to changes) must be all 
avoided.   
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