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4 Critical Reasons Smaller Organizations Need Internal Control
 

I often hear from colleagues that many of their small business and startup clients
lack an adequate and effective system of internal control. In fact, the Association
of Certified Fraud Examiners' Report of the Nations on Occupational Fraud and
Abuse found that small organizations implemented anti-fraud controls much more
sparingly than larger organizations. Additionally, the report found that the median
loss incurred by small and large organizations due to fraud was the same, but that
the impact on smaller organizations was much greater due to their smaller size.
Since small companies such as startups are often hit hardest by fraud, it is critical
that they develop adequate anti-fraud controls at their organization. Outlined
below are a few of the many significant benefits of a strong internal control system.

Internal control can help prevent fraud.  Of all the advantages, implementing anti-fraud measures is
among the most important steps for startups and other small organizations. The typical organization is
estimated to lose 5% of revenues annually to fraud, according to the Association of Certified Fraud
Examiners' report mentioned above. The median loss for frauds covered in the study was $150,000. At the
same time, undetected issues in processes can mean product losses or lead to product errors. Proper internal
controls can prevent fraud from happening or raise red flags when it does. They can also help spot
unintended errors that may have costly consequences down the line or simply reduce efficiency.
 
Internal control can protect your reputation. Organizations with strong reputations that are known for
quality operations and products or services benefit in many ways, including enhanced customer and
employee loyalty and higher brand equity, to name just a few. Conversely, those that experience
embarrassing internal thefts, recalls or legal or regulatory compliance issues can suffer from sales and
market declines and other consequences. Preventative controls head off these and similar problems before
they occur, while controls designed to detect issues can spotlight where problems are happening.
 
Internal control is good for profits. Suitable internal control helps ensure that processes are performed
correctly, and if they're done right the first time, there's no need to repeat them or address the problems
caused when they failed initially. Greater efficiency and productivity inevitably lead to higher profits, as
does the chance to spot and address quality issues throughout a company's processes.
 
Internal control helps business owners and managers understand where they stand. Internal control is a
process that management uses to design and operate controls to provide reasonable assurance that their
identified objectives will be met. When those objectives are met, the organization has greater assurance that
they can rely on their financial reporting for a fair picture of how their business is performing. Without that
internal control process supporting their financial reporting, they will also be less likely to spot threats and
weaknesses within their organization, identify and harness opportunities and feel confident they have the
information they need for successful strategic planning.
 
Please contact us if you have any questions.



 
Contact Us With Questions
401.941.0202 or toll free (outside RI) 888.286.2918
 
Steven D. Gouveia, CPA, ext. 203     
Richard M. Chouinard, CPA, ext. 202     
Brian S. Clavet, CPA, ext. 205              
Donna L. Langevin, ext. 201          

 
Quick Links:  
More About Us  
Past Alert Bulletins
Visit Our Website
 
Remember, when you can't
afford to make a
mistake, good advice is
priceless.
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