What kind of a SOX trainer areyou?

It depends on the type of clients you have and their overall approach to Trust management

Management consultants are a lot like personal fitness trainers. Whereas the latter gets
bodies in shape, the former getscompanies well-tuned and ready for the next big game.
Take for instance the Sarbanes Oxley Act (SOX), aresponse to the now infamous Enron
and other US corporate scandals, SOX poses both a significant challenge aswell asa
tremendous opportunity for Management Consultants in Canada and el sewhere to lead

companies into better health and improved corporate governance.

While companies have been aware for a while now that SOX rules were looming on the
horizon, 2005 marks the first year in which the CEOs and CFOs of all publicly
companies listed on US stock exchanges will be required to provide assurance on their
internal controls. Many more Canadian companies are also affected both through
multilateral agreements with the United States and new provincial legislation'. That
means management consultants are presently encountering clients who are at varying
levels of compliance maturity. Whereas some companies may require only minor
tweaking of existing compliance programs to meet SOX standards (e.g., 45 minutesin the
gym twice aweek), others require a more rigorous workout that entails educatiorf and
guidance to help them identify the gaps and determine their SOX requirements.>
Consequently, consultants must be prepared to quickly assess their clients’ needs and
provide them with the appropriate knowledge and tools to guide them through the

training circuit.



A sampleof client typesfor SOX compliance

Aswith fitness trainers' clients, the clients of management consultants can fal into one
of severd categories based upon level of “fitness’; in turn, consultants will experience

varying degrees of challenge and will need to respond to each client type accordingly:

CLIENT #1

Mr. Unmotivated: Just like the less-thanzealous gym+goer, this type of client finds the
process of SOX flat-out painful, and fails to see the overall importance it will bring to the
health of his company. Heis unclear about what needs to be done and consequently may

bury his head in the proverbial sand, avoiding rather than embracing certain change.

His Consultant: “I think many companies view SOX ... more as a nuisance that is costly
to their business, where they don’t have enough time, money or resources to do
everything that this legidation requires. Their primary focus s, as it should be, to keep
improving the bottom line,” says Toronto-based independent SOX compliance consultant
Mary Oko, CA, CMC. “However, | believe they don't yet see the true value that SOX can
bring to their organization in terms of improved internal controls and streamlined

business processes, which will lead to reduced costs.”

The Approach: Consultants can help reluctant clients to understand and manage the risks

of non-compliance. By gaining an understanding of the clients’ business priorities and



risk profile, consultants can define a phased and prioritized roadmap to compliance that

clearly and credibly demonstrates management commitment.

CLIENT #2

Mr. Don’t-want -to-be-a-flabby-guy-any -more: This client has a good idea of what
needs to be done for SOX conpliance; he sees it redistically in terms of how its rules
affect all aspects of business, and strives to integrate the process beyond the accounting

department.

His Consultant: In this case, everyone is more or less on board and the management
consultant can readily step up to the plate and play a critical, integrative role in helping to
coordinate compliance efforts between departments, such as information technology and
human resources involved in enterprise resource planning systems (ERP) implementation
projects. Similarly, standard operating procedures, such as for authorization of pay raises
and price changes require coordinated review and may necessitate business process re-
design. Employees also need to accept required changes to the way they contribute to

their organization, as resistance can be disruptive and costly.

The approach: Consultants can help to smooth such change initiatives by providing
awareness training and stakeholder facilitation services; they can aso arm themselves
with best practices for building trust* °, the key to successful change.

CLIENT #3



Mr. Total-performance: The performance-oriented visionary client understands the role
of implementing SOX controls but sees it merely as one means, albeit an important one,

of taking charge of the company’s overall well-being.

His consultant: This emerging group is already well put-together and understands the
relative role of SOX as a minimum requirement for building and maintaining confidence
in their publicly traded securities They have undertaken projects with a broader
mandate, bearing names such as “SOX & Beyond,” to signal their understanding of the
causal business issues that have precipitated the need for SOX legidation. They realize
that compliance alone is not sufficient to restore public confidence in capital markets and
that internal controls do not necessarily make it any easier to rely on the validity? of

information.

Approach: These clients know that the “rules of the game” have changed forever and
they can no longer be successful conducting “business as usua”. Consultants need to
demonstrate how corporate executives can explicitly codify their overriding commitment
to stakeholder trust and confidence in business strategy and infrastructure mechanisms

that support every critical business process — starting with corporate policies®.

Conclusion
SOX compliance rules are designed primarily to maintain reliability by ensuring
consistent results under all circumstances and thereby protecting from aloss of trust —

which essentially assumes that arequired trust structure already exists. They are often



inadequate for determining the accuracy, comparability, relevance, understandability, and
completeness of information and therefore do little to establish required levels of trust by

investors.

Although SOX does provide some mechanisms for establishing “fast trust” (for example,
by requiring CEOs and CFOs to certify financia statements as the primary source of
trust), many suggestions for restoring “high trust” remain unaddressed, such as
participation of stakeholders, performance benchmarking, metrics tracking and reporting,

and systems for financial transparency’.

No business operates in a vacuum. Business performance depends entirely on the ability
of the corporation to successfully engage the cooperation of its key stakeholders. The
key to a healthy trust-based company lies in empowering stakeholders with tools that
give them confidence to commit to transactions that support corporate business
objectives. Reducing stakeholder uncertainty accelerates the volume, velocity and value
of every transaction, thereby reducing costs, supporting higher price points, smoothing
volatility and increasing profitability. Trust isan essentia pillar of the bottom line and a

critical success factor.

Management consultants therefore have an opportunity and an obligation to guide clients
through all levels of the process, including that of addressing stakeholder trust and
confidence issues strategically, by taking an integrative approach to achieving specific

trust objectives with both their external and internal stakeholders. Such an approach



hel ps executive management to commit to stakeholder trust and confidence and forms the
foundation for an infrastructure® that supports all critical business processes intended to

engage key stakeholders in support of business objectives.

SOX is but one component in the big game of business. However, it is one that holds
tremendous opportunity to take your clients to awhole new level of heath. Convincing

your more sceptical clients of its benefits is the first step to atotal trust makeover.

Alex Todd isfounder and president of Trust Enabling Strategies, a Toronto-based
management-consulting firm that helps organizations to improve bottom-line
performance by developing processes designed to reduce stakeholder uncertainty. He

can be reached at AlexTodd@TrustEnablement.com
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