How do you make sure your accounting processes are accurate, secure, and efficient? For
many, the answer lies in segregation of duties (SoD). But what exactly does segregation of
duties mean, and how can your business implement it effectively? Let’s break it down.

What is Segregation of Duties in Accounting?

Segregation of duties is the practice of dividing responsibilities in financial workflows to ensure
that no single person has complete control over an entire process. For example, one individual
might approve vendor invoices, another records the transaction, and someone else processes
the payment. By spreading out these tasks, businesses create a system of checks and balances
that improves accountability and reduces the likelihood of mistakes.

The key components of SoD in accounting generally include:

e Custody of assets: Managing physical or digital resources like cash, inventory, or
financial data.
Record-keeping: Documenting transactions and maintaining financial records.
Authorization: Approving transactions or processes, such as vendor payments.
Reconciliation: Verifying that accounts match and correcting discrepancies.

When these responsibilities are separated, it becomes much harder for errors or fraudulent
activities to occur.

Why Segregating Duties Matters

The stakes are high for CPAs and accounting professionals. A mistake in financial reporting or
unchecked fraudulent activity can lead to regulatory penalties, damaged client relationships, or
even loss of business. Segregation of duties offers a safeguard against these risks.

By implementing SoD, you include multiple people in the process which means mistakes are
more likely to be caught and corrected early. You also protect yourself against fraud. When no
one person has full control, it becomes significantly harder to manipulate financial data or
engage in fraudulent activities. Lastly, by having transparent processes, you reassure clients
and stakeholders that their financial records are being managed responsibly thus building trust.

How to Implement Segregation of Duties in Your Accounting Process

Segregation of duties doesn’t require a complete overhaul of your operations, but it does involve
thoughtful planning. You need to start by analyzing your current workflow. Review your existing
processes and identify tasks currently handled by one person to determine where those
responsibilities can be divided.



Next, make sure each team member knows their responsibilities. For instance, one person
could handle setting up vendors, another approves invoices, and someone else processes
payments.

Then, use accounting software to create built-in approval workflows, automate reconciliations,
and track changes. Tools like QuickBooks or Blackbaud can make SoD easier to implement and
monitor.

Lastly, periodically review your processes to ensure compliance with SoD policies. Internal
audits or spot checks can identify gaps or areas for improvement.

Real-World Examples of SoD in Action
To see how segregation of duties works in practice, consider these scenarios:

e Vendor Payments: One person sets up new vendors, another approves the invoices,
and a third issues payments

e Customer Payments: Separate the steps of receiving payments, recording
transactions, and reconciling accounts

e Payroll: Have one team member prepare payroll and another review and authorize it
before payments are issued

Why This Matters for Your Business

Implementing segregation of duties is about more than just compliance. It's about creating a
robust, secure accounting process that supports your business’s long-term success. Don’t wait
for an issue to arise before making changes. Start reviewing your processes today to identify
where segregation of duties can make the biggest impact.
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