The Complete Guide to SOX Internal

Controls Implementation

Roles, Responsibilities, and Best Practices

Majid Mumtaz
LinkedIn: https://www.linkedin.com/in/majid-m-4b097118/

Publication Date: August 2025

Version: 1.3

Copyright © 2025 Majid Mumtaz. All rights reserved.


https://www.linkedin.com/in/majid-m-4b097118/

Contents

1 Executive Summary . . . . . . . . .. e
2 Introduction to SOX Compliance . . . . . . . .. . .. . i
2.1 What is SOX Section 4047 . . . . . . . . e
2.2 Why This Guide Matters . . . . . . . . . . .
2.3 Scope of This Guide . . . . . . . . . e e

3 Understanding the Three Pillars of SOX Controls . . . ... ... ... ... ........
3.1 Entity Level Controls (ELCS) . . . . . . . . ..
3.2 IT General Controls (ITGCs) . . . . . . . . .. i e
3.3 Process Level Controls . . . . . . . . . . . e

4 Organizational Responsibility Framework . . . . . . . ... .. ... .. ... .........
4.1 Three Lines Model . . . . . . . . o e
4.2 Executive Accountability . . . . . . ... oL
4.3 Detailed Responsibility Matrix . . . . . . .. .. o
4.3.1 Entity Level Controls (ELCs) . . . . . . . it

4.8.2 IT General Controls (ITGCs) . . . . . . . o o i it et e

4.8.8 Process Level Controls . . . . . . . . . . . . e

5 Project Team Structure and Governance . . . . . . ... .. ... ... ...
5.1 SOX Project Governance Model . . . . . . . . . . . . ..
5.1.1 Executive Steering Committee . . . . . . . . . . . . o e

5.1.2 SOX Program Management Office (PMO) . . . . . . . ... ...

5.2 Core Project Teams . . . . . . . . o e e e
5.3 Extended Project Team . . . . . . . . . . L e
5.4 Project Team Staffing Model . . . . . . .. ...
5.5 Skills and Competencies Matrix . . . . . . . . . .. oL
5.6 Training and Development Plan . . . . . . . .. ... oo oo

6 Implementation Roadmap and Timelines . . . . . . . ... .. .. ... ... .. ......
6.1 Master Implementation Timeline (Integrated View) . . . . . . . . . ... ... ... ...
6.2 Detailed Phase Breakdown . . . . . . .. . .. Lo
6.2.1 Phase 1: Foundation and Planning (Months 1-3) . . . . . . .. ... ... ... ....

6.2.2 Phase 2: Design and Documentation (Months 4-6) . . . . . . . . .. ... ... ....

6.2.3 Phase 3: Implementation and Testing (Months 7-9) . . . . .. .. .. ... ... ...

6.2.4 Phase 4: Final Testing and Certification (Months 10-12). . . . . . . ... . ... ...



CONTENTS 9

7 Common Challenges and Solutions . . . . . . . .. ... ... . ... . 24
7.1 Case Studies . . . . . . . e 24
8 Technology and Automation Considerations . . . . ... .. ... ... ... ......... 26
8.1 Governance, Risk, and Compliance (GRC) Platforms . . . . . . . ... ... ... ... .... 26
8.2 Continuous Controls Monitoring (CCM) . . . . . . . ... o i e 26
8.3 Data Analytics and Continuous Auditing . . . . . . . . . . ... . 26
8.4 Emerging Technologies and Trends . . . . . . . . . . . . . . L oo 26
8.5 Aligning ITGCs with Modern Cybersecurity Mandates . . . . . . . ... ... ... ... ... 26
9 Monitoring and Continuous Improvement . . . . . . . . ... ... ... ... ......... 28
9.1 Ongoing Monitoring Activities . . . . . . . . . . . . . e 28
9.2 Annual Program Assessment . . . . . ... L0 28
A Appendices . . . .. e 29
A.1 Appendix A: SOX Implementation Checklist . . . . . . .. ... ... ... ... ... ..... 29
A.2 Appendix B: Common Control Deficiency Categories . . . . . . . ... ... ... ... .... 30
A.3 Appendix C: Sample Control Testing Procedures . . . . . . .. .. .. ... ... ... .... 30
A.4 Appendix D: Technology Solutions Comparison . . . . . . ... .. ... ... ... .... 31
A.5 Appendix E: Project Team Charter Template . . . . . ... ... ... .. ... ... 31
A.6 Appendix F: Detailed Project Timeline Templates . . . . . . . .. ... ... ... ... ... 32
A7 Appendix G: Glossary of Terms . . . . . . . . .. e 32
B About the Author . . . . . . . . . . e 33
C Disclaimer . . . . . . . .. e e 34

The Complete Guide to SOX Internal Controls Implementation



1 Executive Summary

In today’s landscape of heightened digital risk and investor scrutiny, a robust Sarbanes-Oxley (SOX) compliance
program is more than a legal necessity—it’s a cornerstone of corporate integrity and operational resilience.
The Sarbanes-Oxley Act, born from past scandals, now serves as a critical framework for navigating future
challenges in financial reporting. Section 404 is a key provision, requiring management to establish and
maintain adequate internal control over financial reporting (ICFR) and to assess its effectiveness annually,
with external auditors attesting to the assessment for larger companies. This guide offers a comprehensive,
practical framework for implementing and maintaining SOX compliance programs. It covers essential elements
such as responsibility matrices for Entity Level Controls (ELCs), IT General Controls (ITGCs), and Process
Level Controls, providing actionable insights for executives, finance professionals, auditors, and compliance
teams. The content is designed to bridge the gap between regulatory requirements and real-world application,
making it easier to navigate the complexities of SOX implementation. To make the guide more practical,
I have included detailed explanations, contextual insights, and common challenges with solutions for each
phase of implementation. This ensures readers not only understand what to do but also why it’s important
and how to overcome potential obstacles.

Key Benefits

e Clear Accountability Framework: Defined roles and responsibilities with real-world context.
e Practical Implementation Roadmap: Actionable steps, phase-specific challenges, and solutions.
o Best Practices: Derived from years of SOX compliance experience, enhanced with 2025 trends.

o Technology Considerations: Guidance on Al, ESG, and cybersecurity integration for modern
compliance.

o Updated Three Lines Model: A collaborative approach to risk management, with visual
diagrams.

o Ready-to-Use Resources: Templates, checklists, and diagrams for immediate application.




2 Introduction to SOX Compliance

2.1 What is SOX Section 4047

Section 404 of the Sarbanes-Oxley Act (SOX) is one of the most critical and challenging aspects of the
legislation. It requires public companies to:

o Establish and maintain adequate internal control over financial reporting (ICFR), which involves designing

processes to ensure accurate financial statements.
o Assess the effectiveness of ICFR annually, with management certifying the results.

o Have external auditors attest to management’s assessment (for large accelerated filers), providing an
independent opinion on control effectiveness.

This section was introduced to restore investor confidence after scandals like Enron and WorldCom, where weak
internal controls led to fraudulent reporting. Compliance with Section 404 is not just a regulatory obligation;
it helps organizations identify risks early, improve operational efficiency, and avoid costly restatements or
penalties.

2.2 Why This Guide Matters

Effective SOX compliance goes beyond mere box-checking—it’s about building a culture of accountability
and risk awareness. Poor implementation can lead to material weaknesses, regulatory fines, or loss of investor
trust. This guide, updated for 2025 trends like digital transformation and heightened cyber risks, provides
the context and depth needed to make compliance practical and sustainable. This guide transforms SOX
from a perceived compliance burden into a strategic asset that enhances operational excellence and protects
shareholder value. Whether you’re a first-time filer or optimizing an existing program, the explanations and
challenge discussions will help you implement controls that add real value.

2.3 Scope of This Guide

This guide focuses on the core elements of SOX Section 404 compliance, providing both high-level overviews
and detailed, practical guidance:

o Entity Level Controls (ELCs): The foundation of your control environment, explained with examples

of how they influence company-wide risk management.

o IT General Controls (ITGCs): The technology infrastructure supporting financial reporting, with an
emphasis on cybersecurity in 2025.

e Process Level Controls: Detailed controls within business processes, including mapping to financial

assertions.

e Organizational Design: Who does what and when, framed within the updated Three Lines Model.
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o Implementation Strategy: How to build an effective program, with phase-by-phase explanations,
challenges, and solutions.

For filer types: Accelerated filers require full attestation; smaller reporting companies can use a risk-based
approach under Auditing Standard No. 5 (AS5) to reduce scope. The guide assumes a mid-to-large company
but can be scaled.



3 Understanding the Three Pillars of SOX Controls

SOX compliance rests on three pillars of internal controls, as outlined in the COSO framework: Entity Level
Controls, IT General Controls, and Process Level Controls. These pillars work together to ensure the accuracy,
completeness, and reliability of financial reporting. Understanding their interplay is crucial —ELCs set the
tone, ITGCs secure the technology foundation, and Process Level Controls handle day-to-day operations.

Below, each pillar is explained with practical context and examples to aid implementation.

3.1 Entity Level Controls (ELCs)

Entity Level Controls (ELCs) are high-level controls that establish the overall control environment, influencing
the effectiveness of all other controls. They are based on the COSO framework and address organization-wide
risks. Implementing ELCs requires leadership commitment, as they shape the company’s culture of compliance.
For example, a strong tone at the top can prevent fraud by promoting ethical behavior, while weak monitoring

might lead to undetected deficiencies. The Eight Components:
1. Tone at the Top
¢ Leadership’s commitment to integrity and ethical values—e.g., CEO communications on ethics.
e Board oversight and governance structure—regular board reviews of financial risks.
e Code of conduct and ethics policies—mandatory training and whistleblower hotlines.
2. Management Philosophy and Operating Style
o Risk appetite and tolerance—defining acceptable levels of financial reporting risk.
e Approach to business risks—balancing growth with control rigor.
o Attitudes toward financial reporting—prioritizing accuracy over aggressive accounting.
3. Organizational Structure
e Clear reporting lines and accountability—org charts with defined roles.
e Appropriate delegation of authority—approval matrices for transactions.
o Segregation of duties at entity level—preventing conflicts in executive roles.
4. Commitment to Competence
o Knowledge and skills needed for job responsibilities—hiring standards for finance teams.
e Performance evaluation and feedback—annual reviews tied to control effectiveness.
e Training and development programs—SOX-specific training for all levels.

. Risk Assessment Process

ot
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o Identification of risks to financial reporting—e.g., market changes affecting revenue.
e Assessment of fraud risks—scenario planning for manipulation.
¢ Changes in business or environment—updating for Al or ESG impacts.

o Integration of Non-Financial Risks: A crucial 2025 consideration is assessing how emerging risks,
such as climate-related events or supply chain disruptions reported in ESG disclosures, could materially

impact financial statements (e.g., asset impairment, contingent liabilities).
6. Control Activities
o Entity-wide policies and procedures—standard operating procedures for reporting.
e Authorization and approval processes—multi-level approvals for journal entries.
e Performance reviews and monitoring—monthly variance analysis.
7. Information and Communication
¢ Quality of financial reporting information—data integrity checks.
o Communication of responsibilities—regular compliance memos.
o External reporting processes—timely SEC filings.
8. Monitoring Activities
¢ Ongoing monitoring activities—continuous controls testing.
o Separate evaluations—annual internal audits.

o Management and board oversight—quarterly reports to the audit committee.

3.2 IT General Controls (ITGCs)

ITGCs provide the technology foundation for reliable financial reporting, ensuring systems are secure, reliable,
and change-managed. In 2025, with rising cyber threats and AI adoption, ITGCs are critical to prevent
data breaches that could lead to financial misstatements. For instance, poor user access management might
allow unauthorized changes to financial data, while robust change management ensures system updates don’t
disrupt reporting. Core ITGC Categories:

1. User Access Management
o Logical access to systems and data—role-based access controls (RBAC).
o User provisioning and deprovisioning—automated onboarding/offboarding.
o Privileged access management—monitoring admin accounts.

e Controls over AI-Powered Systems: For 2025, this must include covering access to Al development

environments and models used in financial forecasting to prevent unauthorized changes or data poisoning.
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2. Program Change Management
o Controls over system and application changes—change request approvals.
o Testing and approval processes—user acceptance testing (UAT).
o Emergency change procedures—post-change reviews.
3. Computer Operations
o Job scheduling and processing—automated batch jobs for reporting.
e Backup and recovery procedures—daily backups with testing.
¢ System monitoring and maintenance—real-time alerts for downtime.
4. System Development
¢ System development lifecycle controls—SDLC with security by design.
e Security and privacy by design—incorporating GDPR/SOX requirements.

o Code review and testing—peer reviews and vulnerability scans.

3.3 Process Level Controls

Process Level Controls are granular controls embedded in daily business operations, directly addressing risks
to financial statement assertions (e.g., completeness, accuracy, valuation). They are the "front line" of SOX,
where most deficiencies occur due to manual errors or process gaps. For example, in revenue recognition,
controls ensure contracts are reviewed to avoid premature revenue booking, aligning with ASC 606 standards.
Key Process Areas:

¢ Revenue recognition and accounts receivable—contract reviews, cut-off testing.
e Procurement and accounts payable—three-way matching, vendor approvals.

e Inventory management—cycle counts, valuation adjustments.

e Payroll and human resources—time approval, tax withholding.

o Fixed assets and depreciation—capitalization policies, impairment tests.

o Financial reporting and close process—account reconciliations, flux analysis.

o Treasury and cash management—bank reconciliations, investment approvals.

o Tax compliance—provision calculations, transfer pricing documentation.

To implement effectively, map each process to assertions and document controls with flowcharts, ensuring
they are testable and monitored.
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Entity Level Controls
-- (Tone, Risk Assess-

. ment, Monitoring)

' Sets Tone

IT General Controls
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-- (Revenue, Procure-

ment, Inventory)

Figure 3.1: Interplay of SOX Pillars: ELCs influence all levels, while ITGCs support processes.
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4 Organizational Responsibility Framework

Assigning clear responsibilities is essential for SOX success. The framework below uses the updated Three
Lines Model to structure roles, preventing silos and promoting integrated risk management.

4.1 Three Lines Model

The Three Lines Model, updated by the Institute of Internal Auditors (ITA), promotes collaboration,

communication, and value creation to manage risks effectively.

o Governing Body: Provides oversight, sets objectives, and ensures accountability (e.g., board, audit
committee).

o Management (First and Second Lines): Executes strategies and manages risks collaboratively.
o First Line: Operational management owns and manages risks within their processes.
e Second Line: Risk and compliance functions provide expertise, support, and policy development.

o Internal Audit (Third Line): Offers independent assurance and advice, reporting to the governing
body.

Governing Body
(Oversight)

A~ Q

Independence

First Line Collabbration Second Line
(Risk Ownership)

(Expertise)

Third Line

(Assurance)

Figure 4.1: The Three Lines Model, Emphasizing Collaboration Across Roles.

In Practice

How the Three Lines Address a Control Failure

Imagine an automated control for revenue recognition fails to run.

o First Line (Process Owner): Notices the reconciliation report is missing, investigates, and
manually performs the reconciliation as a mitigating action. They log the failure.

o Second Line (SOX/Compliance Team): Is alerted to the failure, assesses the root cause (e.g.,
a system patch broke the script), and works with IT to develop a permanent fix. They evaluate the

10
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risk of misstatement.

o Third Line (Internal Audit): During their quarterly testing, they independently review the log
of control failures, management’s response, and the effectiveness of the fix to provide assurance to
the Audit Committee.

4.2 Executive Accountability

Chief Executive Officer (CEQO) Ultimately accountable for SOX compliance; personally signs and attests

to the accuracy of financial statements and the effectiveness of ICFR, and establishes the tone at the

top.

Chief Financial Officer (CFO) Oversees financial reporting processes; personally signs and attests to

control effectiveness alongside the CEQO, and leads the disclosure committee.

SOX Program Director/Manager Manages the day-to-day program, coordinating across the Three Lines,

tracking deficiencies, and reporting to executives.

4.3 Detailed Responsibility Matrix

4.3.1 Entity Level Controls (ELCs)

Control Area

Specific Requirements

Primary

Responsibility

Secondary/Supporting
Roles

Tone at the Top

Management,

Philosophy

Organizational

Structure

Commitment to

Competence

Risk Assessment

Control Activities

Code of conduct, ethics
policies, whistleblower

programs

Risk appetite, business
strategy alignment,

management oversight

Clear reporting lines,
delegation of authority,
segregation of duties

Job descriptions,
performance evaluations,

training programs

Enterprise risk management,
fraud risk assessment,

financial reporting risks

Policies and procedures
governance, authorization

controls

CEO, Board of
Directors

CEO, Executive
Team

CEO, CHRO

CHRO, Department

Heads

Chief Risk Officer,
CFO

Chief Compliance
Officer

Chief Ethics Officer, HR,
General Counsel

Chief Risk Officer, Strategy
Team

Organizational Development,

Finance

Learning & Development,

Finance

Business Unit Leaders,
Internal Audit

Process Owners, Legal
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Table 4.1: Responsibility Matriz for Entity Level Controls (continued)

Control Area

Specific Requirements

Primary

Responsibility

Secondary/Supporting
Roles

Information &

Financial reporting

CFO, General

Investor Relations,

Communication communication, disclosure Counsel Communications
processes
Monitoring Internal audit function, Chief Audit Management Teams,
Activities management self-assessment, FExecutive, Audit External Auditors
board oversight Committee
4.3.2 IT General Controls (ITGCs)
Control Area Specific Requirements Primary Secondary/Supporting
Responsibility Roles

User Access

Management,

Program Change

Management

Computer

Operations

System

Development

Physical &
Environmental

Data Management

Network Security

User
provisioning/deprovisioning,
access reviews, role-based

access

Change approval, testing
protocols, emergency

changes, version control

Job scheduling,
backup/recovery, system
monitoring, incident

management

SDLC controls, code reviews,
security testing, deployment

controls

Data center security,
environmental controls, asset

management

Database access, backup
procedures, data integrity,

archival

Firewall rules, intrusion
detection, network

segmentation, monitoring

IT Security Manager,
CISO

IT Change Manager,
Development

Manager

IT Operations

Manager

Engineering Manager,

CTO

Facilities Manager,
IT Operations

Database
Administrator

Network Security

Manager

HR, Business Process

Owners

QA Teams, Business Users,

Security

Infrastructure Teams,
Database Teams

Development Teams,
Security, QA

Physical Security,
Infrastructure

IT Operations, Data

Governance

IT Security, Infrastructure
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4.3.3 Process Level Controls

Table 4.3: Financial Reporting Processes
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Control Area

Specific Requirements

Primary
Responsibility

Secondary/Supporting
Roles

Revenue

Recognition

Accounts

Receivable

Inventory
Management

Accounts Payable

Payroll & Benefits

Fixed Assets

Financial Close

Treasury & Cash

Contract reviews, pricing
approvals, revenue cut-off,

performance obligations

Credit approvals, collections,
bad debt reserves, aging

analysis

Cycle counts, valuation
methods, obsolescence

reserves, cost allocation

Three-way matching, vendor
master data, accruals,

payment authorization

Time approval, payroll
calculations, benefit
administration, tax

compliance

Capitalization policies,
depreciation methods,

impairment testing, disposals

Account reconciliations,
journal entry reviews, flux
analysis, management

certifications

Bank reconciliations, cash
flow management, investment

oversight, debt compliance

Revenue Accounting

Manager, Controller

AR Manager, Credit

Manager

Inventory Manager,

Cost Accountant

AP Manager,

Controller

Payroll Manager, HR

Fixed Assets
Accountant,

Controller

Financial Reporting

Manager, Controller

Treasurer, Cash

Manager

Sales Operations, Legal,
External Auditors

Sales, Collections, Finance

Warehouse, Operations,

Purchasing

Procurement, Receiving,

Treasury

Department Managers,

Benefits Admin

Facilities, IT, Operations

Staff Accountants, Business

Controllers

Finance, Banking Partners
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Table 4.4: Key Business Processes
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Control Area Specific Requirements Primary Secondary/Supporting
Responsibility Roles
Procurement to Purchase authorization, Procurement Finance, Legal, Receiving
Pay vendor selection, contract Manager, AP
management, receiving Manager

Order to Cash

Human Capital
Management,

Treasury

Operations

Tax Compliance

Legal & Regulatory

Disclosure Controls

Order approval, pricing
authorization, shipping

validation, invoicing

Hiring procedures,
compensation approvals,
access

provisioning/termination

Investment authorization,
banking relationships,

hedging activities

Tax calculations, return
preparation, transfer pricing,

provision analysis

Contract approvals,
compliance monitoring,

litigation reserves

SEC reporting, earnings
releases, investor

communications

Sales Operations
Manager, AR

Manager

CHRO, HR Business
Partners

Treasurer, CFO

Tax Director,
Controller

General Counsel,

Compliance

Controller, CFO

Sales, Credit, Shipping

Department Managers, IT,
Payroll

Finance, Risk Management

Finance, External Tax

Advisors

Business Units, Finance

Investor Relations, Legal

Table 4.5: Management and Oversight Functions

Function SOX Responsibilities Primary Secondary/Supporting
Responsibility Roles

SOX Program Program oversight, scoping, SOX Finance, Internal Audit,

Management, testing coordination, Director /Manager Process Owners

Internal Control

Testing

deficiency tracking

Control design evaluation,
operating effectiveness

testing, documentation

Internal Audit, SOX
Team

Process Owners, IT, External
Auditors
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Table 4.5: Management and Oversight Functions (continued)

Function SOX Responsibilities Primary Secondary/Supporting
Responsibility Roles

Management CEO/CFO quarterly and CEO, CFO, Controller, General Counsel,

Certifications annual certifications, Disclosure Committee SOX Manager

External Audit

Coordination

Board/Audit
Committee

Reporting

Deficiency
Management

Documentation

Management,

Training &

Communication

disclosure committee

Audit planning, PBC
management, walkthrough

support, remediation

Quarterly updates, material
weakness disclosure,
remediation status

Issue identification, root
cause analysis, remediation

planning, validation

Control documentation,
flowcharts, risk-control

matrices, testing evidence

SOX awareness, control
owner training, policy

communication

Controller, SOX

Manager

CFO, Chief Audit

Executive

SOX Manager,
Process Owners

SOX Team, Process

Owners

SOX Manager, HR

Process Owners, IT, Internal
Audit

SOX Manager, External
Auditors

Internal Audit, Management

Internal Audit, IT

Process Owners,

Communications




5 Project Team Structure and Governance

Establishing a dedicated project team is crucial for SOX implementation, as it ensures focused resources
and accountability. The structure below aligns with the Three Lines Model, with the steering committee
providing governing body oversight, PMO as management coordination, and teams handling operational
execution. This setup helps avoid common pitfalls like resource conflicts by defining clear roles and time

commitments from the start.

5.1 SOX Project Governance Model

5.1.1 Executive Steering Committee

Purpose: Provide strategic oversight, resource allocation decisions, and escalation resolution. This com-
mittee acts as the governing body in the Three Lines Model, ensuring alignment with business objectives.
Composition:

o Committee Chair: CEO or CFO

e Members: Chief Financial Officer, Chief Risk Officer, Chief Information Officer, Chief Audit Executive,
General Counsel, SOX Program Director

Responsibilities:

e Approve program charter and budget

o Review major milestones and deliverables

¢ Resolve resource conflicts and escalations

e Monitor program progress and risks

e Approve material changes to scope or timeline

Meeting Frequency: Monthly during implementation, quarterly during steady state.

5.1.2 SOX Program Management Office (PMO)

The PMO serves as the central hub for coordination, bridging management lines in the Three Lines Model to
facilitate collaboration.

SOX Program Director Overall program leadership and accountability.
SOX Program Manager Day-to-day program execution and coordination.

SOX Project Coordinator Administrative support and meeting coordination.

16
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5.2 Core Project Teams

These teams handle specific control areas, collaborating across lines to design, implement, and test controls.

Time commitments are estimated for implementation phase; adjust based on company size. 1. Entity Level

[ Executive Steer- ]

ing Committee

SOX Program Man-
agement Office (PMO)

[ ELC Team ] [ ITGC Team ]

Controls Team mentation Team

N
[ Financial Process ] [ Testing & Docu- ]

Figure 5.1: Project Team Structure: PMO Coordinates Core Teams Under Steering Oversight.

Controls (ELC) Team

Team Lead: Chief Risk Officer or Chief Compliance Officer

Core Members: Risk Management Director, Compliance Manager, HR Business Partner, Internal Audit
Manager, Legal Counsel

Time Commitment: Team Lead: 40% during implementation; Core Members: 20-30% during implementation.
2. IT General Controls (ITGC) Team

Team Lead: Chief Information Security Officer or IT Director

Core Members: 1T Security Manager, Database Administrator, System Development Manager, IT Operations
Manager, Infrastructure Manager

Time Commitment: Team Lead: 50% during implementation; Core Members: 30-40% during implementation.
3. Financial Process Controls Team

Team Lead: Controller or Financial Reporting Director

Core Members: Revenue Accounting Manager, Cost Accounting Manager, Treasury Manager, Tax Director,
Financial Planning & Analysis Manager

Time Commitment: Team Lead: 60% during implementation; Sub-Team Leads: 40-50%; Core Members:
25-35%. 4. Testing and Documentation Team

Team Lead: Internal Audit Director or SOX Manager

Core Members: Senior Internal Auditors (2-3), SOX Analysts (3-4), Documentation Specialists (2), External
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Audit Liaison

Time Commitment: Team Lead: 70% during implementation; Core Members: 80-90% during implementation.

5.3 Extended Project Team

Business Process Owners Operational management (first line) responsible for operating controls, pro-
viding process expertise, and supporting testing. Time Commitment: 10-20% during implementation,
5-10% ongoing.

IT Application Teams Support ITGC implementation and application-specific controls. Time Commit-

ment: 15-25% during implementation.

External Auditors Provide independent testing and attestation, review management’s framework, and
provide feedback.

5.4 Project Team Staffing Model

Staffing levels vary by company size. The model below is a starting point; adjust based on complexity and

risk profile.

o Large Companies (>$10B Revenue): 40-50 FTE equivalent

o Mid-Size Companies ($1-10B Revenue): 20-30 FTE equivalent

o Smaller Public Companies (<$1B Revenue): 10-15 FTE equivalent

5.5 Skills and Competencies Matrix

Role Technical Skills Business Skills Soft Skills Experience
Requirements

SOX Program SOX/COSO Leadership, Influence, 10+ years

Director framework, Risk Strategic thinking  Negotiation finance/audit
management

SOX Program SOX methodology, Coordination, Stakeholder o+ years

Manager Project Problem-solving Management, SOX /audit
management

SOX Analyst Control testing, Analytical, Clear 2+ years
Documentation Detail-oriented Communication audit/compliance

Process SME Process expertise, Process Collaboration 3+ years in
Business knowledge improvement functional area

IT SME IT controls, System  Technical analysis  Problem 3+ years
knowledge Translation IT /security
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5.6 Training and Development Plan

Training is key to building competency and ensuring controls are understood and executed correctly. Pre-
Project Training:

¢ SOX fundamentals and requirements

e COSO framework and methodology

o Control design and testing principles

o Documentation standards and tools
Ongoing Training:

e Control owner responsibilities

o Testing procedures and evidence collection
¢ Deficiency analysis and remediation

o Cybersecurity awareness and automation tools training



6 Implementation Roadmap and Timelines

The implementation roadmap is a 12-month plan for Year 1, transitioning to steady-state operations in
subsequent years. This phased approach allows for progressive build-up, starting with planning and ending
with certification.

6.1 Master Implementation Timeline (Integrated View)

Year 1: Full Implementation

e Months 1-3: Foundation and Planning

Months 4-6: Design and Documentation

e Months 7-9: Implementation and Testing

e Months 10-12: Final Testing and Certification
Years 2+: Steady State

e QI: Annual scoping and risk assessment

e Q2: Management testing execution

¢ Q3: External audit support and interim testing

e Q4: Year-end testing and certification

6.2 Detailed Phase Breakdown

6.2.1 Phase 1: Foundation and Planning (Months 1-3)

Month 1: Program Initiation

e Draft and ratify the Steering Committee charter and governance model.

o Assign program director and core team members.

e Develop and secure approval for the program charter and business case.

o Conduct stakeholder interviews to define roles and responsibilities.
Month 2: Current State Assessment

o Compile and centralize all existing control documentation for gap analysis.
o Review prior audit findings and recommendations.

e Conduct control environment assessment through surveys and interviews.

20
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o Prioritize improvement opportunities based on risk.

Month 3: Planning and Design

o Finalize the control framework and testing methodology.

e Develop documentation templates and standards.

o Create a detailed work breakdown structure, timeline, and resource plan.

e Conduct phase-end review and document lessons learned.

Common Challenges and Solutions

Common Challenges in Phase 1:

o Challenge: Lack of stakeholder buy-in. Solution: Conduct awareness sessions emphasizing
benefits like improved efficiency; involve leaders early.

o Challenge: Resource allocation conflicts. Solution: Secure executive sponsorship for dedicated
resources; start with part-time commitments.

6.2.2 Phase 2: Design and Documentation (Months 4-6)

Month 4: Entity Level Controls

o Document the entity-level control environment (tone at the top, risk processes).
e Design and implement enhanced ELC procedures and policies.

Month 5: IT General Controls

e Document the IT control environment and inventory of in-scope systems.

o Remediate identified ITGC deficiencies and implement enhanced IT procedures.
Month 6: Process Level Controls

o Create process flowcharts, narratives, and risk and control matrices (RCMs).

e Implement new or enhanced controls and train process owners.

e Conduct phase-end review and document lessons learned.

Common Challenges and Solutions

Common Challenges in Phase 2:

o Challenge: Inadequate documentation leading to untestable controls. Solution: Use standardized

templates and involve process owners directly in documentation reviews.

o Challenge: Resistance to new controls. Solution: Communicate benefits like error reduction;
pilot controls in one area to demonstrate quick wins.
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6.2.3 Phase 3: Implementation and Testing (Months 7-9)

Month 7: Control Implementation & Monitoring

o Deploy controls across all in-scope processes.

¢ Conduct control owner training sessions and establish monitoring procedures.
Month 8: Design Effectiveness Testing

o Execute design effectiveness testing through walkthroughs and reviews.

o Identify design deficiencies and develop remediation plans.

Month 9: Operating Effectiveness Testing

o Execute operating effectiveness testing on a sample of transactions.

o Identify operating deficiencies and update remediation plans.

¢ Conduct phase-end review and document lessons learned.

Common Challenges and Solutions

Common Challenges in Phase 3:

o Challenge: Testing failures due to insufficient evidence. Solution: Train owners on evidence
collection best practices; use automation for system-generated logs.

e Challenge: High volume of deficiencies. Solution: Prioritize deficiencies by materiality and track
remediation status using a central dashboard.

6.2.4 Phase 4: Final Testing and Certification (Months 10-12)

Month 10: Deficiency Remediation

o Execute deficiency remediation plans and implement control improvements.
o Test remediated controls to ensure effectiveness.

Month 11: External Audit Support

e Prepare and provide all necessary documentation to external auditors.

o Facilitate audit walkthroughs and respond to inquiries promptly.

Month 12: Final Assessment and Reporting

o Complete the final management assessment of ICFR effectiveness.

o Prepare CEO/CFO certifications and draft 10-K internal control disclosures.

e Conduct a final phase-end review and document lessons learned for the next cycle.
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Common Challenges and Solutions

Common Challenges in Phase 4:

o Challenge: Disagreements with auditors on deficiency severity. Solution: Build a collaborative

relationship early; use joint testing to align on expectations.

o Challenge: Late-cycle discovery of a material weakness. Solution: Conduct interim assessments

throughout the year and maintain open communication with the steering committee.
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7 Common Challenges and Solutions

This section expands on organization-wide challenges, complementing phase-specific ones. These are based

on common SOX pain points, with practical solutions to make implementation smoother.

Challenge 1: Lack of Clear Accountability Controls without clear owners often fail or become ineffec-
tive over time. Solution: Assign specific control owners for each control using RACI matrices. Include

SOX responsibilities in job descriptions and performance reviews.

Challenge 2: Inadequate Documentation Poor documentation makes testing difficult and increases
audit costs. Solution: Standardize documentation templates. Implement a centralized repository (e.g.,
SharePoint, GRC tool) with version control and mandatory annual reviews.

Challenge 3: Technology Integration Issues Manual controls are error-prone and difficult to scale.
Solution: Identify automation opportunities, starting with high-volume, high-risk processes. Implement

GRC platforms for workflow management and continuous monitoring.

Challenge 4: Resource Constraints Limited resources can compromise control effectiveness. Solution:
Prioritize controls based on a top-down risk assessment. Leverage shared services and centralization for

efficiency, and consider co-sourcing specialized tasks.

Challenge 5: Change Management Business changes (e.g., new systems, acquisitions) can render existing
controls ineffective if not managed properly. Solution: Implement a formal change impact assessment
process. Update controls promptly for any system or process changes and monitor them closely during

transition periods.

7.1 Case Studies

[Case Study 1: Addressing Resource Constraints in a Mid-Size Tech Firm] A $5B revenue software
company faced staffing shortages during SOX implementation. By prioritizing high-risk processes
(e.g., revenue recognition) and co-sourcing testing to an external firm, they reduced internal effort by
25% and achieved compliance on time. Lesson: Use risk-based scoping to focus limited resources

effectively.

[Case Study 2: Remediating ITGC Deficiencies Post-Cyber Incident| Following a data breach, a
manufacturing firm identified weak access controls. They implemented multi-factor authentication
and automated user reviews, reducing deficiencies from 15 to 2 in one year. External auditors noted
improved effectiveness. Lesson: Integrate incident response and learnings into ongoing control

monitoring.

[Case Study 3: Automating Controls for Efficiency] A large retailer automated three-way matching
in procurement using RPA tools, cutting manual testing hours by 40%. This addressed scalability

issues and minimized errors. Lesson: Pilot automation in a single, well-understood process before
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enterprise-wide rollout.
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8 Technology and Automation Considerations

Technology is a critical enabler for modern SOX compliance, transforming manual, periodic checks into
automated, continuous processes. In 2025, with Al and cyber threats on the rise, integrating technology not

only meets requirements but enhances risk management.

8.1 Governance, Risk, and Compliance (GRC) Platforms

GRC platforms centralize SOX activities, providing a single source of truth for control documentation, testing,
and deficiency management. Key features include risk assessment mapping, testing workflow management,

and real-time reporting dashboards.

8.2 Continuous Controls Monitoring (CCM)

CCM uses technology to automate the testing of controls in real-time or at high frequency. It is especially
useful for high-volume areas like procurement (three-way matching) and access control monitoring, reducing

manual effort and detecting issues early.

8.3 Data Analytics and Continuous Auditing

Data analytics allows teams to test 100% of a transaction population rather than relying on samples,
identifying anomalies and patterns that could indicate control failures or fraud. This is powerful for validating

assertions like accuracy and completeness in large datasets.

8.4 Emerging Technologies and Trends

For 2025, focus on integrating emerging technologies to future-proof the SOX program while managing their
associated risks. Key areas include Al for predictive risk identification, enhancing cybersecurity controls,
and integrating ESG data integrity processes. Ensure Al models used for compliance are auditable and their

outputs are explainable.

8.5 Aligning ITGCs with Modern Cybersecurity Mandates

The SEC’s 2023 cybersecurity disclosure rules require timely reporting of material incidents and detailed
disclosure of cyber risk governance. For SOX compliance in 2025, this is not just an IT issue but a core
financial reporting concern. ITGCs and ELCs must be expanded to include:

e Incident Response Controls: Documented and tested procedures for identifying and escalating
cybersecurity incidents to the disclosure committee to evaluate materiality in near real-time. The control
should prove that the communication channel between the CISO and CFO is defined and effective.

o Governance Controls: Evidence of board-level oversight of cybersecurity risk (e.g., board meeting

minutes, cyber committee charters) must be maintained and auditable as a key Entity Level Control.
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o Controls over Disclosure Accuracy: Processes to ensure that cybersecurity-related disclosures in
filings (Forms 10-K, 8-K) are complete and accurate, and are reviewed by both technical and financial

experts.
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9 Monitoring and Continuous Improvement

Ongoing monitoring and annual assessments are essential for sustaining SOX compliance beyond initial
implementation. They ensure controls adapt to changes like new regulations or business growth. Use a mix
of automated tools and manual reviews for efficiency.

9.1 Ongoing Monitoring Activities

Management should conduct a mix of periodic and continuous monitoring activities, aligning with the Three
Lines Model.

¢ Management Reviews: Monthly process performance reviews, quarterly control self-assessments, and
annual comprehensive evaluations of the entire ICFR framework.

o Key Performance Indicators (KPIs): Track metrics to monitor the health of the SOX program, such
as control deficiency rates, remediation timeliness, process efficiency (e.g., automation coverage), and the
number /severity of external audit findings.

9.2 Annual Program Assessment

The annual assessment evaluates the overall effectiveness of the ICFR program, as required under Section
404. Tt involves aggregating testing results, considering the impact of identified deficiencies, and identifying
opportunities for improvement. Areas of Focus:

o Control framework effectiveness and alignment with COSO.

e Process efficiency and opportunities for automation.

¢ Resource allocation and optimization.

o Technology enhancement opportunities (e.g., AI/CCM upgrades).
Improvement Initiatives:

e Process simplification and standardization.

o Technology upgrades and automation pilots.

Annual refresher training and competency development.

o Benchmarking against industry best practices.
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A.1 Appendix A: SOX Implementation Checklist

Program Setup:
Establish program governance structure and steering committee.
Assign program manager and core team.
Define and approve program charter and objectives.
Conduct current state assessment and gap analysis.
Develop implementation roadmap and timeline.
Control Framework:
Design and document entity level controls.
Design and implement IT general controls.
Document process level controls (flowcharts, RCMs).
Establish formal testing procedures.
Testing and Validation:
Conduct design effectiveness testing (walkthroughs).
Perform operating effectiveness testing (sampling).
Document all testing results and evidence.
Identify and classify all control deficiencies.
Remediate identified deficiencies.
Re-test remediated controls.
Reporting and Certification:
Prepare final management assessment report.
Complete CEO/CFO certifications.
Support external audit process and provide evidence.

File required regulatory reports (e.g., Form 10-K).
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A.2 Appendix B: Common Control Deficiency Categories

Entity Level Control Deficiencies:

o Insufficient board or audit committee oversight.

o Inadequate risk assessment processes.

e Poor tone at the top, lack of ethical guidance.

o Lack of competent personnel in key financial reporting roles.

IT General Control Deficiencies:

o Inadequate access controls (e.g., excessive privileged access).

e Poor change management procedures.

o Insufficient backup and recovery processes.

o Weak security controls (e.g., unpatched systems, poor password policies).
e Cybersecurity gaps, such as inadequate incident response or unencrypted data.
Process Level Control Deficiencies:

o Key reconciliations not performed or reviewed in a timely manner.

Lack of proper approval or authorization for transactions.
o Inadequate segregation of duties.

e Untimely or ineffective deficiency remediation.

A.3 Appendix C: Sample Control Testing Procedures

User Access Review Testing:

1. Obtain user access reports from all in-scope systems for the review period.

2. Select a sample of users and test for appropriate access levels based on their job roles.
3. Verify that a sample of terminated users had their access removed in a timely manner.
4. Document any exceptions and follow up on remediation.

Revenue Recognition Testing:

1. Select a sample of revenue transactions from the period.

2. Test for compliance with the company’s revenue recognition policies (ASC 606).

3. Verify that there is evidence of proper contract review and approval.

4. Validate revenue cut-off procedures by examining transactions before and after period end.
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Journal Entry Review Testing:

1. Obtain the population of all manual journal entries for the period.

2. Select a sample of entries (potentially risk-based, focusing on high-value or unusual entries).
3. Test the sample for proper documented approval and adequate supporting documentation.

4. Verify the business rationale and appropriateness of the accounting treatment.

A.4 Appendix D: Technology Solutions Comparison

Table A.1: Comparison of SOX Compliance Technology Solutions

Feature GRC Platform Custom Solution Spreadsheet-Based
Implementation Cost High Very High Low
Ongoing Maintenance Low High Medium
Scalability High High Low
Reporting Capabilities High High Limited

User Training Required Medium High Low

Audit Trail Excellent Good Poor

A.5 Appendix E: Project Team Charter Template

[title=SOX Implementation Project Charter] Project Name: SOX Internal Controls Implementation
Program

Project Sponsor: [CEO/CFO Name]

Project Director: [Name and Title]

Charter Date: [Date] Project Objectives:

1. Establish effective internal control over financial reporting (ICFR).

2. Achieve full compliance with SOX Section 404.

3. Enable a successful external audit attestation with no material weaknesses.
4. Build sustainable and efficient ongoing compliance processes.

Project Scope:

o In-scope entities, processes, and systems to be documented and tested.

e Design and implementation of ELCs, ITGCs, and Process Level Controls.
e Development of management’s assessment and certification process.
Success Criteria:

o Zero material weaknesses identified in ICFR.

o An unqualified (clean) external audit opinion on ICFR.

o A sustainable, ongoing compliance process is in place at project end.
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o Adherence to approved project budget and timeline.
Key Stakeholders:

o FExecutive Steering Committee, SOX PMO, Business Process Owners, IT Leadership, Internal
Audit, External Auditors.

A.6 Appendix F: Detailed Project Timeline Templates

PWI‘ Fou?ﬁil 1%1‘8&1 P%?’: TeSt[lIIﬁ%lemer}tation )
= Assessment o Design Testing
o Planning o Op. Testing
Ph 2: Desi : i i
ase eSlgn_ EEbaﬁ%s?l%nCer.tlﬁW Remediation
o ITGC Design o Audit Support

oD Process Docs o Certification
+ + . Months

1 2 3 4 5 6 7 8 9 10 11 12

Figure A.1: Visual Gantt Chart for Year 1 Implementation

A.7 Appendix G: Glossary of Terms
ICFR Internal Control over Financial Reporting
COSO Committee of Sponsoring Organizations of the Treadway Commission
PCAOB Public Company Accounting Oversight Board
ELC Entity Level Controls

ITGC IT General Controls

GRC Governance, Risk, and Compliance

CCM Continuous Controls Monitoring

ESG Environmental, Social, and Governance

AS5 Auditing Standard No. 5 (PCAOB)

SDLC System Development Life Cycle

SEC Cybersecurity Rules 2023 regulations requiring material incident disclosures, impacting SOX ITGCs
in 2025.
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C Disclaimer

This guide is provided for informational purposes only and does not constitute legal or professional advice.
Organizations should consult with their external auditors, legal counsel, and other professional advisors when
implementing SOX compliance programs. Requirements may vary based on company size, industry, and

other factors.
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