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Yes, that’s right—internal control. If you’re skeptical about internal 
control’s relevance to your nonprofit’s success, you’re not alone. 
It’s unfortunate that many managers in both the nonprofit and 
commercial sectors have been led to believe that internal control 
is something only accountants do or, worse, that it’s all about 
creating roadblocks that slow organizations down and keep them 
from getting things done.

The reality is far different. While internal control certainly 
encompasses accounting matters and often does take the form of 
limits and restrictions, the bigger picture is holistic. Internal control 
is, collectively, all the proactive steps an organization takes to make 
sure it achieves its objectives. Internal control is integral to virtually 
every aspect of a nonprofit’s activities, and it ranges from the basic 
to the strategic. For example, protecting cash and securing assets 
is a key concern of internal control, but so is managing change 
and assessing risk. And it’s this broad perspective that prompted 
the release of the new frameworks. Both are designed to help 
management and boards focus on what matters most.

What are the new frameworks?
Issued within a year of each other, the first is Internal Control—
Integrated Framework from COSO (the Committee of Sponsoring 
Organizations of the Treadway Commission) and is applicable to 
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Is your nonprofit achieving its 
goals? Is it effective and efficient? 
Is it able to adapt to a constantly 
changing environment? If not, 
help is here in the form of two new 
internal control frameworks.

all types of organizations, including nonprofits. The second is 
Standards for Internal Control in the Federal Government from 
the GAO (the U.S. Government Accountability Office) and, despite 
its title, is meant to be useful to nonprofits as well as governmental 
entities. The GAO Standards (commonly known as the “Green 
Book”) are intentionally modeled after the new COSO Framework 
and incorporate virtually all its major changes.

Both these frameworks are much-needed updates to guidance 
issued over two decades ago. Since that time, dramatic changes 
in technology, increasing complexity of markets, and greater 
demands for transparency have made it far more challenging 
to maintain effective internal control. So the frameworks were 
updated in response.

Because COSO is a private sector initiative and the GAO Standards 
technically apply only to federal agencies, nonprofits aren’t required 
to formally adopt either. However, internal control is critical to 
every type of organization, and a nonprofit that fails to follow an 
established internal control framework jeopardizes its credibility 
and its funding.

To understand the new frameworks, it’s easiest to start with 
what hasn’t changed. At their highest levels, each framework 
retains essentially the same core definition of internal control, 
its three objectives, and the five components of those objectives. 
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that reporting is not limited to 
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Therefore, to implement either framework, a nonprofit begins 
by identifying its primary goals as defined by its mission. Under 
the frameworks’ terminology, these represent the organization’s 

“operating” objectives. They in turn determine its goals for adhering 
to relevant laws and regulations (“compliance” objectives) and 
remaining accountable to its many stakeholders (“reporting” 
objectives).

Even at this high level, the changes to the frameworks begin 
to become apparent. For example, the reporting objective was 
previously termed the “financial” reporting objective, which led 
nonprofits to fixate on their accounting records. Though these 
controls are obviously crucial, the new frameworks now make clear 
that reporting isn’t limited to financial statements. Therefore, your 
controls shouldn’t be limited either.

Consider, for instance, the content of your Web site or your use of 
mail-outs and press releases. What processes do you have in place 
to assure that your communications are accurate, timely, and 
consistent with your mission? Non-financial reporting has always 
been vital to nonprofit success, and now both new frameworks 
recognize that importance by placing it alongside financial reporting 
as a key focus of internal control.

Other revisions to the frameworks are less subtle. Probably the single 
biggest change is their incorporation of 17 new “principles” into the 
five components that provide the foundation of internal control. 
These embody the values shared by every nonprofit, including a 
commitment to integrity and the creation of policies that keep it 
mission-focused. They also address threats to nonprofit success, 
such as whether the organization has specific fraud prevention 
and detection practices in place and, more broadly, whether it is 
assessing all types of risk on an ongoing basis. 

The most important point to note about these 17 principles is 
their prominence in the new frameworks. Both frameworks state 
that all 17 principles must be present and functioning in order 
to conclude that the overall internal control system is effective. 
Many organizations will have work to do before they can make this 
claim. Getting started is more urgent for nonprofits that have been 
following the former COSO Framework because it was superseded 
as of December 15, 2014. So the initial step is selecting a framework 
for transition.

Which one should you use?
You can apply either framework. They both state that they’re 
suitable for not-for-profit organizations. The majority of nonprofits 
have been following the former COSO Framework, but they may 
want to consider the GAO Standards. Why? Many will find its 
terminology preferable and less profit-oriented. For example, 
COSO makes reference to “investors,” while the Green Book uses 
the term “stakeholders.” 

Another factor is whether your nonprofit receives grants that make 
it subject to Single Audit requirements. If so, your auditors may be 
guided by the terminology of the new GAO Standards, making it 
important to discuss your decision with them.

It’s equally important to discuss the choice with your board. The 
members who come from the business sector will be far more 
comfortable with the COSO Framework, as it long ago became the 
gold standard in every for-profit entity. And if you’ve followed it 
in the past, you’ll likely find implementation of the new guidance 
fairly straightforward.

Where do you begin the transition?
The answer depends in part on the formality of your existing 
controls and the extent of your related documentation, which is 
usually a function of size. Larger nonprofits tend to have more 
formalized controls and a greater investment in written policies 

How to Implement Internal Control: Definition, Objectives, Components, and Principles

Differences in terminology 
between the two frameworks

Adapted from the coSo internal 
control–integrated framework:
Definition Internal	control	is	a	process,	effected	by	an	
entity’s	board	of	directors,	management,	and	other	
personnel,	designed	to	provide	reasonable	assurance	
regarding	 the	 achievement	 of	 three	 categories	of	
objectives.

the three categories of objectives
•	 operations	objectives
•	 reporting	objectives
•	 compliance	objectives

Applicable	to	each	of	these	three	objectives	are	five	
components	and	their	17	principles.

control environment

1.		The	organization	demonstrates	a	commitment	to	
integrity	and	ethical	values.

2.		The	board	of	directors	demonstrates	independence	
from	management	and	exercises	oversight	of	the	
development	and	performance	of	internal	control.

3.		Management	establishes	(with	board	oversight),	
structures,	reporting	lines,	and	appropriate	authorities	
and	responsibilities	in	the	pursuit	of	objectives.

4.		The	organization	demonstrates	a	commitment	to	attract,	
develop,	and	retain	competent	individuals	in	alignment	
with	objectives.

5.		The	organization	holds	individuals	accountable	for	
their	internal	control	responsibilities	in	the	pursuit	of	
objectives.

Adapted from the GAo’s 
Standards for internal control 
in the federal Government
Definition Internal	control	is	a	process	effected	by	an	
entity’s	oversight	body,	management,	and	other	personnel	
that	provides	reasonable	assurance	that	the	objectives	of	
an	entity	will	be	achieved.	These	objectives	and	related	
risks	can	be	broadly	classified	into	one	or	more	of	three	
categories.	(These	are	the	same	as	the	COSO	Framework	
above.)

control environment

1.		The	 oversight	 body	 and	 management	 should	
demonstrate	a	commitment	to	integrity	and	ethical	
values.

2.		The	oversight	body	should	oversee	the	entity’s	internal	
control	system.

3.		Management	should	establish	an	organizational	
structure,	assign	responsibility,	and	delegate	authority	
to	achieve	the	entity’s	objectives.

4.		Management	should	demonstrate	a	commitment	to	
recruit,	develop,	and	retain	competent	individuals.

5.		Management	should	evaluate	performance	and	
hold	individuals	accountable	for	their	internal	control	
responsibilities.
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and procedures. For them, transition may be mainly a matter of 
modifying their controls and documentation to conform to the 
expanded scope and new language of the frameworks.

Regardless of size, every nonprofit should approach transition 
by recognizing that effective internal control is the result of a 
top-down process. It begins by identifying and prioritizing the 
organization’s objectives. Then the focus becomes the design and 
implementation of specific controls to support those objectives. 
With a clear understanding of what your organization is trying to 
accomplish, you can then decide on the steps needed. Those steps 
are the controls, and they include both offensive and defensive 
measures. Ask yourself:

•	 What steps do we need to achieve this particular objective?

•	 What could threaten our ability to achieve this objective, 
and what steps are necessary to address these threats?

Beyond this common starting point, there’s no one-size-fits-all 
approach to creating effective controls. But for a nonprofit that 
already has at least some minimal controls in place, transition to 
the new frameworks should proceed in three phases:

1. Establish buy-in. Initial discussions should include the executive 
director and chief accounting officer, and for large nonprofits, the 
head of internal audit. Education and training are essential here. 
These key people must be familiar with the frameworks so they 
can choose which one to recommend to the board for adoption. In 
smaller nonprofits, the officers of the board or the full board itself 
will need to be involved in the initial discussion. Equally important 
is to meet with your external auditors early in the process. Ask 
them how they’ll be interpreting and applying the new frameworks 
in their audits. As transition progresses, regular communication 
among all these parties will be essential.

2. Perform gap analysis. As determined by your objectives, 
identify the controls that are currently in place. Then, to identify 
gaps, map either controls to principles or principles to controls. 
The direction you choose may depend upon the extent of existing 
documentation. If you have ample documentation already, mapping 
to the framework’s principles may be easier and more efficient. In 
addition, mapping controls to principles can be useful in identifying 
inadequate controls as well as policies and procedures that may no 
longer be needed. For example, controls that can’t be mapped to at 
least one principle raise the question of “Why are we doing this?” 
Likewise, the mapping process can focus attention on aspects of 
your operations that you may have overlooked.

3. Implement a response. Ultimately, the direction of the mapping 
is less important than the outcome. Once you’ve identified your 
organization’s areas of weakness, decide how best to address 
them based on the priorities of the related objectives. Because the 
process starts with your organization’s goals, your gap analysis will 
clarify which areas need your attention first. For most nonprofits, 
these are likely to be controls over funding, cash processing, and 
program spending. Remember the importance of consulting with 
your external auditors here. Their professional standards require 
them to tell you the most serious internal control deficiencies they 
observe during their annual audits. So if you’ve received a letter 
from them in the past, any weaknesses they identified should be 
at the top of your list for remediation.

Keep these cautions in mind
Throughout the transition process, remember:

The move to the new frameworks is likely to take some time. 
While transition needs to be a priority for your nonprofit, it’s 
important not to rush the process. Transition is a chance for 
thoughtful consideration of your nonprofit’s mission, so take 
advantage of it.

Don’t let a checklist mentality creep into the process, 
especially when performing your gap analysis. Documentation is 
an essential and critical part of transition and is meant to clarify 
your nonprofit’s strengths and weaknesses. It shouldn’t become an 
exercise in completing forms.

Don’t be overwhelmed. Internal control is all about staying 
focused on what truly matters: “What’s most important to us? 
What do we most want to accomplish and what could keep us 
from doing so?”

Regardless of the current state of your internal control, don’t 
view transition as simply a matter of “more paperwork.” The 
new frameworks represent an opportunity to take a fresh look at 
why your organization exists and how it operates. Internal control 
is integral to that self-examination.	

Richard Turpen (rturpen@aum.edu, 334-244-3496) is a professor 
of accounting at Auburn University Montgomery.

for More Help & Advice
Many	templates	and	tools	are	available	to	help	
organizations	implement	the	new	frameworks.	Start	
with	the	frameworks	themselves:

internal control–integrated framework, Committee	
of	Sponsoring	Organizations	of	the	Treadway	
Commission:	http://www.coso.org/IC.htm

Standards for internal control in the federal 
Government,	U.S.	Government	Accountability	Office:	
http://www.gao.gov/products/GAO-14-704G

Several	professional	associations	also	offer	internal	
control-related	resources,	including	these	sponsoring	
organizations	of	COSO:

American institute of certified public Accountants:	
www.aicpa.org

the institute of internal Auditors:	theiia.org

Many	articles	from	Nonprofit World (www.
NonprofitWorld.org/members)	explain	more	about	
creating	the	best	possible	internal	control	environment	
for	your	organization:

New internal control Guidance: What you Need to 
Know	(Vol.	28,	No.	1)

can your organization Afford to Lose $100,000? 
Safeguards every Nonprofit Needs to implement	
(Vol.	30,	No.	3)

Six Ways to reduce risk & comply with the Law	
(Vol.	25,	No.	6)

How to Have an Audit without Breaking the Bank	
(Vol.	20,	No.	4)

Setting Up a control System for your organization	
Vol.	16,	No.	3)

Need a cpA at Little or No cost? five Ways to find 
Help	(Vol.	28,	No.	2)

creating a Values-Based road Map	(Vol.	23,	No.	2)

What is the Board’s role in Managing risk?	(Vol.	15,	
No.	5)


