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Internal Financial Controls and the Educational 
Institutions

Education institutions, under private ownership, are in tremendous pressure today to deliver quality 
education at an affordable price. Internal financial control system, juxtaposing the basic tenets 
of internal control, helps these institutions achieve their objectives in an economic and efficient 
manner so that quality education can be imparted in this highly competitive environment. This 
article attempts to collate aspects of control mechanism that aim to strike a balance between ethical 
profit making and affordable accessibility of quality education to the students. In other words, these 
institutions can successfully combine features of both business economy and social economy, while 
making education available to all segments of the society.

CA. Ashim Kumar Ghosh
(The author is a member of the 
Institute. He can be reached at 
ashim742@yahoo.co.in.)

India holds an important place in the global 
education industry and it has one of the largest 
education systems in the world. Educational 
institutions under private ownership, registered 
as ‘societies’ or ‘trust’ or ‘company’ and affiliated 
to State/Central Board/University, operate in a 
highly competitive environment and face significant 
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challenges. There has been considerable investment 
in educational institutions from domestic as well 
as foreign sources. The total amount of Foreign 
Direct Investment (FDI) inflows into the education 
sector in India stood at US$ 1383.62 million from 
April 2000 to December 2016, according to data  
released by Department of Industrial Policy and 
Promotion. Higher education system(s) in India 
has undergone rapid expansion during the last two/
three decades. The quality of education system 
is principally related to physical infrastructure, 
academic curriculum and adequate faculty. There 
is tremendous pressure on these institutions to  
provide quality education at an affordable price. 
Education sector has seen a host of reforms and 
improved financial outlays in recent years that could 
possibly transform the country into a knowledge 
heaven. Infrastructure investment in education 
sector is likely to see a sizeable increase in the  
years to come. In FY 2015-16, the education market 
was worth about US$ 100 billion and is expected to 
grow more and more in the coming years of 2018 
and beyond. 

In a country like India, we cannot solely focus  
on business economy or profit-led economy in 
education sector. For instance, driven by profit 
motive, quality faculties and facilities are usually 
employed at a price which is more often than not 
unaffordable to the students. However, this in  
no way suggests that the money so invested would 
be allowed to be eroded for want of internal control 
mechanism. The educational institutions could well 
operate as if they are in the framework of social 
economy in order to create a strong, sustainable, 
prosperous and inclusive society. The Indian 
education sector is at a crucial stage in its growth 
phase. Private educational institution are free to 
frame their own fee(s) structure but that must 
not result in profit making simply because they  
might be subjected to assessment by State/Central 
authority in order to ensure the reasonableness  
of the fees charged. The country’s demographic 
advantage of a large young population coupled 
with low gross enrolment ratio presents a huge 
opportunity to the private players in the education 
sector. 

A well defined internal financial control system 
helps instilling a sound financial management 
in an educational institution. Sound financial 
management will, in turn, facilitate the institute 
in accomplishing high standards of academic  

excellence and sufficient surplus of income 
over expenditure for further investments in  
infrastructures, facilities and student welfare 
activities. Absence of profit motive in the case 
of educational institutions does not hold them 
back from making surplus for the sustenance/
furtherance of its objectives. It goes without saying 
that no institution can ever continue to exist  
only on donation/corpus amount; rather, it should 
generate sufficient surplus so as to sustain its 
objectives.

Internal financial controls are (1) the policies and 
procedure adopted by an entity for ensuring orderly 
and efficient conduct of its operations including 
adherence to entities policies, (2) the safeguards of 
its assets, (3) prevention and detection of frauds 
and errors, (4) accuracy and completeness of its 
accounting records, and (5) timely preparation of 
reliable financial information. Meanwhile, internal 
control includes the following components: (1)  
control environment, which is created by 
management of the entity through communication 
and enforcement of integrity and ethical values, 
commitment to competence, organisational 
structure, assignment of authority and responsibility, 
etc. (2) risk assessment, through which management 
identifies risks relevant to the preparation of 
financial statements as close as practicable to 
the time of occurrence in accordance with the 
applicable financial reporting framework ensuring 
that all financial transactions are recorded (duly 
supported by appropriate documentations) and the 
true financial position/performance is provided 
in a clear manner as a basis for informed financial 
decision making, (3) control activities, through 
which the entity establishes policy and procedure 
towards segregation of duties, proper authorisation 
of transactions and activities, adequate documents 
and records, physical control over assets and 
independent review/analysis of performance with 
budget, etc., for taking remedial administrative 
measures (4) information and communication, 
through which the institute establishes methods 
to be used to initiate, record, process and report 
the transactions and to maintain accountability 
for communication of financial reporting and (5) 
monitoring activities, through which management 
establishes and maintains internal control system 
on an ongoing basis and assesses the same, whether 
they are operating as intended or they are modified 
as appropriate for changes in condition(s).
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Timely preparation of bank reconciliation statement, 
proper authorisation of expenses, periodic review 

of budget with actual, assets use policy, deposition 
of cash/cheque on time along with issue of money 

receipts, and avoidance/discouragement of related 
party transactions are some of the salient control 
measures. Besides, one should also keep a check 

on journal/adjustment entries made in the period-
end financial reporting process and on significant 

accounting estimates made. 

Maintenance of internal control system, as 
aforesaid, helps educational institutions achieve 
their objectives and meeting major challenges, 
namely, quality (maintaining quality education by 
way of creation of value, deliver of value, and capture 
of value), access (making education accessible to 
all echelons of the society) and cost (making the 
education cost more reasonable to the students). 
If pertinent features of internal control system are 
blended with internal financial control system, the 
educational institutes will achieve a sustainable 
growth in this highly competitive environment. As 
mentioned earlier, the educational institutes should 
concentrate on those five focus areas and, for that 
purpose, should have adequate coverage of policies 
and procedures. Hence, the selection of right 
policies and procedures is the pivotal concern of any 
educational institution. Moreover, one can formulate 
a self-assessment checklist with reference to major 
heads of income and expense and asset and liability 
for better financial performance and financial 
position, juxtaposing components of internal control 
system with internal financial control system of an 
educational institute. 

Policies and Procedures for Orderly and 
Efficient Conduct of Operations 
For the purpose, the educational institute should  
have (a) a mission/vision statement, (b) a policy 
statement on integrity and ethical values, (c) 
organisation chart with defined, authority, 
responsibility and delegated power, (d) budgetary 
controlling, (e) accounting manual, (f ) a policy 
of rotation of accounting personnel, (g) record  
retention policy, (h) periodic management report 
for financial performance and position, and (i) 
segregation of duties for initiating, authorising, 
and recording a transaction, monitoring custody of 

physical assets and critical information, processing/
authorising master file transaction and system 
development and daily operations in computer-
based accounting systems.

These policies and procedures should cover all 
domains such as institute operation, finance and 
accounting, compliance with applicable laws. They 
must be articulated in terms easy to understand  
and must be regularly updated apropos of  
changes in laws. They may also include periodic 
assessment of control activities in support of 
institute objectives. As mentioned earlier, every 
institute has got some sort of internal controls. 
However, there should be a continuous endeavour 
for its improvement. For the purpose, the 
institute may assess and review the existing Entity 
Controls like ethics and value strategy, culture and  
communication; the Control Governance 
and Standards like policies and procedures, 
organisational structures and performance 
objectives; the Control Design like roles and 
responsibilities, risk identification and capacity 
to deliver objectives; the Control Operation like 
control systems and continuous improvement and; 
the Control Compliance Monitoring like compliance 
monitoring and control monitoring for taking 
remedial administrative actions.

Safeguard of Assets
For the purpose, the educational institute should 
have (a) asset acquisition policy, (b) asset use 
& disposition policy, (c) insurance policy for 
cash, plant & machineries, building, vehicles,  
laboratory equipments, etc. and (d) asset 
maintenance policy.

All tangible and intangible fixed assets should  
be recorded in asset register mentioning all details 
as to cost, location/situation and codification 
maintained in safe/secured ways, including their 
physical verification at a reasonable interval. All 
the required control mechanism may be embedded 
in those policies in order to minimise the chances 
of their unauthorised procurements or uses or 
disposition. 

Prevention and Detection of Fraud or Error
For the purpose, the educational institute should 
have separation of duty policies, that is, the maker, 
checker and custodian should be different persons 
under internal check system in order to ensure 
that no one has control over all the parts of a 
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The educational institute should have a proper 
documentation policy for incurring expenses and 

making of payments, chart of accounts, proper 
accounting of income and expenses, assets and 
liabilities, as per generally accepted accounting 
principles (GAAP) with reference to accrual basis 
of accounting, recognition of income, fund based 

accounting, fixed assets accounting and its 
depreciation, government grant accounting, etc.

financial transaction. Timely preparation of bank 
reconciliation statement, proper authorisation of 
expenses, periodic review of budget with actual, 
assets use policy, deposition of cash/cheque on time 
along with issue of money receipts, and avoidance/
discouragement of related party transactions are 
some of the salient control measures. Besides, one 
should also keep a check on journal/adjustment 
entries made in the period-end financial reporting 
process and on significant accounting estimates 
made. 

Fraud risk management policy and fraud  
control mechanism may be formulated and 
established, so that fraud risks can be mitigated. On 
top of other control mechanisms, there should also 
be adequate control over information technology 
(IT) in respect of security, computer operations, 
system development/change, user access, access 
login, password, etc. and information produced by 
the institute from the system. 

Accuracy and Completeness of Accounting 
Records
For the purpose, the educational institute should 
have a proper documentation policy for incurring 
expenses and making of payments, chart of  
accounts, proper accounting of income and expenses, 
assets and liabilities, as per generally accepted 
accounting principles (GAAP) with reference to 
accrual basis of accounting, recognition of income, 
fund based accounting, fixed assets accounting  
and its depreciation, government grant accounting, 
etc.

All financial transaction, during the specific 
period, should be captured and recorded with full 
details and documentation to exhibit financial 
position as to assets and liabilities and financial 
performance as to income and expenses. With 
periodic assessment of entity level and process level 
controls, it can be assured that nothing is omitted 

either purposely or by mistake and that financial 
reports represent whole picture of the institute.

Timely Preparation of Reliable Financial 
Information
For the purpose, the educational institute should 
have a policy regarding on time update of financial 
information that is reliable in all respect with 
adherence to institute objective and applicable 
laws and regulations. This action would help one 
take informed decision and evaluate financial 
performance and position.

Financial transactions should be properly 
sorted and classified as per GAAP and Accounting 
Standards. And at the same time, all recorded 
transactions and events must be properly disclosed 
in the financial statements. Moreover, the 
financial closure should be completed within the  
timeline as required or prescribed to ensure  
that all the financial reports are based on the  
general ledger balances and financial statements 
are prepared in the applicable financial reporting 
framework. 

It can be presumed that all the educational 
institution have got some sorts of internal control 
from its inception. Here COSO (the Committee 
of Sponsoring Organisation of the Treadway 
Commission) internal control framework may be 
consulted for designing/enhancing/improving the 
internal control system. By developing internal 
controls, we actually help developing internal 
financial controls as well. Internal controls and 
internal financial controls, after all, go hand  
in hand.

An educational institution may formulate its 
own internal financial controls and, for the purpose, 
a Self-Assessment checklist can be prepared 
for further review taking into consideration the 
following aspects:

1. Budgetary Control 
The educational institution must decide how  
best to allocate limited resources to worthwhile 
activities that justify appropriate usage of available 
funds. Strategic planning may be formulated  
to carry out such an action. Pricing of education 
services to students at their full cost is desirable.  
The full cost may include direct and indirect  
cost and a small allowance for increasing the 
institute’s funds for further investment in facilities 
and, of course, for contingency where there is 
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considerable variance in the revenue and capital 
budgets. Pricing policy of an educational institution 
should be market-based, that is, what other institution 
of like standards of quality charge to students. In a 
business, the larger the net income the better is the 
financial performance. Although, in educational 
institution, this is not a dominant goal, it is necessary 
nonetheless because an organisation cannot survive 
if its revenue falls short of its expenses. So, budget is 
a very important activity for educational institutions 
for most obvious reasons. The quality of education 
imparted will be augmented with effectiveness and 
sustainability. The budget is the master plan of an 
educational institute in a sense of making resources 
available for various purposes and activities. 
Budgeting is a process over a given period of time 
involving three major stages, viz., budget preparation, 
adoption and administration of the budget and its 
dissemination with understanding of all concerned 
and evaluation of the actual results with budget. If 
this is primarily an instrument of planning, it is also 
an instrument of control where lies the importance 
of internal financial control system. Through this 
process the educational institute can identify the 
steps for additional administrative actions needed to 
rectify significant variances between the estimated/
budgeted revenue and expenses with the actual ones 
in a given period of time. 

2. Accounting Policy & Accounting Procedure 
Manual
Accounting Policy
The educational institution may mention in the 
manual the accrual basis of accounting, principle 
of ‘revenue recognition’, the system of fund based 
accounting for corpus, restricted / unrestricted, 
designated/earmarked and general funds, the 
matching principle of income and expenses, the 
going concern basis, consistency, etc. including other 
Generally Accepted Accounting Principles (GAAP) 
and applicable Accounting Standards (AS).

Accounting Procedure Manual
The educational institution should prepare this 
manual in such a manner that there should be 
adequate control mechanism for incurring expenses, 
issuance of purchase/work order, preparation 
of vouchers and other checking, authorisation, 
validation along with organisation chart in order 
to define authorities and responsibilities. There 
should also be segregation of duties, that is to say, 

maker and checker should not be the same person. 
There must be rotation of accounting personnel. 
Cash, cheque and net banking collection should 
be properly acknowledged and documented with 
reference to bills raised for different types of fee 
charged to students or others. The decision to open 
or close any bank account shall be authorised by 
appropriate authority and all the banks shall be 
reconciled monthly for further review by another 
person within ten days from the end of the relevant 
month. A normal register may be maintained by the 
institute for all cash and cheque, received and paid/
issued, on daily basis. There may be separation of 
cashiers among those doing the routine accounting 
entries in the system. No cheque should be signed 
blank and the cancelled/void cheque(s) should be 
retained in original. Presently, there are many forms 
of electronic fund transfer like NEEFT, RTGS, IMPS, 
etc., rather than issuing of physical cheque(s), so 
that utmost security measures are taken by way of 
changing password on a regular basis and such likes. 
Segment accounting may be maintained for tuition 
fee received and expenses for salary & allowance 
for faculties, hostel fee received and expenses for 
rent, if any, and related purchases of materials for 
food, etc., transportation fee received and transport 
operating expenses, canteen receipts and related 
canteen expenses, and likewise workshop/seminar, 
publication, etc. This segment accounting helps 
management to review the fees changed, vis-à-vis 
expenses incurred and for fees modification. The 
manual may also mention ways of safe keeping assets 
and records that are recorded in the asset register. A 
master code chart may be maintained for different 
heads of assets, liabilities, income and expenses as 
per requirements. 

The main source of revenue in an educational 
institution is from the students, so control over 
student records is a must to ensure that revenue is 
accounted for on accrual basis. The institute may 

The educational institution may mention in the 
manual the accrual basis of accounting, principle 
of ‘revenue recognition’, the system of fund based 

accounting for corpus, restricted/unrestricted, 
designated/earmarked and general funds, the 

matching principle of income and expenses, the 
going concern basis, consistency, etc. including 
other Generally Accepted Accounting Principles 

(GAAP) and applicable Accounting Standards (AS).
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inventories and information are safeguarded and 
protected, that frauds, errors and non-conformations 
are prevented and detected, that risk is mitigated, 
that the accounting records are transparent, 
accurate and complete in all respects including their 
documentations and that the financial information 
and statements are reliable and created on time 
and can be delivered to donors, members, trustees, 
banks, Government departments and other external 
agencies. 
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have a system of raising bills to each student at a 
predetermined interval as per semester for tuition, 
hostel, mess, transportation, etc. and that should be 
adjusted against the amount actually received from 
them. For control over inventories like consumable 
stores, laboratory chemicals, printing & stationery 
items, the institute may have a system of control 
mechanism for procurement and their consumption 
including physical verification and review of 
periodic summaries of inventory usages by different 
section/division. For control over fixed assets, the 
institute may have a policy for acquisition of fixed 
assets including proper documentation, physical 
safeguard from theft and destruction, adequate 
insurance coverage, including recording of full 
details in fixed assets register and periodic physical 
verification. Control should be there for the assets 
fully depreciated but still in use and the assets not in 
use and due writing off from the register. A history 
card may be maintained for major items of fixed 
assets in respect to their repairs and maintenance. 

Internal financial control ensures that the 
educational institutes achieve their objectives in an 
economical and efficient manner, so that their assets, 
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