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THE BENEFITS OF CONTROL

This special report, which looks at internal control from a risk-based
perspective, could not have come at a more fitting time. Recent events at
France’s Société Générale highlight how even the largest and most highly
regulated businesses can be severely compromised by the apparent failure of
internal controls. 

The full story of how Société Générale incurred losses of around £3.7bn
following the activities of a ‘low level’ derivatives trader has yet to be written.
However the possibility of flaws in the bank’s system of internal controls has
already been the subject of much press speculation. As this report
emphasizes, simply building and implementing your control systems is not
the end of the job; they need constant review. And you also need to have an
awareness that people (whether with malevolent intentions or otherwise) may
well try to circumvent the controls.

This report was first published last year by the Professional Accountants in
Business Committee (PAIB) of the International Federation of Accountants
(IFAC). In producing this series of interviews with chief financial officers, and
other leaders, the PAIB has provided you with an opportunity to see how
other organisations view their internal control systems and how they have
ensured that they are as robust as possible.  One of the most valuable features
of this report is the opportunity to share the CFOs’ experience and to read
their practical suggestions in the form of the ‘key lessons’ box at the end of
each interview.

Even before recent events, the original IFAC version of this report was the
most downloaded paper produced by the PAIB committee in 2007. Because
risk management is consistently one of the top 10 issues highlighted by our
annual technical needs survey, we felt that this was a useful document to
distribute to as wide an audience as possible.

The Financial Services Authority is currently urging banks to review their
controls in light of the Société Générale furore. This could be a useful exercise
for all of us, whatever sector we operate in.

CHRIS JACKSON and EMMA RIDDELL

A special report published by:

The Finance and Management Faculty
Chartered Accountants’ Hall, 
PO Box 433, Moorgate Place, 
London EC2P 2BJ
Tel:   +44 (0)20 7920 8486  
Fax:  +44 (0)20 7920 8784
www.icaew.com/fmfac
fmfac@icaew.com

Comments about the faculty 
should be addressed to 
Chris Jackson
(chris.jackson@icaew.com)

The aim of this series of special
reports is to provide faculty
members with a review of a
topical theme within the subject
areas of finance and
management, offering both
analysis of the relevant theory
and review of the practical
application of appropriate
management techniques.

Comments and suggestions
should be addressed to 
Emma Riddell, telephone: 
+44 (0)20 7920 8749, email:
emma.riddell@icaew.com, or write
to her at the faculty address
above.

The information contained in
this and previous issues of this
publication is available (to faculty
members only) on the faculty
website at www.icaew.com/fmfac. 

This publication is produced by
Silverdart Ltd on behalf of the
Finance and Management Faculty –
for further details, see the back
page.
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The mission of the International Federation of
Accountants (IFAC) is to serve the public interest,
strengthen the worldwide accountancy profession and
contribute to the development of strong international
economies by establishing and promoting adherence
to high-quality professional standards, furthering the
international convergence of such standards and
speaking out on public interest issues where the
profession’s expertise is most relevant.

This publication was prepared by IFAC’s Professional
Accountants in Business (PAIB) Committee. The PAIB
Committee serves IFAC member bodies and more
than one million professional accountants worldwide

who work in commerce, industry, the public sector,
education, and the not-for-profit sector. Its aim is to
enhance the role of professional accountants in
business by encouraging and facilitating the global
development and exchange of knowledge and best
practices.

This publication may be downloaded free-of-charge
from the IFAC website www.ifac.org.

Professional Accountants in Business Committee 
International Federation of Accountants 
545 Fifth Avenue, 14th Floor 
New York, New York 10017 USA

Edward Chow, chairman of IFAC’s PAIB Committee

Robert Bruce, financial writer

John Boers, chief financial officer, Nationale-Nederlanden

John Fraser, vice-president, internal audit and chief risk officer, Hydro One Inc

William Henry Harmon, president and CEO, Triana Energy

Cees Klumper, vice-president, internal control, Ahold NV

Oscar Lewis, controller, Umbra Cuscinetti Inc

KC Ong, group internal audit manager, Fraser & Neave Holdings Bhd

James Riley, chief financial officer, Jardine Matheson Group

Philip Wessels, chief risk officer and Rob Shuter, managing director, retail operations, Nedbank

Rob Whiteman, chief executive, London Borough of Barking and Dagenham
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by Edward Chow, chairman of the Professional Accountants in Business (PAIB)
Committee of the International Federation of Accountants. 

Internal control is a topic that is truly at the heart of many professional
accountants in business. Not only because internal control is an integral part
of good management, but also because the lack of it has been cited by
many as one of the key reasons for most corporate failures.

The flood of rules and requirements that resulted from these failures, and the
often time consuming and costly compliance efforts, make us almost forget
that the right kind of internal controls – focused on the real risks of an
organisation – actually can save time, money and ensure creation and
maintenance of value.

For this reason, IFAC’s PAIB Committee, commissioned Robert Bruce, a
leading financial journalist, to conduct a series of interviews with 10
leading professional accountants in business on their experiences and views
on internal control. Although they are from different organisations all over
the world, they have all struggled with similar issues and their solutions
point in the same direction, which readers can benefit from. Therefore, we
invite you to use these interviews as a useful approach to benchmark your
own organisation’s internal control efforts and philosophy.

Most of all, the experience sharing of these fellow PAIBs are interesting and
will provide you with inspiration that internal control can also drive
performance and create value for your organisation instead of only assuring
conformance. 

This interview-based information paper is part of a larger PAIB Committee
project on internal control. In 2006, the PAIB Committee published the well-
received overview paper entitled Internal Controls – A Review of Current
Developments, which reviewed current developments and some of the latest
thinking in the area of internal control. Together with these interviews, it
forms the groundwork for a principles-based, good-practice guidance paper
on internal control, to be published in 2008. ■




