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An Z4/5+24- article by lan Crawford

Maintaining your long-term financial controls is an
imperative for growth in shareholder wealth. Introduc-
ing change without (internal) control can lead to more
systemic problems then just the failure of a project.

When =St work with our clients to

deliver major change, we often re-
mind people that one definition of
“chaos” is "change without control.”
Never has there been a more apposite
addendum to this phrase than in the
current economic climate when we
offer an alternative definition,
“"change without (internal) control.”

Prior to the credit crunch a head of
steam had already built up behind
increasing regulation regarding finan-
cial and internal controls. Increasingly,
we work with organisations wrestling
with the challenges of delivering to
both commercial and compliance
objectives simultaneously.

Section 404 of SOX, for example, man-
dates that external auditors submit an
annual management report that
gauges the efficacy of a company’s
internal conftrols. A further report from
auditors & management must assess
internal controls used in support of fi-
nancial reporting.

A common perception of SOX is that it
is only for U.S. publicly quoted compa-
nies. However, if you have long-term
public debt quoted on the U.S. debt
markets, you must meet certain SEC
filing requirements. Furthermore, the
arrival in Europe of the 8th Directive (or
E-SOX) shows that a significant in-
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crease in risk focus is on the way for all
companies.

The credit crunch will undoubtedly
provide us with salutary lessons; it is
safe to say that further tightening of
the regulations over internal & finan-
cial controls is highly likely as a result.

Increasing obligations for transparency
may mean a corresponding

chance that reliability of earnings will
come under further scrutiny. As audit
practises place increased reliance on
the internal controls framework of your
organisation, it is imperative that pro-
grammes and projects do not de-
stabilise any key conftrols upon which
your organisation relies.

So why must Executive Managers pay
increasing attention to the change

programmes their organisations under-
take?

Clearly no-one embarks upon a pro-
gramme or project with the intention
of de-stabilising the business or its inter-
nal controls. Sadly, however, as pres-
sures come to bear on many project
teams they often focus hard on deliv-
ering "things” to milestones and man-
aging to the assigned budget. On oc-
casion this leads to de-scoping of pro-
gramme components in order to meet
budget and time constraints.

As Executive Managers, we should
recognise this and provide assurance
that a project is not de-scoping as-
pects which may place controls in
danger, increase operational business
risks or threaten the underlying finan-
cial performance of the company.

Similarly, it is important to identify be-

haviours that are driven solely by

budget or milestones and which forget
(Continued on page 2)
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(Continued from page 1)

about business outcomes and business
risk — we must strive for the right bal-
ance between delivery and opera-
tional stability. Programme Managers
usually think in terms of ‘Delivery Risks’
for their Programme whereas a robust
internal confrols framework dictates
that all concerned must continually
evaluate the impact of the pro-
gramme on 'Business Risks.” A delivery
at all costs mentality can lead to a fail-
ure to deliver the required benefits
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your P&L. The result of ineffectively de-
livering a programme to compliance
and risk management requirements
will negatively impact your cost base
and potentially the risk profile of your
business, resulting in sanctions & /or
reputational damage in the worst
case.

Be financially prudent
with your internal con-
trols & use ZwfState as

your chosen advisor.

As further advice, zwstat- offer some

mitigating steps for your programmes,
laid out in the lifecycle diagram be-
low.
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1. Executive Sponsors, Programme

However, as well as ensuring you dem-
onstrate effective controls over your
change programmes, there is poten-
tially a direct bottom-line cost for Ex-
ecutive Managers to contemplate.

It is said that even the most efficient
SOX programme may cost at least 1%
of gross revenue to operate. Clearly,
that converts to a far greater percent-
age of profit. Therefore, you need to
make sure that your programmes &
projects are truly aligned to internal
control & risk management objectives
if they are to avoid increasing the size
of the compliance bill still further.

Consider that a programme is a one-
time cost whereas those associated
with maintaining a robust control
framework are an ongoing burden on
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Directors and key stakeholders
embrace compliance, risk & au-
dit functions early

2. Ensure that these functions add
value to the programme with
positive contributions to success

3. Consider a seat at the Steering

Group table for your Chief Risk
Officer

What's more, it is important to start a
major programme with your eyes
open. Many times we have seen or-
ganisations oblivious to existing control
challenges only for a programme to
highlight them. The root cause is not
the programme; the issues were un-
derlying within the business, sometimes
for many years.
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Programmes which are initiated in a
weak control environment can come
to resemble an exercise in building
houses on a bed of sand. To take
early action and avoid such a sce-
nario, Zw/5+s+- would suggest that you

look out for:

Financial reconciliations which

continually carry reconciling
items

A\

Patterns of financial reconcilia-
tions which are produced but
not counter-signed (an absence
of the "4-eyes principle)

A\

W

Internal control reports which
are signed off, but for which

supporting evidence is not forth-
coming

Data inconsistencies between

financial platforms (e.g. be-
tween ERP solutions, Data Ware-
houses, product platforms)

W

A\

Historical biling challenges -

legacy biling applications often
create 'invisible’ billing errors

W

Internal audit issues highlighted

but which never seem to be at
the top of anyone’s priority list

In essence, it is now imperative to es-
tablish and maintain a robust infernal
controls framework as part of business
as usual. Undertaking major change
programmes are a threat to the stabil-
ity of that framework and must be initi-
ated and managed accordingly.

If your organisation is to avoid our re-
vised definitions of “Chaos”, “*change
without (internal) control” then it is
equally imperative to ensure that you
initiate and deliver major changes
with internal and financial controls in
mind from the outset.
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Zw/Shate help our clients focus on deliv-

ering programmes without endanger-
ing your control environment. Through
ZnState W support you in:

Protecting: your existing controls

framework from the risks associ-
ated with major change

A\

Simplifying: your operations as a
result of change programmes

A\

Standardising: your processes

and conftrols for ease of opera-
fion

A\

A\

Clarifying: the control impacts
and enabling fransparency

Zw/5hate provides you with the ideas

and people that enable your success
through removal of the hidden costs
of recruitment.

Whether you are growing, tfransform-
ing or diversifying, Z4/5+s+-'s unique
combination of Management Consul-
tancy, Executive Headhunting & Re-
cruitment Services, Management
Coaching, Facilitation and Team
Building are specifically targeted at
helping you and your organisation
deliver value for money and service
quality excellence.

Find out more about Za/S54st2 at
www.endstate.uk.com.
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Calculate the internal
control risks your organi-
sation faces and let =4/~

Statz help you to mifi-
gate them effectively.

“MONITOR AND
MANAGE YOUR
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