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Introduction

After a string of corporate failures, see Enron, et al. The US Legislature passed
the most sweeping financial reporting rul es and regulations ever enacted; the
SarbanesOxley (SOX) Act, July 2002. In summary, the intention of the Act is to
help restore public trust in US business and corporate reporting. SOX requires
public organizations (market capitalization of $75 M +) to more actively report
their current financial status. Much of SOX deals with requirements for public
accounting firms, detailing how they must expand their current reporting
procedures for firms they are auditing. However, there are also a handful of
sections that have specific requirements organizations must act upon. These
sections, in general, require target organizations to dynamically maintain and
display business proces and performance information.

How can your organization build-up compliance with these complex new
financial reporting rules? And, more importantly, how can your organization get
this capability in place in time? Three major sections of SOX (302, 404 and 409)
must be supported with technology, to both enable the capturing of complex

business financial information, and to speed the implementation to comply with

the required enactment dates.

In order to support SOX requirements by the deadline, avoiding any possible

penalties and/or criminal prosecution. We propose using an Integrated

Management Software Suite (IMS) and your business financial reporting
expertise. We wi || accompl i s h Integhaieds by us i
Management System Software (QPR ProcessGuide, QPR ScoreCard, and the

QPRWeb Portal).

Further, ulrgeigrated M@MAdRment System software will enable your

organization to more effectively document and communicate process and

performance information in general, greatly enhancing the organi zationd
strategic effectiveness.

AAnybody who thinks that weobdr e
amend the act just si mply hasnot

Congressman John Oxley
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Business Effects

In a recent survey of Fortune 1000 companies by AMR Research, they
found that:

1 Fortune 1000 companies have earmarked more than $2.5B this year
in Sarbanes-Oxley Act investigation and initial compliance-related
work

1 85% of companies predict that SOX will require changes in IT and
application infrastructure that support the business

1 79% are unsure what implications the act will have for their
company

1 61% expect business process change will be required

1 Importantly, many forward-thinking CIOs view Sarbanes-Oxley
compliance as t he A c o rtare $pecifin gysteemv ent o t
and process improvement initiatives long stalled because of other IT
spending priorities, thoughts that are reminiscent of the ERP craze
Y2K kicked off in the 1990s

Integrated Management Software?

A combination of process development and documentation, performance
management and reporting, initiative and action management, document
sharing, feedback management and alerting.

Timelines and Penalties

Although the required enactment dates for SOX have slipped a bit, it looks
like the legislature is ready to start enforcing these rules. Current estimates
are that much of SOX must be recognized and reported by June 15, 2004.
In our estimation, most public companies are now here near being prepared
to report this information.

Penalties as documented in SOX are severe for organizations not complying
with the new reporting rules, including the filing of fraud and obstruction of
justice charges against all named officers of the offending organization. The
SOX act provides criminal penalties for those who destroy records, commit
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securities fraud and fail to report fraud, whereas it also provides protection
for the whistleblowers.

What about Multinational Corporations?

The Act governs not only all the publicly traded firms that list their stock on
any US-based financial exchange, but also any firm, irrespective of their
place of origin as long as they trade their stocks in the United States.

25% of survey respondents say the Sarbanes-Ox | ey l awry i s A ve
conf usingo, according to an Apri.l 2003 Par

SOX and Technology

While the overall SOX act is very convoluted and complex, there are some
specific calls for action by target companies, and in turn opportunities for
technology to help support that action. There are two overall themes that
would be well supported with technology: business process mapping and
strategic theme reporting. These two themes are reflected in the following
three Sections of SOX:

Section 302 7 Financial Reports

Title Il 7 Corporate Responsibility - Section 302 1 Financial Reports -
states in part:

Or OEA OECIEIC | ££ZEAAOOY EAOA AAOGECT AA OOAE EIT OF
ET £ Oi AGETT OA1 AGET ¢ OI OEA EOOOAO ¢f8Y EO | AAA
withi n those entities, particularly during the period in which the periodic reports

AOA AAET ¢ POAPAOAAG

In other words, organizations must document the design and methodology

of their financial reporting process. Given the potential complexity of this

process, with financial and other information streaming from multiple

sources, this requirement calls for the use of a powerful business process

modeling (BPM) software tool. This BPM tool must allow multiple users to
design and maintain the model, communicate the model to interested
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parties inside and outside the organization, and maintain this model in a
repository for future review.

Financial Control Process View

Daily Procedures

Obtain Account

) Journal Voucher ~ Balances for
Workshest

eneral Ledg/
Calculate Trial
Balance i
Post Closing Trial | |
Journal Voucher Trial Balance Balance i

+

Source Document

Enalyze Accou
Balances, Prepare Calculate Post
Prepare Journal Adjusting Entries Closing Trial
Voud’nvar enealtedg and Adjusted Trial Balance
Balance
Journal Voucher Adjusted Trial
Journal Voucher Balance
Draw up Financial Financial
Journal Voucher eneral Ledge Statements Statements
Process Controls Craft Closing

Entries and Postto
General Ledger

Period Process Controls

Reporting Procedures Process

Part of our Integrated Management System Software includes QPR
ProcessGuide, an interactive software solution that commits people to
processes. ProcessGuide is a powerful, easy-to-use, web-enabled tool that
helps organizations to realize the benefit of process and knowledge
management. With QPR ProcessGuide, you have the ability to create multi-
level process maps that can accommodate even the most complex financial
processes and make them understandable to everyone inside and outside of
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your organization. Attach documents to process steps, collaborate online,
and even do dynamic simulation of your processes. The versatility of QPR
ProcessGuide makes for a powerful tool that will help you in your quest for
SOX compliance.

Section 404 1 Management Assessment and Reporting of Internal Controls

Title IV 7 Enhanced Financial Disclosures 7 Section 404 T Management
Assessment of Internal Controls 1 states in part:

Or WAAE AT 1T OAT OADPI OO OEAI 1T AT 1 OAET cArntanEl OAOT Al
an assessment, as of the end of the most recent fiscal year of the issuer, of the
AEEAAOEOAT AGO 1T £# OEA ET OAOT Al AT 106011 OOOOAOOO0A

Simply put, companies must document their internal control structure, and
communicate this internal control structure as part of their annual report.
Internal control structures have been further defined and documented in
various framew orks, including the popular COSO framew ork (see inset).

Monitoring 5 PN preg Control Activities
- E 78 7T F -
«The periodic performance assessment of the control 3 il = / =Policies and procedures that ensure that
system o ~ management directives are carried out
=Combination of ongoing and separate evaluation // =Range of activities, including approvals,
=Management and supervisory activities h‘Jonitnring' / V authorizations, verifications, recommendations,
=Internal audit activities / performance reviews, asset security and segregation
of duties

Information & /l/ /

Communication
Information & Communication // Risk Assessment

Control Activities L

=Pertinent information identified, captured and | | / |/ sRizk assessment isthe identification and analysis of
communicatedin a timely manner T T relevant risks to achieving the entity’s objectives
= Access to internally and externally generated Risk Assess £ Lc/ forming the basis for determining control activities.
information - ; e = Risks are assessed by providingthem with a risk
= Flow of information that allows for successful nit 8 score thatincludestheir likelihood and impact
control actions from instrudions on res ponsibilities to = 'L_.E Uit
sumary of findings for management action Contral Environ nt 5/

Control Environment

=5ets tone of organization influgncing control consciousness of its people
=Factors include integrity, ethical values, competence, authority and responsibility
=Foundation for all other components of control

Once again, the QPR Integrated Management System Software easily
supports this requirement by seamlessly integrating QPR ProcessGuide and
QPR ScoreCard. QPR ScoreCard is a completely versatile, web-enabled
software solution for automating any strategic performance management
system. By integrating these two powerful tools into one portal, we are
able to complete the integrated Management Suite and manage internal
controls using the COSO framew ork.
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Integrated Management System and COSO

Monitoring i Using the QPR Integrated Management System Software you

are able to monitor your processes at every level. With the ability to assign
metrics to process steps and dadril |l downo
always know how your processes are performing and when to make

necessary adjustments.

Information & Communication i Using the QPR Portal as a repository for
important documents allows for on-demand information that can be
accessed internally or externally in a timely manner.

Control Activities i Policies and procedures can be built-in and published at
every step in your processes, along with a documented verification
process.

Control Environment T Bec ause QP RO s Managemerd rSgastem d
Software is a real-time environment, all information is available to people in
your organization on-demand in an understandable framew ork.

Risk Assessment i Wi t h t he t ool s <capability to do
processes, as well as for performing and documenting online risk

assessments you have the ability to assess the risks associated with

achieving your objectives.

Section 409 17 Real Time Issuer Disclosures

Title IV T Enhanced Financial Disclosures i Section 409 i Real Time Issuer
Disclosures i states in part:

OWAAE EOOOAO OADPI OOET ¢ 8 OEAI1T AEOAIT OA O1 OEA
such additional information concerning material changes in the financial condition

or operations of the issuer, in plain English, which may include trend and

quAl EOAOGEOA ET & Oi ACGETT AT A COAPEEA DOAOAT OAOQET I
The key elements in this phrase are the disclosures of material financial

change and the requirement to disclose this information on a rapid and

current basis. We interpret this as meaning information must be disclosed

as soon as it is discovered, not just as part of a standard financial or annual

report. This means your organization must (1) have access to material

financial information, and (2) be able to disclose this information on a rapid

and current basis.
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As amazing as it seems, it has been our experience that many organizations
really have no idea how they are performing financially or strategically in
real-time. They have not taken the time to identify critical strategic
elements in their organization, nor have they built them into an automated
system for constant review. Instead, most companies rely on paper
systems to track and report this information, often many months after the
fact. This approach is simply not acceptable, nor supportive of SOX
requirements.

QPR Integrated Management System Software uses an intuitive web-based
interface to communicate real-time critical financial and strategic
information. Financial scorecards can be constructed with measures that
aid target-setting and performance measurement in areas critical to
financial performance and SOX compliance. Because of the flexibility and

simplicity of mai nt aining multiple fAscorec

able to customize the application specifically for monitoring section 409
metrics and disclose them in real-time. The performance management

concept built around fAscorecardso supports

federating the actions of all parts of an organization around a common
understanding of its financial goals and requirements.

Financial Scorecard View

Financial Analysis View
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