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The	COSO	framework	was	developed	to	help	organizations	design	and	implement	a	system	of	internal	control,	enterprise	risk	management,	and	fraud	deterrence.	COSO	stands	for	The	Committee	of	Sponsoring	Organizations	of	the	Treadway	Commission.	In	June	1985,	the	National	Commission	on	Fraudulent	Financial	Reporting	was	established.	The
Commission	was	commonly	referred	to	as	the	“Treadway	Commission”	after	its	chairman	the	SEC	Commissioner	James	C.	Treadway,	Jr.	Five	organizations	participated	in	the	Commission:	American	Accounting	AssociationAmerican	Institute	of	Certified	Public	AccountantsFinancial	Executives	InternationalThe	Association	of	Accountants	and	Financial
Professionals	in	BusinessThe	Institute	of	Internal	Auditors	In	October	1987,	the	Treadway	Commission	released	the	“Report	of	the	National	Commission	on	Fraudulent	Financial	Information.”	The	report	covered	the	Commission’s	findings,	conclusions,	and	recommendations	concerning	factors	that	can	lead	to	fraudulent	financial	reporting.	It	also
addressed	how	to	reduce	the	occurrence	of	fraudulent	financial	reporting.	As	a	result,	COSO	formed	and	created	the	COSO	framework	which	was	released	in	1992.	In	2013	COSO	updated	the	Internal	Control-Integrated	Framework	to	incorporate	new	business	practices	and	needs.	In	2017	COSO	updated	the	Enterprise	Risk	Management-Integrated
Framework.	When	people	think	of	the	COSO	framework,	the	COSO	cube	is	typically	the	first	thing	that	comes	to	mind.	The	cube	is	a	visual	reminder	of	how	the	concepts	work	together	in	a	unified	way.	Depicted	in	the	cube	are	the:	Three	categories:	Operations,	Reporting,	and	ComplianceFour	organizational	structures:	Entity	level,	Division,
Operating	Unit,	and	FunctionFive	Components:	Control	Environment,	Risk	Assessment,	Control	Activities,	Information	&	Communication,	and	Monitoring	Activities	The	internal	control	components	are	necessary	to	achieve	the	objectives.	The	organizational	structure	determines	which	components	and	objectives	belong	where	in	the	company.	Internal
Control—Integrated	Framework	(Framework),	©	[2013]	Committee	of	Sponsoring	Organizations	of	the	Treadway	Commission	(COSO).	All	rights	reserved.	Used	with	permission.	Displayed	on	the	top	portion	of	the	cube	are	three	categories	of	objectives.	Operations	objectives	refer	to	the	entity’s	business	processes,	goals,	and	protection	of
assets.Reporting	objectives	refer	to	the	reliability	of	both	external	and	internal	financial	and	non-financial	reporting.Compliance	objectives	refer	to	the	laws	and	regulations	that	the	entity	is	subject	to.	The	four	organizational	structures	tie	objectives	and	components	of	internal	controls	to	the	specific	location	where	the	control	is	taking	place	in	the
business.	Entity	level	refers	to	the	whole	companyDivision	refers	to	business	segments	separated	by	product	or	service	linesOperating	Unit	refers	to	a	specific	group	within	that	divisionFunction	refers	to	a	specific	job	in	the	operating	unit	There	are	five	essential	components	to	the	COSO	internal	control	framework:	Control	Environment	sets	the	tone
at	the	top	and	company	policies.Risk	Assessment	identifies	areas	that	expose	the	company	to	higher	risks	both	internally	and	externally.Control	Activities	are	the	policies	and	procedures	that	a	company	implements.Information	and	Communication	are	utilized	from	internal	and	external	sources	to	stay	up	on	internal	and	external	changes.Monitoring	is
the	evaluation	that	processes,	policies,	and	procedures	are	occurring	as	expected.	The	2013	revision	of	the	framework	also	introduced	17	Principles	which	further	expanded	and	clarified	the	five	components	of	the	framework.	An	acronym	known	as	CRIME	helps	auditors	remember	the	five	components.	Crime	stands	for	Control	Activity,	Risk
Assessment,	Information	and	Communications,	Monitoring	Activities,	and	Control	Environment.																C	–	Control	Activity																R	–	Risk	Assessment																I	–	Information	and	Communications																M	–	Monitoring	Activities																E	–	Control	Environment	The	COSO	Framework	provides	an	organization	with	the	tools	necessary	to
design	and	implement	internal	controls.	As	well	as	conduct	assessments	on	the	effectiveness	of	those	controls.	It	is	the	responsibility	of	Management	to	determine	the	appropriate	controls,	put	them	in	place,	and	ensure	that	they	are	effective.	External	auditors	can	help	to	monitor	the	effectiveness	of	those	controls.	However,	the	designing	and
implementation	of	controls	reside	with	the	Management	of	the	company.	Even	with	strong	internal	controls	in	place,	there	is	no	guarantee	that	fraud,	misreporting,	or	other	errors	won’t	occur.	There	is	always	a	risk	of	mistakes	with	businesses,	overriding	of	internal	controls,	collusion,	poor	decision-making,	and	other	events	outside	of	the	entity’s
control.	Additional	information	about	COSO	can	be	found	on	their	website.	The	Committee	of	Sponsoring	Organizations	(COSO)	Internal	Control	Framework	is	a	globally	recognized	standard	that	helps	organizations	design,	implement,	and	maintain	effective	internal	controls.	It	is	used	for	financial	reporting	and	managing	non-financial	risks	across
various	sectors.	COSO	was	updated	in	2013	to	encompass	broader	enterprise	risk	management	(ERM)	needs	in	response	to	evolving	business	landscapes.	The	update	introduced	five	core	components	and	17	principles,	allowing	organizations	to	adopt	a	more	integrated	approach	to	internal	control	that	aligns	with	strategic	objectives.	As	businesses
face	increasingly	complex	environments,	the	COSO	framework	remains	essential	for	fostering	strong	governance	and	risk	management	while	being	adaptable	to	both	financial	and	operational	controls.»	Contact	us	to	guide	you	in	implementing	the	COSO	Internal	Control	Framework	with	our	tailored	services	Core	Objectives	of	the	COSO
FrameworkThe	core	objectives	of	the	COSO	framework	center	around	establishing	a	structured	and	comprehensive	approach	to	risk	management,	ensuring	that	businesses	are	equipped	to	manage	internal	controls	effectively.	The	primary	goals	include:Enhancing	risk	management:	COSO	helps	you	identify,	assess,	and	mitigate	risks	that	can	impact
operational,	financial,	and	strategic	goals.Strengthening	internal	controls:	By	offering	a	flexible,	adaptable	framework,	COSO	enables	businesses	to	create	robust	internal	control	systems	tailored	to	their	unique	operations.​Ensuring	compliance:	It	supports	organizations	in	meeting	regulatory	and	legal	requirements	by	integrating	compliance	into	their
risk	management	strategy.Promoting	effective	governance:	COSO	enhances	transparency	and	accountability,	empowering	leaders	to	make	informed	decisions	and	establish	a	culture	of	integrity	within	the	organization.»	Learn	the	importance	of	risk	assessment​The	5	Components	and	17	Principles	of	COSO	The	COSO	framework	is	built	on	five
components	that	form	the	backbone	of	a	robust	system	of	internal	controls.	Within	these	components	are	17	guiding	principles,	each	offering	specific	actions	and	standards	to	manage	risks,	maintain	proper	governance,	and	ensure	operational	efficiency.	1.	Control	EnvironmentThe	control	environment	is	the	foundation	of	the	COSO	framework	and
reflects	the	organization's	overall	attitude	toward	risk	management	and	internal	control.	5	Principles	of	a	Control	EnvironmentCommitment	to	integrity	and	ethical	values:	Organizations	must	instill	a	culture	of	integrity	and	ethical	behavior,	starting	from	leadership.	Employees	are	expected	to	make	decisions	that	reflect	these	values,	ensuring
consistency	across	all	levels	of	the	organization.	Board	oversight:	A	proactive	board	of	directors	oversees	the	internal	control	system,	ensuring	it	aligns	with	strategic	goals	and	remains	effective	over	time.Organizational	structure	and	accountability:	A	well-defined	organizational	structure	with	clear	reporting	lines	is	essential.	Assigning	authority	and
responsibility	ensures	individuals	are	held	accountable	for	upholding	internal	controls.Competence	of	personnel:	Ensure	that	employees	have	the	skills	and	knowledge	required	for	their	roles	and	receive	ongoing	training	to	adapt	to	evolving	challenges.	Enforcing	accountability:	Regular	evaluations	are	conducted	to	assess	the	performance	of	internal
controls.	Actions	are	taken	to	correct	deficiencies,	fostering	a	culture	of	accountability.	2.	Risk	Assessment​The	risk	assessment	process	involves	identifying	and	analyzing	potential	risks	that	could	hinder	the	achievement	of	your	organization's	objectives.	4	Principles	of	Risk	AssessmentSetting	clear	objectives:	Organizations	set	clear,	measurable
objectives	that	align	with	overall	strategy,	forming	the	basis	for	risk	identification.	Risk	identification	and	analysis:	A	systematic	approach	is	used	to	identify	and	analyze	risks	that	may	prevent	your	organization	from	achieving	its	objectives.	Assessing	fraud	risk:	Internal	controls	are	designed	to	mitigate	the	risk	of	fraud	by	identifying	potential	points
of	weakness	where	fraud	may	occur.	Identifying	significant	changes:	Organizations	continuously	evaluate	significant	changes,	such	as	new	regulations	or	emerging	technologies,	and	adjust	their	controls	accordingly.	»	Here's	what	you	should	know	before	hiring	a	risk	assessment	service	provider​3.	Control	ActivitiesControl	activities	are	the	actions
and	mechanisms	put	in	place	to	address	risks	and	ensure	that	management’s	directives	are	carried	out.	3	Principles	of	Control	ActivitiesSelecting	and	developing	control	activities:	Organizations	implement	control	activities,	such	as	segregation	of	duties,	to	mitigate	risks	and	ensure	operational	consistency.	General	controls	over	technology:
Information	technology	controls,	such	as	access	restrictions,	will	help	protect	your	organization's	sensitive	data	and	maintain	operational	integrity.	Implementing	policies	and	procedures:	Controls	are	enforced	through	documented	policies	and	procedures	that	guide	employees	in	carrying	out	internal	controls	effectively.	Information	and
communication	focuses	on	the	systems	and	processes	used	to	capture	and	communicate	information	related	to	internal	controls.3	Principles	of	Information	and	CommunicationUsing	relevant	information:	Relevant,	accurate	information	is	shared	across	the	organization	to	ensure	that	decision-makers	have	the	data	they	need	to	assess	risks	and
maintain	controls.	Internal	communication:	Clear	communication	channels	within	the	organization	keep	everyone	informed	about	their	responsibilities	regarding	internal	controls.	External	communication:	Information	related	to	risks	and	controls	is	also	communicated	to	external	stakeholders,	including	investors	and	regulatory	bodies.	5.	Monitoring
ActivitiesActivity	monitoring	involves	continuously	assessing	internal	controls	to	ensure	they	remain	effective	over	time.	Organizations	evaluate	the	performance	of	their	control	systems	using	various	tools,	such	as	internal	audits	and	external	reviews.	2	Principles	of	Monitoring	Activities	Ongoing	monitoring	and	evaluations:	Ongoing	monitoring	allows
for	early	detection	of	issues,	enabling	prompt	corrective	actions	to	maintain	the	integrity	and	effectiveness	of	internal	controls.	This	process,	conducted	through	internal	audits	and	evaluations,	ensures	that	internal	controls	remain	effective	and	can	adapt	to	changing	conditions.Reporting	deficiencies:	When	deficiencies	are	identified,	they	are
communicated	promptly	to	relevant	parties,	and	corrective	actions	are	taken	to	maintain	the	control	system's	effectiveness.	COSO	vs.	Traditional	Control	Frameworks​Traditional	Silo-Based	FrameworksCOSO	Integrated	FrameworkInternal	Control	ApproachManaged	separately	within	departments	(e.g.,	finance,	IT,	HR).Enterprise-wide,	holistic
coordination	across	all	functions.Risk	ManagementFragmented	risk	management,	handled	within	individual	departments.Comprehensive	risk	management,	addressing	risks	across	the	entire	organization.	EfficiencyCan	lead	to	inefficiencies	and	duplication	of	efforts.Enhances	resource	optimization	by	eliminating	duplicated	control
systems.CommunicationLimited	interaction	between	departments.Fosters	collaboration	and	communication	between	teams.Alignment	With	Business	GoalsMay	lack	alignment	with	overarching	business	objectives.Aligns	internal	controls	with	strategic	business	goals.Resource	UseHigher	potential	for	resource	waste	due	to	fragmented
systems.Optimizes	resources	through	coordinated	control	efforts.When	to	Revamp	Your	Internal	Controls:	Warning	SignsIf	your	organization	struggles	with	internal	controls,	aligning	with	the	COSO	framework	offers	a	clear	path	forward.	The	process	begins	with	a	gap	analysis	to	identify	where	existing	controls	deviate	from	the	framework's	five
principles.Warning	Signs	of	Internal	Control	IssuesFrequent	Errors	in	Financial	ReportingFrequent	inaccuracies	in	financial	reports	highlight	gaps	in	control	systems,	which	can	result	in	poor	decision-making	and	misrepresentation	of	your	organization's	financial	health.	Audit	Findings	&	DeficienciesInternal	and	external	audits	revealing	deficiencies
highlight	compliance	issues	and	signal	potential	risks	in	governance.	Repeated	findings	suggest	a	need	for	deeper	evaluation	of	the	internal	control	environment.	Increased	Fraud	InstancesInstances	of	fraud	not	only	point	to	insufficient	internal	controls	but	also	increase	vulnerability	to	financial	losses	and	reputational	damage.	Strengthening	controls
in	these	areas	can	deter	future	incidents.	Rapid	changes	like	mergers	or	restructuring	can	disrupt	established	internal	controls,	creating	operational	vulnerabilities.	These	changes	require	revisiting	the	control	processes	to	ensure	stability	and	continuity.	»	Not	sure	if	your	security	is	up	to	par?	Check	out	these	cyber	tips	to	strengthen	your
organization's	securityHow	GRSee	Can	Help	With	COSO	ImplementationAt	GRSee,	we	help	you	adopt	the	COSO	Internal	Control	Framework	with	tailored	solutions	that	meet	your	unique	needs.	We	start	with	a	gap	analysis	to	identify	where	your	current	controls	fall	short	and	help	establish	a	strong	control	environment	by	guiding	leadership	in
setting	ethical	standards,	defining	roles,	and	promoting	accountability.GRSee	also	aids	in	revising	control	activities,	ensuring	proper	segregation	of	duties,	and	implementing	automation	for	efficiency.	By	enhancing	communication	across	departments	and	providing	continuous	monitoring,	internal	audits,	and	action	plans	for	high-risk	areas,	we	help
you	boost	your	security	and	strengthen	your	internal	controls.»	Ready	to	enhance	your	internal	controls?	Contact	us	to	learn	how	the	COSO	framework	can	benefit	your	organization	The	Committee	of	Sponsoring	Organizations	of	the	Treadway	Commission,	or	COSO,	is	a	private	sector	initiative	led	by	the	American	Institute	of	Certified	Public
Accountants	(AICPA),	Institute	of	Management	Accountants	(IMA),	American	Accounting	Association	(AAA),	Institute	of	Internal	Auditors	(IIA),	and	Financial	Executives	International	(FEI).	COSO	formed	to	investigate	the	fraud	scandals	of	the	1970s	and	1980s,	releasing	an	internal	controls	framework	in	1992.This	COSO	Internal	Control	–	Integrated
Framework	(ICIF)	—	also	somewhat	confusingly	known	simply	as	COSO	or	the	COSO	framework	—	provided	guidance	for	how	organizations	can	implement	controls	to	prevent,	detect,	and	manage	fraud	risk	related	to	external	financial	reporting.	This	article	will	break	down	the	five	pillars	and	seventeen	principles	of	the	COSO	framework	as	well	as
how	implement	and	use	it	as	a	foundation	for	modern	internal	controls	and	fraud	deterrence.Overview	of	the	COSO	FrameworkAlthough	the	original	aim	of	COSO	(the	organization)	was	to	investigate	and	address	fraud	in	the	1970s	and	1980s,	the	COSO	framework	(the	framework)	gained	increased	importance	due	to	the	fraud	cases	of	the	1990s	and
2000s	(Enron,	WorldCom,	Sunbeam,	Tyco)	and	the	subsequent	passing	of	the	Sarbanes-Oxley	Act	(SOX).	SOX	requires	public	companies	to	implement	and	maintain	effective	internal	controls	across	the	organization	related	to	financial	statements.	Companies	subject	to	SOX	regulations	adopted	COSO	as	one	of	the	primary	frameworks	to	satisfy	these
requirements.	The	COSO	Internal	Control	–	Integrated	Framework	(ICIF)	,	was	revised	and	reissued	in	2013	with	updated	guidance,	and	periodic	updates	are	issued	by	the	Committee.	COSO	also	provides	guidance	for	establishing	an	Enterprise	Risk	Management	(ERM)	program,	which	often	times	works	hand	in	hand	wtih	a	Company’s	control
environment.	Kim	Pham	gives	an	overview	of	the	COSO	framework,	discusses	the	five	pillars	as	well	as	how	to	implement	it	as	a	foundation	for	modern	internal	controls	and	fraud	deterrents.In	March	of	2023,	COSO	released	a	study	and	guidance	regarding	internal	controls	over	sustainability	reporting	(ICSR)	by	leveraging	the	COSO	internal	controls
framework.	As	scrutiny	increases	around	corporate	sustainability,	more	regulations	have	come	into	play	requiring	reliable,	trusted	reporting	around	environmental,	social,	and	governance	(ESG)	matters.	COSO	and	other	professional	organizations	are	adapting,	and	this	new	guidance	around	ICSR	to	give	companies	a	vetted	avenue	for	reporting
around	sustainability.	Though	sustainability	matters	are	considered	“non-financial”,	COSO	has	supported	stakeholder	demand	to	adapt	COSO’s	ICIF	for	ESG	reporting.The	COSO	“cube”	visual	below	summarizes	the	pillars	and	components	of	the	COSO	framework.	On	the	first	face	of	the	cube	are	five	foundations	of	internal	controls.	On	the	top	face	of
the	cube	are	the	control	objectives	categories	—	that	is,	the	organization’s	operational,	compliance,	and	reporting	objectives	in	relation	to	internal	controls.	On	the	last	face	of	the	cube	are	the	levels	at	which	controls	need	to	be	implemented,	from	the	Entity	level	to	the	functional	level.The	Three	Objectives	(The	COSO	Cube)The	COSO	Framework	is
often	visualized	as	a	"cube"	to	illustrate	the	relationship	between	all	its	parts.	The	"top	face"	of	this	cube	represents	the	three	categories	of	objectives	that	an	internal	control	system	should	support:Operations	Objectives:	These	pertain	to	the	effectiveness	and	efficiency	of	the	organization's	operations.	This	includes	operational	and	financial
performance	goals	and	safeguarding	assets	against	loss.Reporting	Objectives:	These	relate	to	the	reliability	of	internal	and	external	financial	and	non-financial	reporting.	This	includes	transparency,	timeliness,	and	adherence	to	standards	set	by	regulators,	standard-setting	bodies,	or	the	organization's	own	policies.Compliance	Objectives:	These	are
focused	on	adherence	to	all	applicable	laws	and	regulations	that	the	organization	is	subject	to.What	Are	the	Five	Pillars	of	the	COSO	Framework?The	five	pillars	of	the	COSO	framework,	illustrated	on	the	front	face	of	the	cube,	support	internal	controls	objectives	around	operations,	reporting,	and	compliance	by	providing	some	guidance	on	how	to
implement	effective	controls.	These	pillars	are	further	broken	down	into	17	principles.Control	EnvironmentThe	Control	Environment	of	an	organization	refers	to	the	overall	cutlture	of	internal	controls	and	is	established	from	the	top	down.’	As	demonstrated	by	Enron	and	other,	more	recent	fraud	cases,	poor	“tone	at	the	top”	can	lead	to	fraudulent
activity	with	devastating	consequences.	Establishing	a	Control	Environment	in	accordance	with	the	COSO	frameworks	involves	demonstrating	the	following	principles:1.	The	company	commits	to	integrity	and	ethical	values.	This	entails	unequivocal	communication	of	ethical	standards	and	the	expectation	that	all	employees	adhere	to	these	standards.
It	involves	the	implementation	of	a	code	of	conduct,	ethics	training,	and	a	whistleblower	policy	to	foster	the	reporting	of	unethical	behavior	without	fear	of	retaliation.2.	The	Board	of	Directors	maintains	independence	from	management	and	oversees	internal	controls	programs.	An	independent	Board	of	Directors,	particularly	an	audit	committee,	is
crucial	for	providing	oversight	and	ensuring	management	accountability.	Regular	meetings	and	comprehensive	reports	on	the	effectiveness	of	internal	controls	are	essential	to	maintaining	this	oversight.3.	Management	defines	organizational	structure,	authority,	reporting	lines,	and	responsibilities	to	execute	on	the	company’s	operational,	reporting,
compliance,	and	business	objectives.	A	clearly	defined	organizational	structure	ensures	clarity	in	roles	and	responsibilities,	which	is	vital	for	the	efficient	operation	of	internal	controls.4.	The	company	prioritizes	the	recruitment,	development,	and	retention	of	capable,	competent	individuals	aligned	to	internal	controls	objectives.	This	principle
underscores	the	importance	of	hiring	individuals	with	the	requisite	skills	and	qualifications	to	perform	their	roles	effectively.	Ongoing	training	and	professional	development	opportunities	enable	employees	to	stay	current	with	best	practices	in	internal	controls	and	compliance.5.	The	company	establishes	accountability	for	control	responsibilities.
Accountability	is	enforced	by	setting	explicit	expectations	and	performance	metrics	related	to	internal	controls.	Regular	performance	reviews,	along	with	a	system	of	rewards	and	consequences,	ensure	that	employees	comprehend	the	significance	of	adhering	to	internal	controls.Achieving	these	principles	can	be	done	through	documentation	of
policies,	mission	and	vision	statements,	strategic	planning	documents,	meeting	notes,	and	periodic	evaluation	of	the	company’s	internal	controls	program,	either	through	an	internal	audit	or	external	compliance	audit.Risk	AssessmentThe	next	pillar	of	the	COSO	framework	stipulates	the	need	for	periodic	or	ongoing	risk	assessments	based	on	the
organization’s	internal	controls	system.	These	risk	assessments	can	be	performed	by	internal	personnel,	such	as	an	internal	audit	team,	or	third	parties,	such	as	a	consulting	or	CPA	firm.	COSO	specifies	four	core	principles	for	risk	assessment	and	risk	treatment,	listed	below:6.	The	company	establishes	objectives	with	enough	specificity	to	enable	the
identification	and	assessment	of	risks	to	the	objectives.	These	objectives	should	encompass	all	areas	of	the	organization,	including	strategic,	operational,	reporting,	and	compliance	goals.	Clear	objectives	serve	as	a	reference	point	for	identifying	potential	risks	and	determining	their	impact.7.	The	company	identifies	risks	that	could	potentially	affect
achieving	their	objectives	and	scrutinizes	these	identified	risks	to	develop	an	action	plan	for	risk	treatment.	techniques	such	as	SWOT	analysis	(Strengths,	Weaknesses,	Opportunities,	Threats),	PESTLE	analysis	(Political,	Economic,	Social,	Technological,	Legal,	Environmental),	and	brainstorming	sessions	can	be	employed	to	uncover	risks.8.	When
evaluating	risks,	fraud	is	explicitly	considered	as	part	of	the	assessment.9.	The	organization	anticipates	and	assesses	any	changes	that	may	affect	internal	controls.Risks	should	be	logged	in	a	risk	register	or	risk	inventory	that	describes	the	risk,	the	likelihood	that	the	risk	will	be	realized	(Likelihood/Probability),	the	impact	if	the	risk	is	realized
(Impact),	the	plan	for	mitigating	the	risk,	the	timeline	for	mitigating	the	risk,	and	the	person(s)	responsible	for	that	risk.	Risk	assessments	should	occur	at	least	annually,	and	the	risk	register	should	be	updated	as	risks	are	discovered	or	mitigated.	Consideration	of	these	risk	assessments	and	risk	registers	should	incorporated	into	the	organization’s
decision-making	process,	and	align	with	the	organization’s	risk	tolerance.Control	ActivitiesOnce	an	organization	has	defined	their	objectives,	established	an	ethical	control	environment,	and	performed	or	initiated	a	risk	assessment,	the	COSO	framework	dives	another	level	deeper.	Control	activities	are	those	processes,	activities,	actions,	and
communications	performed	to	mitigate	risks	and	maintain	strong	internal	controls.	Three	COSO	principles	fall	into	this	pillar:10.	Control	activities	address	and	mitigate	risks	to	the	company’s	objectives.11.	The	company	establishes	control	activities	over	technology	in	line	with	the	company’s	objectives.12.	Policies	and	procedures	define	the	control
activities	that	should	be	taking	place	at	the	company	as	part	of	the	internal	controls	program.There	are	three	types	of	control	activities.	Preventive	Controls	which	are	designed	to	prevent	errors	or	irregularities	before	they	occur.	Examples	include	authorization	procedures,	segregation	of	duties,	and	physical	controls	over	assets.	Detective	Controls
which	are	designed	to	identify	errors	or	irregularities	that	have	already	occurred.	Examples	include	reconciliations,	audits,	and	performance	reviews.		Corrective	Control	which	are	designed	to	correct	errors	or	irregularities	after	they	have	been	detected.	Examples	include	remedial	action	plans	and	follow-up	procedures.		Manage	often	leverages
technology	to	enhance	the	effectiveness	and	efficiency	of	control	activities.	Automated	controls,	such	as	system-based	authorizations	and	electronic	reconciliations,	can	reduce	the	risk	of	human	error	and	increase	the	reliability	of	controls.	Data	analytics	and	continuous	monitoring	tools	can	provide	real-time	insights	into	control	performance	and
potential	issues.A	more	specific	example	of	preventive	control	activity	might	require	any	code	changes	need	to	be:	1)	reviewed	by	an	appropriate	individual,	2)	an	individual	who	is	not	the	code	developer,	and	3)	approved	by	that	individual	in	the	ticketing	system.	Another	preventive	control	activity	might	be	the	termination	of	an	employee	account
within	24	hours	of	their	last	day.This	may	seem	obvious,	but	another	crucial	aspect	of	a	successful	compliance	and	internal	controls	program	is	appropriate,	consistent,	and	timely	information	distribution	and	communications	to	relevant	stakeholders.	That’s	a	mouthful	—	breaking	that	down	further,	the	COSO	framework	requires	companies	to
communicate	and	share	information	based	on	these	principles:13.	The	company	uses	quality	data	and	information	to	support	control	objectives.	For	data	to	be	useful	it	must	be	relevant,	timely,	accurate,	and	accessible.	High-quality	data	allows	management	and	employees	to	make	informed	decisions	and	effectively	manage	risks.	It	encompasses	both
financial	and	non-financial	data,	ensuring	comprehensive	coverage	of	all	areas	critical	to	the	organization’s	objectives14.	The	company	communicates	relevant	information,	objectives,	assignments,	accountability,	and	responsibilities	for	internal	control	activities.	This	includes	upward,	downward,	and	lateral	communication.15.	When	necessary,	the
company	communicates	with	external	entities	regarding	internal	controls.	including	investors,	regulators,	customers,	and	suppliesMore	and	more	companies,	especially	B2B	organizations,	include	clauses	in	their	contracts	that	require	the	disclosure	of	data	breaches,	incidents,	cyber	attacks,	and	other	internal	controls	matters	to	external	entities.
HIPAA	directives	require	the	reporting	of	data	breaches	to	affected	parties.	A	well-orchestrated	communication	plan	can	take	much	of	the	pain	out	of	building	out	a	COSO	program.Monitoring	ActivitiesThe	fifth	and	final	pillar	of	the	COSO	framework	involves	monitoring,	measuring,	and	reporting	on	the	company’s	internal	controls	system	and
includes	the	following	principles:16.	Regular	or	ongoing	evaluations	occur	to	determine	if	the	internal	controls	program	is	operating	effectively.	This	includes	supervisory	reviews,	transaction	reviews,	and	performance	metrics	to	provide	additional	insight	into	the	effectiveness	of	controls.	Evaluations	should	also	be	a	combination	of	internal	and
external	assessments.	The	internal	audit	function	may	be	used	to	evaluate	internal	controls	and	external	auditors	may	conduct	reviews	as	part	of	their	annual	financial	statement	audit.17.	Any	internal	control	deficiencies	are	reported	timely	to	the	accountable	parties,	including	the	Board	of	Directors	and	upper	management	when	necessary.What	Are
the	Steps	to	Implement	and	Use	the	COSO	Framework?To	build	and	integrate	an	effective	COSO	program,	an	organization	can	follow	these	general	steps.	For	more	in-depth	details	on	how	to	improve	organizational	performance	and	governance	with	COSO	guidance,	refer	to	this	document	from	COSO.PlanningIn	order	to	get	the	most	out	of	the	COSO
framework,	organizations	need	to	do	some	legwork	upfront.	Organizations	should	understand	why	they	are	leveraging	this	framework,	and	how	it	fits	into	their	overall	strategic	roadmap,	while	also	having	a	clear	understanding	of	the	17	principles	of	the	framework	itself.	Since	COSO	applies	to	the	whole	organization,	it	is	crucial	to	develop	a
meticulous	and	thorough	plan	for	setting	up	and	maintaining	an	internal	controls	system	based	on	COSO.	Investing	in	compliance	management	software	to	coordinate	COSO	control	activities	facilitates	both	planning	and	execution.Evaluation	and	DocumentationFollowing	planning,	it	is	important	to	understand	the	maturity	of	the	organization’s
internal	controls	program	and	what	documentation	exists	to	support	objectives	and	pillars.	In	this	phase,	the	responsible	team	should	collect	the	available	documentation	around	the	organization’s	internal	controls,	and	take	into	account	whether	there	are	common	processes,	formal	Enterprise	Risk	Management	(ERM),	and/or	appropriate	control
activities	in	place.	If	the	documentation	available	is	insufficient	to	support	the	organization’s	objectives	and	the	requirements	of	COSO,	these	should	be	tracked	for	remediation	as	gaps.As	internal	control	assessments	reveal	gaps	in	an	organization’s	internal	controls	program,	the	parties	responsible	for	those	control	activities	or	areas	undertake
remediation	or	risk	mitigation	activities.	If	an	internal	control	gap	is	found,	the	responsible	team(s)	plan	the	remediation	or	risk	mitigation	steps,	timeline,	and	responsibilities,	then	execute	that	plan.Testing	and	ReportingOnce	a	company	has	completed	the	preceding	steps	and	has	comfort	that	the	company	is	compliant	with	the	COSO	framework,
testing	and	reporting	occur.	Testing	involves	evaluating	the	design	and	operating	effectiveness	of	internal	controls,	as	well	as	the	control’s	impact	on	related	risks.	A	test	of	an	Incident	Management	control	might	involve	inspecting	the	log	of	incidents	for	a	certain	period	and	determining	if	the	proper	documentation	was	completed	for	a	select	subset
of	those	incidents.Management	should	receive	regular	reporting	around	the	internal	controls	program	and	the	results	of	testing.What	Are	the	Pros	and	Cons	of	the	COSO	Framework?The	COSO	framework	is	a	foundation	of	modern	internal	controls	and	fraud	deterrence.	This	framework	has	been	used	to	guide	and	help	develop	other	existing
compliance	frameworks.	The	visualization	of	the	COSO	cube	emphasizes	the	need	for	the	integration	of	operational	and	control	activities.	There	are	plenty	of	resources	available	to	organizations	seeking	to	build	a	COSO	program.	And,	perhaps	most	importantly,	applying	the	COSO	framework	as	an	organization	subject	to	SOX	is	a	great	way	to	meet
internal	control	requirements.However,	the	COSO	framework’s	greatest	strength	and	limitation	is	its	broadness.	Designed	to	apply	to	a	wide	range	of	industries	and	companies,	the	COSO	framework	does	not	provide	specific	methods	for	implementing	effective	control	activities,	but	rather	provides	overarching	principles	for	how	internal	controls
should	be	structured.	Despite	this	broadness,	COSO’s	other	limitation	is	its	stringency.	Smaller	organizations	may	find	themselves	challenged	when	implementing	COSO	requirements	because	of	coordination	and,	plainly,	the	extent	of	work	that	must	be	completed	to	establish	a	successful,	COSO-based,	effective	system	of	internal	controls.	AuditBoard
simplifies	the	path	to	a	strong	internal	controls	program	by	unifying	risks,	controls,	policies,	frameworks,	issues,	and	stakeholder	communications	to	meet	the	ever-increasing	compliance	needs	of	modern	businesses.FAQs	about	COSO	FrameworkQuestion	#1:	What	is	the	COSO	Framework?Answer:	The	COSO	Framework	is	an	internal	controls
framework	aimed	at	preventing	fraud.Question	#2:	What	are	the	five	components	of	the	COSO	Framework?Answer:	The	five	components	of	the	COSO	Framework	are:	Control	Environment,	Risk	Assessment,	Control	Activities,	Information	and	Communication,	and	Monitoring	Activities.Question	#3:	What	are	the	steps	to	implement	and	use	the	COSO
framework?Answer:	The	steps	to	implement	and	use	the	COSO	framework	are:	Planning,	Evaluation	and	Documentation,	Remediation,	and	Testing	and	Reporting.Question	#4:	What	are	the	pros	and	cons	of	the	COSO	framework?The	COSO	framework	is	widely	adopted,	but	it's	important	to	understand	its	advantages	and	limitations.ProsProvides	a
Common	Language:	It	gives	auditors,	management,	and	board	members	a	single,	clear	vocabulary	for	discussing	internal	controls.Flexibility	and	Scalability:	The	framework	is	principle-based,	not	rule-based.	This	means	it	can	be	applied,	scaled,	and	adapted	to	any	industry	and	any	size	organization,	from	a	small	non-profit	to	a	global
corporation.Widely	Accepted	Standard:	It	is	the	primary	framework	used	to	satisfy	SOX	internal	control	requirements,	making	it	the	gold	standard	in	the	eyes	of	regulators	and	external	auditors.Holistic	Approach:	The	"cube"	concept	links	operations,	reporting,	and	compliance	to	the	five	control	components,	encouraging	a	more	integrated	and
comprehensive	approach	to	risk	and	control.ConsRisk	of	"Check-the-Box"	Mentality:	Because	it's	so	often	used	for	SOX,	some	organizations	fall	into	the	trap	of	focusing	on	documentation	and	compliance	rather	than	the	true	goal:	effective	internal	controls	that	improve	the	business.Resource-Intensive:	Properly	implementing,	documenting,	and
testing	controls	across	an	entire	organization	requires	a	significant	investment	of	time,	money,	and	personnel.Complexity	for	Small	Businesses:	While	it	is	scalable,	smaller	organizations	with	limited	staff	may	find	the	17	principles	and	extensive	documentation	overwhelming	without	third-party	help.Principles-Based	(A	Con):	The	same	flexibility	that
makes	it	a	"pro"	can	be	a	"con."	The	framework	tells	you	what	to	do	(e.g.,	"demonstrate	commitment	to	ethics")	but	not	how	to	do	it,	leaving	implementation	details	open	to	interpretation.Arden	Leland,	CPA,	is	a	Manager	of	Solutions	Advisory	Services	at	AuditBoard.	Prior	to	joining	AuditBoard,	she	spent	7	years	at	PricewaterhouseCoopers	managing
external	audits	for	both	private	and	public	companies,	with	a	specific	focus	on	working	with	companies	in	their	early	years	of	SOX	compliance.	Connect	with	Arden	on	LinkedIn.	Business	guideline	committee	The	Committee	of	Sponsoring	Organizations	of	the	Treadway	Commission	(COSO)	is	a	joint	initiative	established	in	1985	to	provide	thought
leadership	on	enterprise	risk	management	(ERM),	internal	control,	and	fraud	deterrence.	COSO	develops	frameworks	and	guidance	to	help	organizations	design,	implement,	and	maintain	effective	systems	of	internal	control	and	risk	management.	COSO	is	widely	recognized	for	its	Internal	Control—Integrated	Framework,	which	has	become	a	global
standard	for	evaluating	internal	control	systems.	COSO	was	formed	in	response	to	concerns	about	fraudulent	financial	reporting	in	the	United	States	during	the	early	1980s.	The	Treadway	Commission,	formally	known	as	the	*National	Commission	on	Fraudulent	Financial	Reporting*,	recommended	the	creation	of	an	independent	body	to	develop
frameworks	for	internal	control	and	corporate	governance.	The	five	sponsoring	organizations	of	COSO	are:	American	Institute	of	Certified	Public	Accountants	(AICPA)	Financial	Executives	International	(FEI)	American	Accounting	Association	(AAA)	Institute	of	Internal	Auditors	(IIA)	Institute	of	Management	Accountants	(IMA)	As	part	of	the	changes	of
the	Sarbanes-Oxley	Act	of	2002,	public	companies	in	the	United	States	are	required	to	use	a	system	of	internal	controls	in	order	to	evaluate	the	effectiveness	of	their	own	financial	reporting,	and	to	report	on	the	results	of	that	evaluation	to	their	investors	in	their	annual	financial	statements.[1]	The	COSO	framework	is	commonly	used,	given	its	broad
applicability	to	all	industries	and	enterprise	sizes.	COSO	Framework	Visualization	First	published	in	1992	and	updated	in	2013,	this	framework	provides	principles	for	designing	and	evaluating	internal	control	systems.	It	is	structured	around	five	components:	Control	Environment	Risk	Assessment	Control	Activities	Information	and	Communication
Monitoring	Activities	The	COSO	framework	defines	internal	control	as	a	process,	carried	out	by	the	board	of	directors,	the	administration	and	other	personnel	of	an	entity,	designed	to	provide	"reasonable	security"	with	respect	to	the	achievement	of	objectives	in	operations,	financial	reporting,	and	compliance	with	applicable	laws	and	regulations.
COSO	organizes	its	framework	into	five	interrelated	components,	subdivided	in	17	principles.	COSO	notes	that	in	order	for	an	effective	system	of	internal	control	to	reduce	the	risk	of	not	achieving	an	entity's	objectives,	(i)	each	of	the	five	components	of	internal	control	and	relevant	principles	is	present	and	functioning,	and	(ii)	the	five	components	are
operating	together	in	an	integrated	manner.	The	control	environment	sets	the	tone	of	an	organization,	influencing	the	control	consciousness	of	its	people.	It	is	the	basis	of	all	other	components	of	internal	control,	providing	discipline	and	structure.	Factors	in	the	control	environment	include	integrity,	ethical	values,	the	operational	style	of
administration,	the	delegation	of	authority	systems,	as	well	as	the	processes	for	managing	and	developing	people	in	the	organization.	Each	entity	faces	a	variety	of	risks	from	external	and	internal	sources	that	must	be	assessed.	A	prerequisite	for	risk	assessment	is	the	establishment	of	objectives	and,	therefore,	risk	assessment	is	the	identification	and
analysis	of	risks	relevant	to	the	achievement	of	the	assigned	objectives.	Risk	assessment	is	a	prerequisite	for	determining	how	risks	should	be	managed.	The	four	underlying	principles	related	to	risk	assessment	are	that	the	organization	should	have	clear	objectives	in	order	to	be	able	to	identify	and	assess	the	risks	relating	to	those	objectives;	should
determine	how	the	risks	should	be	managed;	should	consider	the	potential	for	fraudulent	behavior;	and	should	monitor	changes	that	could	impact	internal	controls.	Control	activities	are	the	policies	and	procedures	that	help	ensure	that	management	directives	are	carried	out.	They	help	to	ensure	that	the	necessary	measures	are	taken	to	address	the
risks	that	may	hinder	the	achievement	of	the	entity's	objectives.	Control	activities	occur	throughout	the	organization,	at	all	levels	and	in	all	functions.	They	include	a	range	of	activities	as	diverse	as	approvals,	authorizations,	verification,	reconciliations,	operational	performance	reviews,	asset	safety	and	segregation	of	functions.	Information	systems
play	a	key	role	in	internal	control	systems,	as	they	produce	reports,	including	operational,	financial	and	compliance-related	information,	which	make	the	operation	and	control	of	the	business	possible.	In	a	broader	sense,	effective	communication	must	ensure	information	flows	down,	across	and	up	the	organization.	An	example	is	the	formalized
procedures	for	individuals	to	report	suspected	fraud.	Effective	communication	with	external	parties,	such	as	customers,	suppliers,	regulators	and	shareholders	on	related	political	positions,	must	also	be	guaranteed.	Internal	control	systems	must	be	monitored,	a	process	that	evaluates	the	quality	of	system	performance	over	time.	This	is	achieved
through	continuous	monitoring	activities	or	separate	evaluations.	Internal	control	deficiencies	detected	through	these	monitoring	activities	must	be	reported	upstream	and	corrective	measures	must	be	taken	to	ensure	continuous	improvement	of	the	system.	Introduced	in	2004	and	updated	in	2017,	the	ERM	framework	helps	organizations	manage
risk	in	alignment	with	strategy	and	performance.	It	emphasizes:	Governance	and	culture	Strategy	and	objective-setting	Performance	Review	and	revision	Information,	communication,	and	reporting	This	business	risk	management	framework	is	still	aimed	at	achieving	the	objectives	of	an	entity;	However,	the	framework	now	includes	four	categories:
Strategic:	high-level	objectives,	policy	alignment	and	supporting	their	mission.	Operations:	effective	and	efficient	use	of	resources.	Reports:	reliability	of	reports	Compliance:	compliance	with	applicable	laws	and	regulations	The	eight	components	of	business	risk	management	encompass	the	five	previous	components	of	the	Integrated	Internal	Control
Framework	while	expanding	the	model	to	meet	the	growing	demand	for	risk	management:	'Internal	environment':	The	internal	environment	encompasses	the	tone	of	an	organization	and	establishes	the	basis	of	how	risk	is	seen	and	addressed	by	the	persons	of	an	entity,	including	the	risk	management	philosophy	and	risk	appetite,	integrity	and	ethical
values,	and	the	environment	in	which	they	operate.	'Setting	objectives':	The	objectives	must	exist	before	management	can	identify	potential	events	that	affect	its	achievement.	Business	risk	management	ensures	that	management	has	implemented	a	process	to	establish	objectives	and	that	the	chosen	objectives	support	and	align	with	the	mission	of	the
entity	and	are	consistent	with	its	appetite	for	risk.	'Event	identification':	Internal	and	external	events	that	affect	the	achievement	of	the	objectives	of	an	entity	must	be	identified,	distinguishing	between	risks	and	opportunities.	The	opportunities	are	re-channeled	into	management	strategy	or	goal-setting	processes.	'Risk	assessment':	The	risks	are
analyzed,	considering	the	probability	and	impact,	as	a	basis	for	determining	how	they	should	be	managed.	The	risks	are	inherently	and	residually	assessed.	'Risk	response:'	Management	selects	risk	responses,	avoiding,	accepting,	reducing	or	sharing	risk,	developing	a	set	of	actions	to	align	risks	with	the	entity's	risk	appetite	and	risk	appetite.	'Control
activities:'	Policies	and	procedures	are	established	and	implemented	to	help	ensure	that	risk	responses	are	carried	out	effectively.	'Information	and	communication:'	The	relevant	information	is	identified,	captured	and	communicated	in	a	way	and	time	frame	that	allow	people	to	fulfill	their	responsibilities.	Effective	communication	also	occurs	in	a
broader	sense,	flowing	down,	through	and	up	the	entity.	'Monitoring:'	The	entire	business	risk	management	is	monitored	and	modifications	are	made	as	necessary.	Monitoring	is	achieved	through	ongoing	management	activities,	separate	evaluations	or	both.	COSO	admits	in	its	report	that,	although	business	risk	management	provides	significant
benefits,	there	are	limitations.	Business	risk	management	depends	on	human	judgment	and,	therefore,	is	susceptible	to	decision	making.	Human	failures,	such	as	simple	errors	or	errors,	can	lead	to	inadequate	risk	responses.	In	addition,	controls	can	be	avoided	by	collusion	of	two	or	more	people,	and	management	has	the	ability	to	override	business
risk	management	decisions.	These	limitations	prevent	a	board	and	management	from	having	absolute	security	regarding	the	achievement	of	the	entity's	objectives.	Philosophically,	COSO	is	more	oriented	towards	controls.	Therefore,	it	has	a	bias	towards	risks	that	could	have	a	negative	impact	instead	of	the	risks	of	missing	opportunities.	See	ISO
31000.	While	COSO	states	that	its	expanded	model	provides	more	risk	management,	companies	are	not	required	to	change	to	the	new	model	if	they	are	using	the	Integrated	Internal	Control	Framework.	This	document	contains	guidance	to	help	smaller	public	companies	to	apply	the	concepts	of	1992	Internal	Control	–	Integrated	Framework.	This
publication	shows	the	applicability	of	these	concepts	to	help	smaller	public	companies	design	and	implement	internal	controls	to	support	the	achievement	of	financial	information	objectives.	It	highlights	20	key	principles	of	the	1992	framework,	providing	a	principles-based	approach	to	internal	control.	As	explained	in	the	publication,	the	2006
guideline	applies	to	entities	of	all	sizes	and	types.[2]	Companies	have	invested	heavily	in	improving	the	quality	of	their	internal	controls;	However,	COSO	noted	that	many	organizations	do	not	fully	understand	the	importance	of	the	monitoring	component	of	the	COSO	framework	and	the	role	it	plays	in	streamlining	the	evaluation	process.	In	January
2009,	COSO	published	its	"Guidance	on	the	monitoring	of	internal	control	systems"	to	clarify	the	internal	control	monitoring	component.	Over	time,	effective	monitoring	can	lead	to	organizational	efficiencies	and	reduced	costs	associated	with	public	information	about	internal	control	because	problems	are	identified	and	addressed	proactively,	rather
than	reactively.	The	COSO	Monitoring	Guide	is	based	on	two	fundamental	principles	originally	established	in	the	2006	COSO	Guide:	Continuous	and	/	or	separate	evaluations	allow	management	to	determine	if	the	other	components	of	internal	control	continue	to	function	over	time,	and	Internal	control	deficiencies	are	identified	and	communicated	in	a
timely	manner	to	the	parties	responsible	for	taking	corrective	measures	and	to	management	and	the	board,	as	appropriate.	The	monitoring	guide	also	suggests	that	these	principles	are	best	achieved	through	monitoring	based	on	three	general	elements:	Establish	a	basis	for	monitoring,	including	(a)	an	appropriate	tone	at	the	top;	(b)	an	effective
organizational	structure	that	assigns	monitoring	roles	to	people	with	appropriate	capacities,	objectivity	and	authority;	and	(c)	a	starting	point	or	"baseline"	of	known	effective	internal	control	from	which	continuous	monitoring	and	separate	evaluations	can	be	implemented;	Design	and	execute	monitoring	procedures	focused	on	"persuasive
information"	on	the	operation	of	"key	controls"	that	address	"significant	risks"	for	organizational	objectives;	Evaluate	and	report	the	results,	including	assessing	the	severity	of	any	identified	deficiencies	and	reporting	the	results	of	monitoring	to	appropriate	staff	and	the	board	for	timely	action	and	follow-up	if	necessary.	Internal	auditors	play	an
important	role	in	assessing	the	effectiveness	of	control	systems.	As	an	independent	function	that	informs	senior	management,	internal	audit	can	evaluate	the	internal	control	systems	implemented	by	the	organization	and	contribute	to	continued	effectiveness.	As	such,	internal	auditing	often	plays	an	important	"monitoring"	role.	To	preserve	its
independence	of	judgment,	the	internal	audit	should	not	assume	any	direct	responsibility	in	the	design,	establishment	or	maintenance	of	the	controls	that	it	is	supposed	to	evaluate.	Internal	audit	may	only	advise	on	possible	improvements	to	be	made.	Under	Section	404	of	the	Sarbanes-Oxley	Act,	management	and	external	auditors	must	report	on	the
adequacy	of	the	company's	internal	control	over	financial	information.	The	Public	Company	Accounting	Oversight	Board,	formed	to	oversee	the	external	audit	profession,	published	Auditing	Standard	2201	which	requires	that	auditors	"use	the	same	appropriate	and	recognized	control	framework	to	conduct	their	internal	control	audit	on	the	financial
information	that	management	uses	to	its	annual	evaluation	of	the	effectiveness	of	the	company's	internal	control	over	financial	information."[3]	Section	143	(3)	(i)	of	the	Indian	Companies	Act,	2013	also	requires	legal	auditors	to	comment	on	internal	control	over	financial	information.	Maiden	Lane	II	LLC	^	"Final	Rule:	Management's	Report	on
Internal	Control	Over	Financial	Reporting	and	Certification	of	Disclosure	in	Exchange	Act	Periodic	Reports;	Rel.	No.	33-8238".	www.sec.gov.	Archived	from	the	original	on	2019-08-10.	Retrieved	2022-10-12.	^	"Archived	copy".	www.coso.org.	Archived	from	the	original	on	November	21,	2016.	Retrieved	December	28,	2012.{{cite	web}}:	CS1	maint:
archived	copy	as	title	(link)[title	missing]	^	"PCAOB	Rulemaking	Docket	Matter	No.	021"	(PDF).	Archived	from	the	original	(PDF)	on	2007-10-07.	Retrieved	2009-04-21.,	(AS	No.	5.5),	retrieved	on	March	23,	2011.	Official	website	www.cpa2biz.com/COSOEvalTools,	COSO	evaluation	template.	Retrieved	from	"	2	Page	notice	You	are	not	logged	in.	Once
you	make	an	edit,	a	temporary	account,	furnished	only	with	a	very	basic	level	of	privacy,	will	be	assigned	to	you	automatically	and	will	expire	within	90	days.	If	you	log	in	or	create	an	account,	your	edits	will	instead	be	attributed	to	a	username,	and	you	will	be	able	to	receive	notifications	about	your	edits	for	as	long	as	you	wish,	among	other	benefits.
Content	that	violates	any	copyrights	will	be	deleted.	Encyclopedic	content	must	be	verifiable	through	citations	to	reliable	sources.	Retrieved	from	"	COSO	was	organized	in	1985	to	sponsor	the	National	Commission	on	Fraudulent	Financial	Reporting,	an	independent	private-sector	initiative	that	studied	the	causal	factors	that	can	lead	to	fraudulent
financial	reporting.	It	also	developed	recommendations	for	public	companies	and	their	independent	auditors,	for	the	SEC	and	other	regulators,	and	for	educational	institutions.	​	The	National	Commission	was	sponsored	jointly	by	five	major	professional	associations	​headquartered	in	the	United	States:	the	American	Accounting	Association	(AAA),	the
American	Institute	of	Certified	Public	Accountants	(AICPA),	Financial	Executives	International	(FEI)​,	the	Institute	of	Internal	Auditors	(IIA),	and	the	National	Association	of	Accountants,	now	known	as	Institute	of	Management	Accountants	(IMA).	Wholly	independent	of	each	of	the	sponsoring	organizations,	the	Commission	included	representatives
from	industry,	public	accounting,	investment	firms,	and	the	New	York	Stock	Exchange.	To	this	day,	COSO	functions	as	a	committee	of	the	five	Board	Members	led	by	its	Chairman	of	the	Board.	The	operations	of	the	Committee	and	COSO	overall	are	supported	by	the	resources	of	the	five	Sponsoring	Organizations.	The	first	chairman	of	the	National
Commission	was	James	C.	Treadway,	Jr.,	Executive	Vice	President	and	General	Counsel,	Paine	Webber	Incorporated	and	a	former	Commissioner	of	the	U.S.	Securities	and	Exchange	Commission.	Hence,	the	popular	name	"Treadway	Commission"	Currently,	the	COSO	Chairman	is	Lucia	Wind.	COSO’s	goal	is	to	provide	thought	leadership	dealing	with
three	interrelated	subjects:	Enterprise	Risk	Management	(ERM),	Internal	Control,	Fraud	Deterrence	and	Governance.	COSO	is	an	internationally	recognized	framework	that	is	designed	to	guide	organizations	in	designing,	implementing	and	evaluating	internal	controls.The	framework	was	established	by	the	Committee	of	Sponsoring	Organizations
(COSO).	It	is	organized	into	five	key	components:	control	environment,	risk	assessment,	control	activities,	information,	communication	and	monitoring.		What	is	the	COSO	framework	for	internal	controls?	The	COSO	framework	was	introduced	in	1992	by	the	Committee	of	Sponsoring	Organizations	as	a	tool	to	tackle	financial	fraud	and	strengthen
corporate	governance.	It	has	since	evolved	into	a	global	standard	for	internal	control	design	and	evaluation.	It	is	widely	used	to	ensure	effective	control	environments	in	many	different	organizations.	COSO	basically	consists	of	five	elements	that	work	together	to	ensure	effective	management	of	internal	controls.	The	objective	is	to	help	organizations
achieve	their	goals,	minimize	risks	and	ensure	compliance.	The	five	components	of	COSO		The	five	key	points	of	COSO	represent	different	levels	of	internal	controls	that	organizations	should	implement	to	ensure	that	risks	are	properly	managed.	In	this	section,	we	will	review	them	one	by	one	to	illustrate	how	they	contribute	to	a	holistic	and	effective
internal	control	structure.	1)	Control	environment		The	control	environment	represents	the	foundation	of	the	COSO	framework	and	refers	to	the	general	belief	and	culture	that	management	and	employees	have	about	internal	control	systems.	This	includes	the	values	and	ethical	standards	followed	by	the	organization	and	how	they	are	put	into	practice
through	management	behavior	and	decisions.	A	good	control	environment	is	characterized	by	a	management	that	demonstrates	integrity	and	accountability,	thus	creating	a	culture	where	all	employees	understand	their	roles	and	how	they	contribute	to	achieving	the	organization's	goals.	2)	Risk	assessment		Risk	assessment	centers	the	process	of
systematically	identifying,	analyzing,	and	assessing	the	risks	that	could	affect	the	achievement	of	the	organization's	goals.	This	involves	identifying	potential	threats,	which	can	range	from	financial	challenges	to	operational	disruptions,	and	then	analyzing	the	likelihood	of	their	occurrence	as	well	as	their	potential	impact.	After	identifying	and
assessing	risks,	the	organization	can	develop	strategies	to	manage	them	-	for	example,	by	avoiding,	reducing,	transferring,	or	accepting	the	risk.	3)	Control	activities		Control	activities	are	the	specific	policies	and	procedures	the	organization	implements	to	ensure	that	the	identified	risks	are	effectively	managed.	Activities	can	include	everything	from
authorization	procedures,	where	certain	actions	must	be	approved	by	management,	to	physical	security	measures	that	protect	the	organization's	assets.	Control	activities	ensure	that	employees	follow	the	established	rules	and	guidelines,	as	well	as	continuously	monitoring	and	reporting	on	the	efficiency	of	the	processes.		4)	Information	and
communication		Information	and	communication	are	a	centerpiece	of	the	COSO	framework,	which	ensures	that	relevant	information	is	gathered,	shared,	and	effectively	used	in	decision-making	processes.	This	means	that	information	must	freely	and	accurately	flow	across	all	levels	of	the	organization	to	ensure	that	management	and	employees	have
the	necessary	basis	for	making	informed	decisions.	Effective	communication	enables	goals,	expectations,	and	control	activities	to	be	communicated	clearly,	strengthening	cohesion	and	coordination	between	different	departments	and	processes.	5)	Monitoring		Monitoring	is	the	process	of	continuously	evaluating	and	assessing	the	effectiveness	of	the
organization's	internal	control	systems.	This	involves	regular	assessments	that	can	be	conducted	by	both	internal	staff	and	external	third-party	auditors.	The	purpose	of	monitoring	is	to	identify	areas	of	weakness	or	inefficiencies	in	the	control	systems	and	ensure	they	are	adjusted	as	the	organization's	risk	profile	changes	so	that	they	remain	relevant.
Benefits	of	working	with	COSO		Several	benefits	follow	in	the	footsteps	of	implementing	COSO.	First	and	foremost,	the	framework	creates	a	structured	approach	towards	identifying	and	managing	risks,	which	both	contributes	to	compliance	with	laws	and	regulations,	but	also	improves	operational	efficiency.	Simultaneously,	a	strong	control	culture
will	promote	transparency,	accountability	and	decision-making	based	on	reliable	information,	leading	to	a	more	robust	and	sustainable	business	operation.	The	benefits	of	COSO	can	be	divided	into	three	main	points:	1)	Effective	governance	and	control		The	framework	contributes	to	a	more	structured	and	effective	management	of	internal	controls	by
providing	a	clear	and	well-defined	framework	for	the	organization	to	follow.	COSO	ensures	that	all	control	activities	are	organized	and	integrated	across	different	levels	and	functions	of	the	organization.	This	creates	a	coherent	control	structure	where	responsibilities	and	roles	are	clearly	defined	and	processes	and	procedures	are	standardized.	As	a
result,	the	organization	can	easily	identify	and	address	weaknesses	in	control	systems,	thereby	improving	both	the	effectiveness	and	reliability	of	internal	controls.	2)	Improved	risk	management		The	COSO	framework	strengthens	an	organization's	risk	management	by	providing	a	systematic	approach	for	identifying,	analyzing	and	minimizing	risks.
Through	the	five	components,	the	framework	helps	to	identify	potential	risks	and	assess	their	probabilities	and	consequences.	By	implementing	proper	control	activities	and	monitoring,	the	organization	can	proactively	manage	risks	and	reduce	the	probability	of	unforeseen	problems.	3)	Compliance	and	trust		The	framework	strengthens	the
organization's	compliance	by	ensuring	that	internal	controls	are	designed	and	implemented	in	accordance	with	current	laws	and	regulations.	Thus,	COSO	helps	the	organization	maintain	a	high	standard	of	ethical	behavior	and	operational	transparency,	which	is	essential	for	building	and	maintaining	trust	among	stakeholders.	A	well-structured
approach	to	risk	management	and	internal	control	improves	the	organization's	reputation	and	contributes	to	long-term	success	and	sustainability.	The	foundation	for	strong	internal	controls	The	COSO	framework	offers	a	number	of	tools	to	strengthen	an	organization's	internal	control	system.	The	outcome	is	a	better	control	environment	and
optimized	processes	that	make	it	easier	to	manage	risk	and	achieve	compliance.	Implementing	COSO	effectively	requires	organization-wide	efforts.	This	means	not	only	introducing	new	controls,	but	also	creating	a	culture	where	risk	management	and	compliance	are	an	integral	part	of	daily	operations.	READ	ALSO:	What	is	governance	and	why	is	it
important?	​The	2013	Framework	is	expected	to	help​​	organizations	design	and	implement	internal	control	in	light	of	many	changes	in	business	and	operating	environments	since	the	issuance	of	the	original	Framework,	broaden	the	application	of	internal	control	in	addressing	operations	and	reporting	objectives,	and	clarify	the	requirements	for
determining	what	constitutes	effective	internal	control.	COSO	has	also	issued	Illustrative	Tools	for	Assessing	Effectiveness	of	a	System	of	Internal	Control	and	the	Internal	Control	over	External	Financial	Reporting	(ICEFR):	A	Compendium	of	Approaches	and	Examples.	The	Illustrative	Tools	are	expected	to	assist	users	when	assessing	whether	a
system	of	internal	control	meets	the	requirements	set	forth	in	the	updated	Framework.	The	ICEFR	Compendium	is	particularly	relevant	to	those	who	prepare	financial	statements	for	external	purposes	based	upon	requirements	set	forth	in	the	updated	Framework.	All	BlogsAccounting	ResourcesCOSO	FrameworkAccounting	Processes	and
SystemsAccounting	Processes	and	Systems	TALK	TO	US	ON	MESSENGER!Build	Rock-Solid	Accounting	Skills	for	Finance	Careers!Table	Of	Contents	The	COSO	framework,	brief	for	the	Committee	of	Sponsoring	Organizations	of	the	Treadway	Commission	Framework,	is	a	widely	recognized	framework	for	internal	controls.	It	offers	recommendations
and	high-quality	practices	for	organizations	to	set	up,	examine,	and	enhance	their	internal	control	systems.	From	an	economic	perspective,	the	goals	of	the	COSO	Framework	are	multifold.	It	seeks	to	ensure	the	reliability	of	financial	reporting	by	establishing	adequate	controls	over	financial	methods	and	transactions.	This	is	essential	for	keeping	the
integrity	of	financial	statements	and	providing	stakeholders	with	correct	and	well-timed	information.	The	COSO	Framework	serves	as	a	valuable	guide	for	corporations	looking	to	strengthen	their	inner	control	environment,	mitigate	risks,	enhance	financial	reporting	reliability,	and	promote	sustainable	enterprise	practices.	Implementing	the	COSO
Framework	ensures	the	reliability	of	financial	reporting	by	establishing	effective	inner	controls	over	financial	processes	and	transactions.	The	framework	emphasizes	the	importance	of	figuring	out,	assessing,	and	mitigating	risks	to	achieve	organizational	goals,	thereby	supporting	firms	in	proactively	managing	risks.	By	promoting	adherence	to
relevant	laws,	suggestions,	and	inner	policies,	the	COSO	Framework	helps	organizations	ensure	compliance	with	legal	and	regulatory	requirements.	The	COSO	framework	provides	a	basis	for	internal	control	systems	in	financial	contexts.	It	was	established	in	1992	by	using	the	Committee	of	Sponsoring	Organizations	of	the	Treadway	Commission.	It
gives	recommendations	for	businesses	to	evaluate	and	enhance	their	functionality	to	acquire	financial	goals	reliably.From	a	financial	standpoint,	the	COSO	Framework	offers	a	method	to	mitigate	risks	that	would	affect	financial	integrity	and	reporting	accuracy.	It	emphasizes	the	significance	of	robust	management	of	surroundings,	where	management
sets	the	tone	for	moral	conduct	and	responsibility.	A	crucial	part	of	it	is	risk	assessment,	which	guarantees	that	possible	financial	risks	are	found	and	dealt	with	early	on.A	variety	of	protocols	and	recommendations	intended	to	prevent	errors,	fraud,	and	inefficiencies	in	economic	processes	are	included	in	the	framework's	control	activities.	Information
and	communication	channels	are	established	to	ensure	timely	and	correct	financial	reporting,	fostering	transparency	and	trust	amongst	stakeholders.	Master	the	fundamentals	of	financial	accounting	with	our	Accounting	for	Financial	Analysts	Course.	This	comprehensive	program	offers	over	16	hours	of	expert-led	video	tutorials,	guiding	you	through
the	preparation	and	analysis	of	income	statements,	balance	sheets,	and	cash	flow	statements.	Gain	hands-on	experience	with	Excel-based	financial	modeling,	real-world	case	studies,	and	downloadable	templates.	Upon	completion,	earn	a	recognized	certificate	to	enhance	your	career	prospects	in	finance	and	investment.	Learn	More	→	Some	of	the
important	principles	of	the	COSO	framework	are	as	follows:Control	Environment	(5	principles):	This	aspect	emphasizes	foundational	elements	crucial	for	a	robust	internal	control	environment.	It	stresses	integrity	and	ethical	values,	an	unbiased	board	of	directors	(BOD),	competent	personnel,	and	individual	accountability.Risk	Assessment	(4



principles):	Risk	assessment	specializes	in	figuring	out	and	handling	risks	to	obtain	organizational	goals.	It	entails	setting	clear	goals	to	enable	effective	risk	identity,	analyzing	risk	throughout	the	organization,	considering	the	potential	for	fraud,	and	assessing	change	that	can	affect	inner	control	effectiveness.Control	Activities	(3	principles):	Control
activities	aim	to	mitigate	risks	through	tailored	measures.	This	includes	selecting	and	developing	control	measures,	consisting	of	general	controls	over	technology,	and	deploying	control	activities	through	policies	and	procedures.Information	and	Communication	(3	principles):	Effective	inner	control	relies	on	acquiring,	using,	and	communicating
relevant	information.	This	ensures	the	quality	and	relevance	of	information	used	in	decision-making,	internal	communication	of	control-related	information,	and	external	communication	on	control	matters.Monitoring	Activities	(2	principles):	Monitoring	entails	ongoing	opinions	of	internal	control	components	to	ensure	effectiveness.	It	includes
choosing,	developing,	and	performing	evaluations,	in	addition	to	timely	communication	of	internal	control	deficiencies	for	corrective	action.	Accounting	for	Financial	Analysts	Course	Enhance	your	financial	analysis	skills	with	our	in-depth	accounting	course.	Explore	key	topics	such	as	financial	statement	preparation,	ratio	analysis,	and	earnings	quality
assessment.	Benefit	from	practical	case	studies,	downloadable	Excel	templates,	and	one	year	of	unlimited	access	to	course	materials.	This	course	is	ideal	for	finance	professionals	and	students	aiming	to	build	a	strong	foundation	in	accounting.	Learn	More	→	Implementing	the	COSO	Framework	from	a	finance	angle	includes	a	structured	approach	to
set	up	and	enhance	internal	controls	within	a	company:	Assess	Current	State:	Begin	by	undertaking	a	thorough	assessment	of	existing	inner	control	processes	and	identifying	areas	for	improvement.	Evaluate	the	effectiveness	of	current	controls	in	mitigating	financial	risks	and	achieving	goals.	Establish	Objectives:	Define	clear	financial	goals	aligned
with	organizational	goals,	making	sure	they	are	specific,	measurable,	practical,	relevant,	and	time-bound	(SMART).	These	objectives	serve	as	the	foundation	for	designing	and	implementing	control	activities.	Design	Control	Activities:	Develop	control	activities	tailored	to	deal	with	recognized	financial	risk	and	achieve	established	goals.	This	may
additionally	consist	of	implementing	segregation	of	duties,	authorization	procedures,	physical	controls	over	assets,	and	automated	controls	in	financial	systems.	Communicate	and	Train:	Communicate	the	significance	of	internal	controls	and	provide	training	to	employees	on	their	roles	and	responsibilities	in	maintaining	financial	integrity.	Foster	a
culture	of	accountability	and	adherence	to	established	control	strategies.	Monitor	and	Evaluate:	Implement	monitoring	activities	to	evaluate	the	effectiveness	of	internal	controls	on	an	ongoing	basis.	Regularly	review	control	activities,	assess	control	deficiencies,	and	take	corrective	measures	to	deal	with	weaknesses	and	mitigate	risks.	Let	us
understand	it	better	with	the	help	of	examples:Suppose	a	multinational	employer,	XYZ	Inc.,	decides	to	implement	the	COSO	Framework	to	strengthen	its	internal	controls	in	the	finance	department.	After	conducting	a	thorough	evaluation,	XYZ	Inc.	identifies	a	risk	related	to	unauthorized	access	to	financial	data	in	its	accounting	software.	To	mitigate
this	risk,	XYZ	Inc.	implements	control	activities	such	as	role-based	access	controls,	dual	authorization	for	sensitive	transactions,	and	regular	evaluations	of	user	access	rights.XYZ	Inc.	complements	its	monitoring	activities	by	enforcing	automated	alerts	for	unusual	economic	activities.	It	also	includes	conducting	regular	audits	of	access	to	logs.	To
promote	communication	and	training,	XYZ	Inc.	provides	comprehensive	training	sessions	to	employees	on	proper	data	handling	processes	and	the	significance	of	maintaining	data	integrity.In	2023,	the	National	Association	of	Corporate	Directors	joined	fingers	with	the	Committee	of	Sponsoring	Organizations	of	the	Treadway	Commission	for	robust
governance	in	the	corporate	area.This	partnership	aimed	to	enhance	governance	practices	throughout	industries	by	integrating	the	knowledge	of	each	corporation.	The	framework	will	focus	on	aligning	organizational	goals,	strategy,	and	risk	management	with	effective	governance	structures.	It	emphasizes	the	significance	of	control	environment,	risk
assessment,	and	communication	channels	to	strengthen	corporate	governance.By	combining	COSO's	expertise	in	internal	control	frameworks	with	NACD's	focus	on	director	education	and	governance	advocacy,	the	collaboration	seeks	to	provide	firms	with	a	comprehensive	guide	for	navigating	the	complicated	landscape	of	corporate	governance.	This
initiative	demonstrates	the	commitment	to	advancing	governance	practices	that	promote	accountability,	transparency,	and	sustainable	commercial	success.Below	is	a	brief	of	the	advantages	and	disadvantages	of	the	COSO	framework:AdvantagesDisadvantages1.	Enhances	financial	reporting	reliability1.	Implementation	may	be	resource-intensive2.
Strengthens	internal	control	environment2.	Complex	for	smaller	organizations3.	Mitigates	risks	of	fraud	and	errors3.	Requires	ongoing	monitoring	and	updates4.	Promotes	compliance	with	regulations4.	Potential	for	over-reliance	on	controls5.	Fosters	transparency	and	accountability5.	Limited	flexibility	for	unique	contexts6.	Provides	a	structured
approach	to	governance6.	May	not	address	all	emerging	risks1.	How	does	the	COSO	framework	address	emerging	risks?	The	COSO	Framework	encourages	companies	to	constantly	monitor	and	evaluate	their	internal	control	systems	to	identify	and	address	emerging	risks.	By	frequently	assessing	control	activities	and	adjusting	them	in	response	to
changes	in	the	business	environment,	agencies	can	effectively	manage	evolving	risks.	2.	Does	the	COSO	framework	cover	only	financial	controls?	While	the	COSO	Framework	is	often	related	to	financial	controls,	it	also	encompasses	broader	aspects	of	internal	control,	which	embody	operational	and	compliance	controls.	It	gives	a	comprehensive
approach	to	managing	risk	and	accomplishing	company	goals	across	various	areas	of	the	business.	3.	What	is	the	connection	between	the	COSO	framework	and	SOX	compliance?	The	Sarbanes-Oxley	Act	(SOX)	of	2002,	mainly	Section	404,	which	mandates	managment	to	assess	and	report	the	efficacy	of	inner	control	over	financial	reporting,	is
carefully	related	to	the	COSO	Framework.	Many	corporations	base	their	enforcement	of	SOX	compliance	initiatives	on	the	COSO	Framework.	This	article	has	been	a	guide	to	what	is	COSO	Framework.	Here,	we	explain	in	detail	its	principles,	examples,	advantages,	disadvantages,	and	how	to	implement	it.	You	may	also	find	some	useful	articles	here	-
Control	Framework	Fractal	Indicator	SCQA	Framework	img]:aspect-[2/1]	data-component-image-wrapper=>Learn	what	energy	security	is,	its	importance,	the	factors	affecting	it,	the	strategies	to	achieve	it,	and	how	to	avoid	energy	insecurity.
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