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Internal Controls
In this lesson, students are introduced to some common internal controls such as budgeting, segregation and rotation of duties, employee bonding, and cash controls. They’re then asked to identify controls that are embedded within a series of vignettes. This exposure is intended to provide students with an understanding of the reasons behind the policies and procedures evident in the workplace, namely safeguarding the company’s assets, prior to their internships or initial careers in accounting.
This lesson is expected to take 2 class periods.
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Lesson Framework
Learning Objectives
Each student will:
· Explain the importance of internal controls and list key accounting controls*
· Identify internal controls in various scenarios
*This is one of the 16 key learning objectives assessed by the NAFTrack Certification end-of-course exam for this course.
Academic Standards
The relevant Common Core State Standards are too extensive to list here but are an important basis for this lesson. For details, please refer to the separate document “Correlations to the Common Core Standards” (available in the Course Planning Tools section of the course materials).
Utilize accounting tools, strategies and systems to plan, monitor, manage and maintain the use of financial resources (Common Career Technical Core 2012, FN-ACT 2) 
Process, evaluate and disseminate financial information to assist business decision making (Common Career Technical Core 2012, FN-ACT 3) 
Utilize career-planning concepts, tools and strategies to explore, obtain and/or develop an accounting career (Common Career Technical Core 2012, FN-ACT 4)
Understand plans and procedures for maintaining the security of information systems (McREL Business Education Standards 1999, Standard 28)
Understand human resource management issues and how they affect the success of the organization (McREL Business Education Standards 1999, Standard 41)
Assess the financial condition and operating results of a company and analyze and interpret financial statements and information to make informed business decisions (NBEA National Standards for Business Education 2013, Accounting III. Financial Analysis)
Assessment
	Assessment Product
	Means of Assessment

	Short-answer quiz on internal controls (Teacher Resource 14.4)
	Answer Key: Internal Controls Quiz (Teacher Resource 14.5)


Prerequisites
Familiarity with GAAP (generally accepted accounting principles)
Understanding the steps in the accounting cycle
Knowledge of the difference between a sole proprietorship and other forms of business
A common set of experiences that require some controls already to be in place, such as students’ ongoing Monopoly games
Instructional Materials
Teacher Resources
· Teacher Resource 14.1, Presentation and Notes: Internal Controls (includes separate PowerPoint 	file)
· Teacher Resource 14.2, Answer Key: Internal Controls Anticipation Guide
· Teacher Resource 14.3, Answer Key: Internal Controls Vignettes
· Teacher Resource 14.4, Quiz: Internal Controls
· Teacher Resource 14.5, Answer Key: Internal Controls Quiz
· Teacher Resource 14.6, Key Vocabulary: Internal Controls
Student Resources
· Student Resource 14.1, Anticipation Guide: Internal Controls
· Student Resource 14.2, Reading: Internal Controls
· Student Resource 14.3, Group Practice: Internal Controls Vignettes
Equipment and Supplies
· LCD projector and computer for PowerPoint presentation
· Blackboard, whiteboard, or flip chart
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Lesson Steps
	Step
	Min.
	Activity

	
	
	class period 1

	1
	15
	Anticipation Guide: Internal Controls
This springboard activity is designed to get students thinking about how companies safeguard their assets. 
First, ask the class: How do you know that no one is cheating at Monopoly? (Answer: they don’t really know.)
Then ask: Well, how confident are you that no one is cheating?
Next ask: What are the ways we keep people from cheating? List their responses on the board. Among others, these should include:
Rotating banker duties
Analyzing each other’s books
Double-checking each other’s Monopoly Notes at the end of each game
Explain to students that companies institute standard internal controls to protect their assets, and tell them they will be completing an anticipation guide to find out what they already know about these controls. Refer students to Student Resource 14.1, Anticipation Guide: Internal Controls, and ask them to underline “I agree” or “I disagree” for each statement and give their reason. 
After about five minutes, asks students to compare their answers with a partner to see if they have the same answers. Don’t go over the answers as a class, since students will be filling in the “I learned” column as they go through the lesson. Tell them they will be finding out more about internal controls in a PowerPoint presentation in the next activity.

	2
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	20
	Presentation: Internal Controls
This activity gives students an in-depth look at internal controls. It will also get them thinking about how these controls safeguard a company’s assets. Further, the activity develops students’ listening and note-taking skills.
To prepare, make notes to guide class discussion using Teacher Resource 14.1, Presentation Notes: Internal Controls. Have Teacher Resource 14.1, Presentation: Internal Controls (separate PowerPoint file), ready to show as a full-screen slideshow using an LCD projector.
Explain to students that they will be learning how companies implement internal controls, and instruct them to take notes in the “I learned” boxes of Student Resource 14.1, Anticipation Guide: Internal Controls.
Present the slideshow. Use the notes you prepared and the questions on the slides to encourage class discussion. 
This presentation is duplicated as Student Resource 14.2, Reading: Internal Controls. If an LCD projector is unavailable, students can read the presentation, answer the discussion questions in their notebook, and discuss their answers as a class. This student resource is also useful for review.
After the presentation, have students compare their anticipation guides in pairs or groups of three. Then have the pairs or groups share their findings and answer any outstanding questions. Clarify any misunderstandings using Teacher Resource 14.2, Answer Key: Internal Controls Anticipation Guide. You may want to gauge student understanding by collecting and assessing the anticipation guide on a credit/no-credit basis.
Tell students they will have an opportunity to put what they have learned into practice in the next activity where they apply internal controls to real business scenarios. Remind them that understanding the use of internal controls is an important business skill, no matter what profession they pursue.

	3
	15
	Group Practice: Internal Control Vignettes
In this activity, students practice identifying internal controls, or lack thereof, and have a chance to think about what controls could be in place to prevent dishonest activities. It is designed to help students become knowledgeable about the world of business. This activity also focuses on the following college and career skills:
Locating, evaluating, and applying information
Thinking critically and systemically to solve difficult problems
Refer students to Student Resource 14.3, Group Practice: Internal Controls Vignettes, and explain that some of the vignettes illustrate a lack of controls, while others illustrate good use of controls. Instruct students to work with a partner and answer the questions after each vignette. 
Encourage students to take into consideration elements such as the cost of the controls. If they don’t know the cost of their proposal, that’s all right. The important thing at this point is for them to consider whether their idea may be feasible.
Close the activity by asking students to finish the vignettes for homework. Let them know there will be a quiz in the next class to assess what they’ve learned. Tell them to be sure to come to class with any questions they may have about internal controls so that these can be answered prior to the quiz.

	
	
	CLASS PERIOD 2

	4
	15
	Homework Review: Internal Controls Vignettes
Students review and discuss responses to the vignettes to reinforce the type of internal controls, share approaches to reasoning, and review the material.
Give students a few minutes to review the vignettes with their partner, and then go over the solutions with the class. Use Teacher Resource 14.3, Answer Key: Internal Controls Vignettes, as a reference for the discussion.
Responses could be generated in popcorn fashion where you call on the first student to answer and then that student calls on another student to answer the next question, and so on. It may be helpful to preface the activity by asking students to call on those who haven’t previously answered.
Encourage students to ask questions and to share the thinking behind their responses. If students aren’t forthcoming with questions of their own, ask them how they might implement particular internal controls in their own businesses.
End the activity by asking students what they know to be the main overriding purpose of controls. Reiterate that the goal of controls is to protect the assets of the company by implementing policies and procedures to help keep employees honest and organized. Answer any remaining questions students have about internal controls before proceeding to the quiz.

	5
	25
	Quiz: Internal Controls
In this assessment, students combine what they’ve learned about internal controls with their own creativity in their response.
Pass out Teacher Resource 14.4, Quiz: Internal Controls. If you wish, you may tell students that if the three choices provided on the quiz don’t resonate with them, then with your permission, they may think of another business situation in which they could name and describe internal controls that should be in place.
Collect the quizzes and assess them using Teacher Resource 14.5, Answer Key: Internal Controls Quiz.

	6
	10
	Closure: Quiz Review 
In this activity, students review what they have learned about the various methods of internal control.
Write the various methods of internal control on the board:
Strong leadership and a culture of integrity
Sound personnel policies and supervision
Security of assets, especially cash and inventory
Segregation of duties
Independent verification
Documentation that supports valuations
Next, call out a method of control, and ask students to share how they implemented it in their quiz answer. Let three or four students share for each type of control. Call on a variety of students to make sure everyone has a chance to share at least one answer.
Remind students that internal controls are a very important aspect of conducting business and that it is important to have a working knowledge of these controls for their internship and other employment opportunities.



Extensions
Enrichment
Have students organize a bake sale and implement all of the internal controls that would be necessary to generate a certain amount of confidence that the baked items, napkins, cash, and other assets (e.g., a borrowed tablecloth or containers for food) were protected from possible theft or misuse. A sale could occur weekly by different groups of students so all students have a chance to experience instituting the controls.
Cross-Curricular Integration
History: Have students research the events of the savings and loan (S&L) collapse in the 1980s, the Enron crisis, WorldCom internal fraud, the Bernie Madoff investment scandal, or another event that shook the economic foundations of our country and write a report on it. In the report, students should consider whether a lack of internal controls contributed to the problem.
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