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Abstract. Corporate auditing is part of the necessary mechanisms to evaluate and monitor the practices being carried out in enterprises.
It also allows for the timely correction of future trends that will damage the company. Internal control is part of these audits, where the
company is internally analyzed, and is a highly recommended practice for both state and private companies. Evaluation of internal control
presents some challenges, such as the presence of incomplete or contradictory information, as well as the importance of properly
understanding and communicating what it is wished to study. This is why in this paper we propose an index to evaluate the internal
control of a company, based on Single-Valued Neutrosophic Numbers (SVNN) and natural language. The advantage of this tool is that
linguistic terms can be more easily used for assessing and better understood by the evaluated; also the indeterminacy that exists in any
evaluation can be incorporated. To illustrate the use of this index, a case study is carried out in the internal control of the municipal
public water company of Tulcén, Ecuador.
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1 Introduction

The audit is a monitoring and control tool that contributes to the creation of a culture of discipline in the
organization and allows discovering failures in the existing structures or vulnerabilities in the organization. The
audit is the evolution or upper stage of accounting that is practiced by public accountants and is defined as a
systematic process to obtain and evaluate evidence objectively with respect to claims regarding acts or facts to
determine the degree of compliance and to communicate the results to interested third parties, see [1].

Audit activity must be effective and efficient to generate added value to the organization in order to meet the
risk hedging objectives to which that review is exposed, see [2].

The importance of having a good internal control system in organizations has increased in recent years, due to
it is a practice where efficiency and productivity are measured at the time of planting them; especially if it focuses
on the basic activities that are carried out, because it depends on maintaining reliable accounting, see [3].

Government internal control for public sector entities, recommended by the Ecuadorian governing body, is
based on the integrated internal control framework issued by the Committee of Organizations Sponsored by the
Treadway Commission (COSO), which sets out five interrelated and integrated components of the administration
process, with the aim of helping entities achieving their objectives, see [4][1].

Internal control is a key factor in the achievement of the objectives of public or private organizations, whose
responsibility in its application goes from the highest authority and it is related to all human talent. Internal control
system, as quoted by Rivas in the paper “contemporary models of internal control” by Mantilla and Blanco, states
that there are three generators ([5]): the first one is based on empirical actions of trial and error procedures; the
second one is it has a legal bias that imposes structures and practices of internal control, especially in the public
sector, there exists a distortion because it operates in the line compliance (formal) and far fromthe levels of quality
(technical); the third is the current one that focuses efforts on the quality derived from positioning at the highest
strategic and managerial levels, as a requirement that guarantees the efficiency of internal control ([5]).

Internal control is a useful tool by which the administration manages to ensure the orderly and efficient
management of the company's activities, see [6]. It is important to note that the audit carried out by an auditor must
be performed on the basis of selective tests and random sampling of the accounting and documentation records
supporting those records, as well as of the important decisions (in his or her opinion) taken by management. The
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extent and scope of such tests shall be determined by the nature of the process and by the strength or weakness of
the internal control system, see [7].

This paper aims to propose an index to measure internal control. To do this we select the Single-Valued
Neutrosophic Number (SVNN) as measurement tools, because of three characteristics of neutrosophy ([8-9]), the
first ones is the modeling of the uncertainty, which it shares with other theories such as fuzzy sets of Zadeh ([10]),
the second one is the explicit inclusion of the indeterminacy, and thirdly the possibility that provides for modeling
with linguistic terms. The internal control measurement is performed by auditors who do not necessarily manage
well numeric evaluation terms, however the use of linguistic terms would allow them to evaluate more easily, in
addition they will better be understood by the evaluated personnel. Moreover, each evaluation has a certain degree
of indeterminacy that is inevitable, due to contradictions, ignorance, inconsistencies among other characteristics;
therefore the use of neutrosophic tools is justified in this research.

The paper has the following structure, a section where some criteria of internal control and the basic concepts
of neutrosophy, which are used throughout this document are explained, as well as the proposed index is defined.
The next section illustrates with a Case Study the application of this index in the internal control to the Municipal
Public Water Company of Tulcan, Ecuador. The last section is devoted to conclusions.

2 Basic Concepts

This section describes the main concepts needed in this article. Subsection 2.1 contains the basic elements on
internal control. Subsection 2.2 contains the definitions of Single-Valued Neutrosophic Numbers, the proposed
index to measure internal control, among others.

2.1 Internal Control

Audit has three stages, viz., firstly the information collection phase, secondly, the analysis phase, and thirdly
the decision-making phase ([11]). The Ecuadorian Government Auditing Standards set out three phases, namely,
(1) planning, which has two processes, preliminary planning, which aims to determine the strategy to be followed
based on the knowledge of the process that was audited, also that obtained from the audited department, its
obligations and responsibility assigned by the management of the company in its statutes, and (2) the specific
planning that is to define the strategy by determining the procedures to be carried out in (3) the execution phase of
the audit., where, on the basis of compliance and substantive tests, evidence can be obtained that will be the basis
of findings that are reported in the reporting and audit results phase.

The author in [12][2, 3] lists the responsibilities of the internal controls of the administration and the auditor.
The administration is responsible for establishing and maintaining the internal controls that the entity requires and
that the administration publicly reports on the effectiveness of the operation of those controls. In contrast, the
auditor is responsible for understanding and verifying the effectiveness and efficiency of the internal control
system, and the auditor should therefore prepare an audit report on the evaluation of the internal controls of the
administration, including the auditor's opinion on the operational effectiveness of those controls.

The internal control audit under the management audit makes it possible to analyze efficiency and
effectiveness, and in the investigated case is to determine compliance with previous recommendations and to assess
how these were implemented in order to give a professional judgment to the enterprise departments as its own
management.

The internal control audit before expressing an opinion must comply with the planning, control tests and results
communication phases; where the planning consists of understanding the audited entity or process, its
environment; the control components are necessary to investigate the administration, its procedures to observe and
inspect and logically follow up the recommendations resulting from previous audits; the control tests must identify
the procedures applicable in the circumstances to form an opinion and obtain sufficient and competent evidence
regarding the controls that were operating during the audit period; and finally, the communication of results, which
is the third phase that the auditor should report to manage any weaknesses detected in the internal control, in
addition, to ensure that those responsible for this management are properly informed of the weaknesses found, the
main goal of that report is to induce the entity to take necessary measures for the correction of the deficiencies and
strengthen internal control.

The main criteria that should be evaluated in the internal control, according to COSO, are the following five:

1. Control Environment,

2. Risk Assessment,

3. Control Activities,

4. Information and Communication,

5. Monitoring Controls.

These criteria are defined as follows:
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Control Environment: these are the criteria that set the pattern of the organization's functioning and its
sensitivity to control.
Risk Assessment: processes developed by the company to identify, measure and manage the risks related to
achieving the objectives.
Control Activities: policies, procedures, and control mechanisms aimed at the fulfillment of the objectives.
Information and Communication: these are the mechanisms that make it possible to have the appropriate
information, in time and form, for the development of the responsibilities of the managers.
Monitoring Controls: it is the process of evaluating the quality of the internal control system by means of the
evaluation monitoring activities.
It is appropriate to break down these five criteria into sub-criteria to be measured, because the evaluation is
easier to perform, in this paper we propose the following sub-criteria ([13]):
1. Control Environment.
1.1. Integrity and ethical values,
1.2. Commitment to competition,
1.3. Board of directors or audit committee,
1.4. Philosophy and operating style of management,
1.5. Organizational structure,
1.6. Allocation of authority and responsibilities,
1.7. Human resources policies and procedures.
2. Risk Assessment.
2.1 Mission, objectives and policies,
2.2. Process or activity level objectives,
2.3. Risk identification,
2.4. Risk estimation,
2.5. Change management.
3. Control Activities.
3.1. Identification of control procedures,
3.2. Opposition of interests,
3.3. Coordination of areas,
3.4. Documentation,
3.5. Defined levels of authorization,
3.6. Adequate recording of transactions,
3.7. Restricted access to resources, assets and records,
3.8. Staff relationship in sensitive areas,
3.9. Control of the information system,
3.10.  Information Technology Control,
3.11.  Performance indicators,
3.12.  Manual of procedures.
4. Information and Communication.
4.1. Information and responsibility,
4.2. Information flow,
4.3. Integrated Information Systems,
4.4. Flexibility to change,
4.5. Commitment of the higher authority,
4.6. Communication channels.
5. Monitoring Controls.
5.1. Evaluation of the internal control system,
5.2. Effectiveness of the internal control system,
5.3. Validation of assumptions,
5.4. Deficiencies detected.

2.2 Neutrosophic Approach

Definition 1. ([8-9, 14]) Let U be a space of points (objects), with a generic element in U denoted by x. A
neutrosophic set A in U is characterized by a truth-membership function T, an indeterminacy-membership
function 14 and a falsity-membership function Fa. Ta(x), 1a(X) and Fa(x) are real standard or nonstandard subsets
of 10, 1*[. It can be written as A = {< X, (Ta(X), 1a(X), FA(X)) >: X € U; Ta(X), 1a(X), Fa(X) < 10, 1*[}. There is no
restriction on the sum of Ta(X), 1a(x) and Fa(x), thus, ‘0<Ta(X) +1a(X)+Fa(X) <3*.

Neutrosophic sets are useful in their nonstandard form only in philosophy, but not in technical applications,
thus the Single-Valued Neutrosophic Sets are defined.
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Definition 2. ([8-9, 14][4]) Let U be a space of points (objects), with a generic element in U denoted by x. A
Single-Valued Neutrosophic Set (SVNS) A in U is characterized by a truth-membership function T, an
indeterminacy-membership function I and a falsity-membership function Fa. Ta(X), 1a(X) and Fa(x)<[0,1]. It can
be written as A = {< X, (Ta(X), 1a(X), Fa(X)) >: x € U; Ta(X), 1a(x), Fa(X)<[0, 1]}.

There is no restriction on the sum of Ta(X), 1a(x) and Fa(x), thus, 0<Ta(X) +1a(X)*+Fa(x) <3.

For convenience, a Single-Valued Neutrosophic Number (SVNN) is represented by (a, b, c), where a, b, ¢ € [0, 1] and
0O<a +b+c <3.

A linguistic scale can be associated with SVNN, here we propose the scale summarized in Table 1.

Linguistic term SVNN

Extremely good (EG) (1,0,0)
Very very good (VVG)  (0.9,0.1,0.1)

Very good (VG) (0.8,0.15,0.20)
Good(G) (0.70,0.25,0.30)
Medium good (MDG) (0.60,0.35,0.40)
Medium(M) (0.50,0.50,0.50)
Medium bad (MDB) (0.40,0.65,0.60)
Bad (B) (0.30,0.75,0.70)
Very bad (VB) (0.20,0.85,0.80)
Very very bad (VVB) (0.10,0.90,0.90)
Extremely bad (EB) 0,1,1)

Table 1: Linguistic terms proposed in [9, 15] associated with SVNNs.

Definition 3. Let U be a universe of discourse, a space of points (objects) and x denotes a generic element of
U. A is a Single Valued Neutrosophic Aggregation Operator (SVNAO) if it is a mapping
A: Upey ([0,11%)"[0,1]3,

One example of SVNAO is the Weighted Average operator (WA), see [16-17], which is shown in Equation 1.

WA(ay, a5+, a,) = 2L, wia; @)

Where, ai = (T;, I;, F)) are SVNNs and wie[0, 1] for every i = 1, 2, ..., n; which satisfy the condition
n,w; = 1. The a;s are the values obtained for the i alternative assessment, and w; denotes the weight which
represents the importance given to the alternative a; or the expertise level who evaluates the alternative.

The index we propose here is based on a combination between WA and the evaluators ' assessment on the
linguistic scale shown in Table 1, as detailed below:

1. The managers of the company, trained to carry out the evaluation are selected for each one of the five
criteria. Let us denote them by K= {kll, k12,...,k1m1; k21, kzz,...,kzmz; k31, k32,...,k3m3; k41, k42,...,k4m4; k51,
ks2,....ksms}, where ki denotes the evaluator selected to evaluate the i-th criterion (i=1, 2, ..., 5) and the
j-th rater (j = 1, 2, ..., m;). Two different notations can denote the same evaluator, when a specialist
evaluates two different criteria for which he or she is trained.

2. ltis denoted by W = {w11, Wip,..., Wimi; Wa1, Wa,..., Wamz; Wat, Waz,. .., Wam3; Wa1, Wap,. .., Wama; W1, Wz, ..,
Wsms} the set of weights that are assigned to each evaluator with respect to each criterion, so that

m; _ -
j=1 Wij = 1, fori=1,2,...,5.

3. Each evaluator in K evaluates the internal control criterion assigned to him or her using the linguistic
terms in Table 1. The procedure is the following:

e If the i-th criterion is assigned to the j-th evaluator, he (she) evaluates each of the sub-criteria
corresponding to i. Next, he (she) aggregates his (her) evaluations according to Equation 1, using
identical weights for every sub-criterion. This will be the final evaluation of criterion i by the
evaluator j.

e The total assessment of criterion i is obtained by aggregating, using Formula 1 and weights wij,
Wi,. .., Wimi OF all evaluations obtained for i in the previous point. This evaluation allows
determining the state of the i-th criterion and itself is useful for internal control.

4. The final index is obtained by aggregating the indices calculated in the previous point and constitutes the
final evaluation of internal control of the company. Again Equation 1 is used for this.

5. Each of the previous assessments are compared with the SVNNs in Table 1 by using Formula 2 as
follows ([18]):
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dGab) = [T~ )2+ Uy = 1) + (Fy = F)?) @

Where a = <T,, |5, Fa>and b = <Ty, ly, Fr> are two SVNNSs.
The linguistic term associated with the SVNN having the minimum distance in formula 2 is selected as the
natural language evaluation of the criterion.

In case there is a tie between two values of Table 1, the worst of the two possible linguistic values in the table
is selected.

3 Case Study

This research was carried out in the Company, Public Municipal Water and Sewer utilities of the city of Tulcén,
Ecuador, in order to verify the compliance of the internal control standards that are of mandatory compliance in
the public sector of Ecuador, norm 100-01 of the State General Controllership 2009 ([4]). It defines an integral
process applied by the highest authority, management and personnel that provides reasonable security for the
achievement of institutional objectives and the protection of public resources. It is oriented to comply with the
legal, technical and administrative order, promote efficiency and effectiveness of the operations of the entity and
guarantees the reliability and timeliness of the information, for this, it is essential to evaluate the reliability of
internal control.

One evaluator per criterion was selected to evaluate the internal control. Thus, we have K = {Ki1; Ka1; Ka1; Kas;
kSl} and W = {Wll; Wo1;, W31; Wai, W51}, where wi; = 1, fori= 1,2, 3,4, and 5.

The obtained results of evaluation by every one of experts respect to every sub-criterion is summarized in
Table 2, see that we denote the sub-criterion with the number used in the previous subsection, also, it can be seen
the linguistic termand its associated SVNN, according to Table 1. Let us observe that the evaluation of the criteria
are obtained aggregating the SVNNs of sub-criteria, according to Equation 1, whereas its associated linguistic term
is selected with the criterion proposed in the fifth point of the method.

Sub-Criterion Evaluation in form of Associated SVNN
linguistic term

1. Control Environment MDG (dist = 0.02369) (0.58571,0.38571,0.41429)
1.1. MDG (0.60,0.35,0.40)
12 MDG (0.60,0.35,0.40)
13 M (0.50,0.50,0.50)
14 M (0.50,0.50,0.50)
15 G (0.70,0.25,0.30)
1.6 G (0.70,0.25,0.30)
17 M (0.50,0.50,0.50)

2. Risk Assessment M (dist = 0.028284) (0.48,0.54,0.52)
2.1. VVG (0.9,0.1,0.1)
2.2 G (0.70,0.25,0.30)
2.3 B (0.30,0.75,0.70)
2.4 B (0.30,0.75,0.70)
25 VB (0.20,0.85,0.80)

3. Control Activities. MDB (dist = 0.035358) (0.35833,0.66667,0.64167)
3.1 VB (0.20,0.85,0.80)
3.2 VB (0.20,0.85,0.80)
3.3 VB (0.20,0.85,0.80)
3.4 VB (0.20,0.85,0.80)
35 G (0.70,0.25,0.30)
3.6. G (0.70,0.25,0.30)
3.7 B (0.30,0.75,0.70)
3.8 G (0.70,0.25,0.30)
3.9 B (0.30,0.75,0.70)
3.10 B (0.30,0.75,0.70)
311 B (0.30,0.75,0.70)
3.12 VB (0.20,0.85,0.80)

4. Information and G (dist = 0.028868) (0.7,0.3,0.3)
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Communication

4.1. VVG (0.9,0.1,0.1)
4.2 VVG (0.9,0.1,0.1)
43 G (0.70,0.25,0.30)
44 B (0.30,0.75,0.70)
4.5 M (0.50,0.50,0.50)
4.6. VVG (0.9,0.1,0.1)

5. Monitoring Controls. M (dist = 0.059512) (0.55,0.425,0.45)
5.1. G (0.70,0.25,0.30)
5.2 G (0.70,0.25,0.30)
53 MDG (0.60,0.35,0.40)
5.4 VB (0.20,0.85,0.80)

Table 2: Experts’ evaluation of the criteria and sub-criteria, using linguistic terms and SVNNSs, dist represents the minimum distance
between SVNN of the criteria and the SVNN associated with the linguistic terms in Table 1.

The final index of the internal control is obtained by means of Equation 1, aggregating the indexes of the five
criteria; it is (0.53481, 0.46348, 0.46519). Thus, the internal control is evaluated as Medium (M) with dist =
0.035389.

Conclusion

This paper was dedicated to define a new neutrosophic index to measure the internal control of an enterprise.
Moreover, we proposed a group decision method for Internal Control assessment. The advantage of the index is
that inputs and outputs are linguistic terms, which is the most convenient way to measure by human beings, and
also it is more comprehensible for the evaluated directives, thus, the reception of the evaluation is more natural.
Additionally, to use the neutrosophy permits joining the indeterminacy that is typical in decision making. We
illustrated the application of the index in the case study of the Company, Public Municipal Water and Sewer
utilities of the city of Tulcan, Ecuador. We propose to code this method for being applied in real life internal
controls.

References

[1] Gonzélez-Colcera, L. (2012). Compendium of Audit (Compendio de Auditoria)(In Spanish). Buenos Aires: Edicon.

[2] Campo, R. (2012). Practical handbook of internal audit (Manual practico de Auditoria Interna)(In Spanish). Buenos
Aires: Edicon.

[3] Paiva-Acufia, F. J. (2013). Internal Control and its incidence in the profitability of the enterprise "Cobros del Norte
S.A." (Control interno y su incidencia en la rentabilidad de empresa cobros del norte SA.) (In Spanish). Revista
Cientifica de FAREM-Esteli, 7, 34-42.

[4] N.B.Hernandez, M. B. Ruilova Cueva, and B. N. Mazacon, “Prospective analysis of public management scenarios
modeled by the Fuzzy Delphi method,” Neutrosophic Sets and Systems, vol. 26, no. 1, pp. 17, 2019.

[5] M. Leyva-Vazquez, F. Smarandache, and J. E. Ricardo, “Artificial intelligence: challenges, perspectives and
neutrosophy role.(Master Conference),” Dilemas Contemporaneos: Educacién, Politica y Valore, vol. 6, no. Special,
2018.

[6] J. Estupifian Ricardo, M. E. Llumiguano Poma, A. M. Argliello Pazmifio, A. D. Alban Navarro, L. Martin Estévez,
and N. Batista Hernandez, “Neutrosophic model to determine the degree of comprehension of higher education
students in Ecuador,” Neutrosophic Sets & Systems, vol. 26, 2019.

[71 J.E.Ricardo, N. B. Hernandez, G. R. Zumba, M. C. V. Marquez, and B. W. O. Ballas, “EL ASSESSMENT CENTER
PARA LA EVALUACION DE LAS COMPETENCIAS ADQUIRIDAS POR LOS ESTUDIANTES DE NIVEL
SUPERIOR,” Investigacién Operacional, vol. 40, no. 5, pp. 638-643, 2019.

[8] State General Controllership (2009). Agreement 039-GC-2009. Quito, Pichincha, Ecuador: Official record.

[9] Rivas-Marquez, G. (2011). Contemporary models of Internal Control. Theoretical foundations (Modelos
Contemporaneos de Control Interno. Fundamentos Tedricos)(In Spanish). Observatorio Laboral Revista Venezolana,
4(8), 115-136.

[10] Mazariegos-Sanchez, A. (2013). Internal Control in an organization producer of certified coffee (EI Control Interno
en una Organizacion Productora de Café Certificado)(In Spanish). Revista Mexicana de Agronegocios, 460-470.

[11] Escalante, P. P. and Hulett R., N. L. (2010). Importance of the audit to the financial states of the SME: a documentary
revision (Importancia de la auditoria de estados financieros para las Pyme's: Una revisién documental)(In Spanish).
Actualidad Contable Faces, 13(20), 19-28.

[12] Wang, H., Smarandache, F., Zhang, Y.-Q. and Sunderraman, R. (2010). Single valued neutrosophic sets. Multispace
Multistruct, 4, 410-413.

[13] Leyva-Vazquez, M. (2018). Neutrosophy: New advances in the treatment of the uncertainty (Neutrosofia: Nuevos
avances en el tratamiento de la incertidumbre)(In Spanish). Brussels: Pons.

[14] Zadeh, L. A. (1965). Fuzzy Sets. Information and Control, 8, 338 - 353.

N.P. Lastra Calderon; D.L. Villarruel Delgado; D. Sandoval Malquin; E. Araujo Guerrén. Proposal of a
neutrosophic index to evaluate the management of internal control



69 Neutrosophic Sets and Systems {Special Issue: Social Neutrosophy in Latin America}, Vol. 34, 2020

[15] Flores-Konja, J. V. and Gutiérrez-Huby, A. M. (2002). The role of the auditor for the Management Audit (La Labor
del Auditor ante la Auditoria de Gestion)(In Spanish). Quipukamayoc, 7(17), 63-68.

[16] Alvin-Randal, A. (2012). Audit an integral grasp (Auditoria un Enfoque Integral)(In Spanish). Mexico: Pearson.

[17] Whittington, R., Pany, K., Santalla, J. R. and Hernandez, J. C. P. (2015). Principles of audit (Principios de
auditoria)(In Spanish). Mexico: McGraw Hill.

[18] Sahin, R. and Yigider, M. (2014). A Multi-criteria neutrosophic group decision making metod based TOPSIS for
supplier selection. Applied Mathematics & Information Sciences, 10(5), 1-10.

[19] Yu, D. (2015). A scientometrics review on aggregation operator research. Scientometrics, 105(1), 115-133.

[20] Said, B. and Smarandache, F. (2016). Multi-attribute decision making based on interval neutrosophic trapezoid
linguistic aggregation operators. In Handbook of Research on Generalized and Hybrid Set Structures and
Applications for Soft Computing (pp. 344-365): 1GI Global.

[21] Barriga-Dias, R., Ortiz-Choez, W., Martillo-Alcivar, I. and Ortiz-Aguilar, W. (2017). Neutrosophy for software re-
quirement prioritization Neutrosophic Sets and Systems, 17, 93-98.

Received: October 1%, 2019 Accepted: January 24™, 2020

N.P. Lastra Calderon; D.L. Villarruel Delgado; D. Sandoval Malquin; E. Araujo Guerrdn. Proposal of a
neutrosophic index to evaluate the management of internal control



