
[image: image1]
INCOME TAX, ACCOUNTING, CONSULTING AND BUSINESS ADVISORY SERVICES

JULY 2009

[image: image2.png]



[image: image3]  

      Lisa Muller Roesch, CPA

IMPORTANCE OF INTERNAL CONTROLS IN SMALL BUSINESS

To maintain my CPA license, I am required to take 80 hours of continuing professional education every two years.  These hours are focused in tax, ethics, accounting, auditing, and fraud.  During the past week, I took two classes- “Fraud in Taxes and Accounting” and “Internal Controls for Small Business Accounting Systems”.  Although my work is normally focused on tax and estate planning, I was reminded of the importance of a strong internal control system and was surprised by the fraud statistics that were presented.  Although fraud is not the only cost of a poor control system, it is clearly the most visible and greatest concern to the business owner.  Following are some statistics published by the Association of Certified Fraud Examiners in their “2008 Report to the Nation on Occupational Fraud and Abuse”

· 7% of revenues were lost to fraud in 2008

· Reported fraud losses totaled $994 billion or approximately $6,900 per employee

· The average fraud scheme continues for 24 months before discovery

· Businesses with less than 100 employees accounted for 38.2% of the reported frauds with average loss of $200,000

· Only 6.8% of people who committed the fraud had been convicted of previous fraud

· Approximately 36% of all frauds involved collusion between two or more people

· Approximately 90% of fraud cases involved asset misappropriation with cash being the primary target in 85% of these cases.

· Fraudulent disbursements is the most common scheme to defraud a company of cash .  


· 23.9% billing schemes-median loss $100,000

· 14.7% check tampering-median loss $138,000

· 13.2% expense reimbursements-median loss $25,999

· Skimming represented 16.6% of the cases with a median loss of $80,000.  This occurs when cash is stolen before it is recorded on the company’s books.

· Noncash misappropriations represented 16.3% of losses having a higher median loss of $100,000 and primarily involved inventory and computer losses.

As you can see from this study, fraud is expensive and occurs in the lack of adequate controls or just as important, the lack of implementation of the controls.  Small businesses are also more susceptible to fraud due to limitations on the size and training of staff as well as the cost/risk balance.  In some small businesses, the business objectives are not clearly defined and due to time pressures, limited time is spent planning and defining business goals. With an average small business loss of $200,000, it is essential to implement controls to limit the risk of loss.

While safeguarding of assets and limiting risk of fraud is an important outcome of an internal control system, it is not the only benefit.  Internal controls are designed to assist the business owner in achieving defined objectives.  An effective system can promote the reliability of financial reporting, increase efficiency of operations and assist in the compliance with applicable laws. Strong internal controls can improve the quality of the data used to make key business decisions.    Failure to implement and monitor an effective system can lead to poor business decisions.

Having a successful control system is essential in today’s environment for any small business owner and is an effective management tool that contributes to the achievement of the business. For this reason, more than any other, small business owners should be eager to implement and maintain strong internal control.  If you would like to talk further regarding the specifics of your business, please contact our office.
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