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"There is to be a proper study and evaluation
of the existing internal control as a basis for
reliance thereon and for the determination of the

resultant extent of the tests to which auditing
procedures are to be restrected”.
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* The independent auditor is primarily concerned

with the accounting controls . Accounting controls ...
generally bear directly and importantly on the
reliability of financial records and require evaluation
by auditor .

Administrative controls ... ordinarily relate only
indirectly to the financial records and thus would not
require evaluation . If independent auditor believes ,
however , that certain administrative controls may
have an important bearing on the reliability of the
Jinancial records , he should consider the need for
evaluating such controls . For example , statistical
records maintained by production , sales , or other
operating departments may require evaluation in a
particular instance".
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1- A plan of organization which provides appropriate segregation of
functional responsibilities .

2- A system of authorization and record procedures adequate to provide
reasonable accounting control over assets , libilities , revenues , and
expenses .

3- Sound practices to be followed in performance of duties and functions
of each of the organizational departments , and ,

4- Personnel of quality commensurate with responsibilities .
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- JOSEPH A. SILVOSO , ROYAL M. D. BAUER , AUDITING , South - Western publishing
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- HOWARD F, STETTLER, AUDITING PRINCIPLES , 4th Edition , (Prentice - Hall ,inc. ,
Englewood cliffs , New Jersey ), 1977 ,p.56 .
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ABSTRACT

Efficient Preservation and utilization of company’s assets requires
scientific management based on appropriate internal control system , in
order to insure optimal utilization of resources according to the
company’s goals . Nevertheless , one of the tentative postulates of
auditing is that the existence of a satisfactory system of internal control
eliminates the probability of irregularities . ’ ‘

In recent years , the concept of internal control has witnessed drastic
developments as a result of many reasons , the most important of which
are : the size of modern business firms and diversification of its operations
and multiplication of its functions , the needs of management to
decentralize its authority , the insurance of good protection of assets , and
finally the Government regulations which require the submission of data,.

This study is concerned with examining how the Libyan companies
are utilizing the internal control systems as defined by the American.
Institute of Certified Public Accountants .

To answer the above mentioned question , a questionnaire was
designed and distributed to a random sample of external auditors in
Tripoli and Benghazi , in order to obtain their views and opinions about
the extent of providing satisfactory conditions which ensure the protection
and safeguarding of assets and providing reliable data. and financial reports
in the Libyan companies .

The study was organized into two parts . The firs part , dealt with the
theoretical structure of internal control , which included the following :-

a) Objectives of internal control .

~ b) Types of internal control .

¢) Tools of internal control .

d) Principles of internal control .

e) The position of external auditor concerning the internal control .

f) The concept of cost - benefit analysis in the internal control system .

The second part was devoted to examining and analyzing the data
concerning internal control systems in the Libyan companies which




were obtained from the external auditors through questionnaires
and interviews .

Through the analysis of the data and according to statistical test of the
hypotheses , the major empirical findings = of the research are as
follow :-

1) There are major weaknesses in the intemal control procedures
concerning the following items : _ ‘
cash , inventory , account receivables , short term investment |,
account payables , fixed assets , long term loans, share holders equity .

2) Most companies don’t follow appropriate tools which help achieve
operational effectiveness , and encourage adherence to prescribed
managerial policies . '

3) Most companies don’t recognize the necessity of integrating the basic
principles of internal control system , which include the following :

a) A plan of organization which provide appropriate segregation of
functional responsibilities .

b) A system of authorization and record procedures adequate to provide
reasonable accounting control over assets , 11ab111t1es , revenues , and
expenses .

¢) Sound practices to be followed in performance of duties and functions
of each of the organizational departments .

d) Personnel of quality commensurate with responsibilities .

- Based on the above mentioned results it can be concluded that the
internal control systems in the Libyan companies are incapable of
performing their roles .

In -order to overcome these deficiencies , the study recommends the
following measures :-
1) An organization plan that provide clear segregation of duties and
functions .
2) The establishment of internal auditing offices to be used asa
controlling tool for safeguarding assets and obtammg rehable
~ data from the accounting system .




3) The necessity to appoint technical personnel who have experience
and qualifications , and placing the right man in the right place .

4) The necessity of emphasizing the importance of the role of the
internal control systems to the personnel in order to realize the
internal control objectives .

5) Using all of the possible tools , accounting and administrative ,
that are necessary to achieve the internal control objectives .

6) Personnel must be held accountable for performing their duties
which they are responsible for . '

7) The using of computer systems is recommended in all of the
Libyan companies , in order to provide accurate and reliable
mformation .

8) The Libyan companies should be required by Law to design and
apply good internal control systems based on the principles of
internal control . |

9) The external auditors should be required by Law to expand the
range of inspection during the performance of their auditing
duties .
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