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Abstract 

 

Authors: Elin Jangvik, Mikael Johansson, Patrik Åkerblad 

Adviser: Sven-Ola Carlsson 

 

Title: Implementation of Section 404 of the Sarbanes-Oxley Act in a Swedish 

Environment 

 

Problem Area: The American company Enron was the seventh largest company 

notated on the stock market when it went bankrupt due to extensive accounting frauds 

in December 2001. By manipulating the financial reports, the management of Enron 

was able to hide huge debts through transactions with external companies. Therefore, 

they were able to deceive the public by reporting huge profits while the company, in 

reality, was generating a negative result. As a result of the bankruptcy, 40 billion 

dollars disappeared and tens of thousands of employees lost their jobs and pension 

savings. After the Enron scandal, further accounting frauds were discovered in the 

US, such as WorldCom and Tyco. The WorldCom bankruptcy is, as of today, the 

largest bankruptcy in the world. Following the scandals and the accounting frauds in a 

number US companies, the US congress passed a law – the Sarbanes-Oxley Act of 

2002 (SOX). 

 

Purpose: The purpose of the study is to examine how companies in Sweden have 

managed to implement SOX Sec. 404 – for ensuring internal control. The researchers 

will examine how different Swedish companies have approached the issue and how 

they have chosen to implement SOX sec. 404 in their organisation. Have some 

companies been more effective in their implementation than others and why?   

 

Limitations: SOX cover several areas around internal control and reporting. The 

authors will mainly study Sec. 404, which treats internal control over financial 

reporting, and is the section that has demanded most effort to comply with.  

 

Methodology: The study was conducted by a qualitative research method by 

conducting personal interviews with respondents from three different companies in 

Sweden. All of the participating companies in the study are obliged to comply with 

SOX.  

 

Conclusion: The researchers in this study have identified differences in the approach 

towards SOX-compliance by the participating organisations. The lack of how to 

implement guidance and the different approaches taken by companies towards SOX 

compliance may suggest that there is no supreme implementation guide that is 

suitable for all companies in order to achieve compliance.   

 

Proposals for Further Research: As the implementation phase just recently was 

completed the authors would like to find out how companies are sustaining 

compliance in the future. Researchers could focus on sustainable compliance as 

compared to this study where sustainable compliance is merely limited to one section. 

In addition, it would be interesting to carry out an in-depth study on one company to 

evaluate their implementation on a deeper level. This would give the researcher a 

deeper understanding which is more difficult to achieve when conducting a 

comparative study.  
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1. Introduction 

 

This chapter presents an introduction to the subject at hand by providing a brief 

background to the research issue. This is followed by a problem discussion declaring 

the actuality of the research issue and the purpose of the study as well as limitations. 

 

 

1.1 Background 

 

The American company Enron was the seventh largest company notated on the stock 

market when it went bankrupt due to extensive accounting frauds in December 2001 

(Dagens Industri, 2006). By manipulating the financial reports, the management of 

Enron was able to hide huge debts through transactions with external companies. 

Therefore, they were able to deceive the public by reporting huge profits while the 

company, in reality, was generating a negative result. As a result of the bankruptcy, 

40 billion dollars disappeared and tens of thousands of employees lost their jobs and 

pension savings (Ibid). Furthermore, Arthur Andersen, the then fifth largest 

accounting firm in the world and the external auditor of Enron, was convicted for 

destroying important documents for the on-going investigation of fraud in Enron 

(Anon, 2002). The conviction of Arthur Andersen prohibited them to audit public 

firms, leading to Arthur Andersen‘s collapse. After the Enron scandal, further 

accounting frauds were discovered in the US, such as WorldCom and Tyco. The 

WorldCom bankruptcy is, as of today, the largest bankruptcy in the world (Tulin, 

2005). Following the scandals and the accounting frauds in a number US companies, 

the US congress passed a law – the Sarbanes-Oxley Act of 2002 (SOX). The 

objectives of the Sarbanes-Oxley act are to: 

 

“establish investor confidence by improving the quality of 

corporate disclosure and financial reporting, strengthen 

the independence of accounting firms, and increase the role 

and responsibility of corporate officers and directors in 

financial statements and corporate disclosures.” 

 

   Source: Hayes, et al (2005, p. 49) 

 

In general, the law is intended to protect investors by improving the reliability of 

corporate reporting and disclosure (SOX-Online, 2006). The law has set new 

standards for corporate accountability, increased the responsibility for the CEO and 

CFO and introduced new penalties for not reporting the correct figures. The Sarbanes-

Oxley act changes how the company boards must interact with each other and with 

corporate auditors. The law also removes the defence ‖I did not know‖ for CEOs and 

CFOs, therefore, holding them accountable for the accuracy of the financial statement. 

Additionally, SOX has introduced new procedures and internal controls which are 

intended to ensure the validity of financial reports. All public companies in the US, 

including international enterprises, that have registered equity or debt with the 

Securities and Exchange Commission (SEC) and the accounting companies providing 

auditing services to them, must comply with the Sarbanes-Oxley act (Ibid). 

Compliance to the SOX regulations is regularly inspected by external auditors in 

order to ensure the accuracy in the financial reporting. 



7 

 

 

The law has been heavily debated since its creation due to the extensiveness of it and 

because it is extra-territorial, in other words, the law is not exclusive to American 

companies but all companies registered with SEC must comply with it.   

 

 

1.2 Problem Discussion 

 

The Sarbanes-Oxley Act covers several areas but the section that firms have found the 

most difficult to comply with is Sec. 404. Sarbanes-Oxley act Sec. 404, ―Management 

Assessment of Internal Controls‖, requires that public companies: 

 

 Identify financial reporting risks 

 Ascertain related controls 

 Assess their effectiveness 

 Fix any control deficiencies  

 Re-test and re-document anew 

 

Source: Deloitte (2005) 

 

The major increase in control of activities and processes within companies derived 

from the implementation of Sec. 404 which has been very expensive. Because of the 

difficulties experienced when implementing Sec. 404, the SEC thrice postponed the 

deadline of compliance (Deloitte, 2005).  

 

Due to the lack of clear guidelines when implementing Sec. 404, different companies 

have chosen to approach the implementation in different ways. Therefore it would be 

interesting to research whether one approach is more effective than another. The 

researchers would like to increase their understanding on how to create conditions to 

successfully implement and comply with the Sarbanes-Oxley act.  Other interesting 

issues would be which problems companies have experienced, how they resolved 

them and if there are any significant factors to success.  

 

SOX cover several areas around internal control and reporting. The authors will 

mainly study Sec. 404, which treats internal control over financial reporting, and is 

the section that has demanded most effort to comply with. From hereon section 404 of 

the Sarbanes-Oxley Act of 2002 will be referred to as SOX or the Sarbanes-Oxley 

Act.  

 

The study will be conducted in Swedish companies that have to comply with the 

Sarbanes-Oxley Act, that are registered with the Securities and Exchange 

Commission.  

 

 

1.3 Research question 

 

Considering the problem discussion, the researchers formulated the following 

research question: 
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 How have companies in Sweden implemented the Sarbanes-Oxley 

Act of 2002 sec. 404? 

 

In addition to the main research question, the researchers intend to investigate: 

 

- Have there been any similarities or differences between the 

organisations when implementing SOX sec. 404?  

 

- Are there any particular factors which contribute to an effective 

implementation of SOX sec. 404? 

 

1.4 Purpose of the study 

 

The purpose of the study is to describe how companies in Sweden have managed to 

implement SOX Sec. 404. The researchers will explain how different Swedish 

companies have approached the issue and how they have chosen to implement SOX 

sec. 404 in their organisation. The researchers‘ aim is to discuss the different 

approaches and enlighten the problem areas that organisations have experienced 

during the SOX implementation.  
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2. Methodology 

 

This chapter presents the methodological approach of the study, as well as a 

description of the collection and interpretation of the data. Finally, the quality of the 

study and data will be discussed in terms of validity, reliability and generalisability. 

 

 

 

2.1 Research design 

 

There are two main approaches for collecting data; inductive and deductive 

(Jacobsen, 2002). When conducting an inductive approach the researcher start of with 

no particular expectations concerning the outcome of the study – starting of by 

gathering empirical evidence and then compare it with theory. The ideal would be 

that the researcher conducts his research without any previous expectations. The 

objective is that nothing shall limit which information the researcher gathers. In a 

deductive approach the researcher uses the theoretical framework as a starting point 

before conducting their gathering of empirical evidence. The main critique against the 

deductive approach is that the researcher looks for information that tends to support 

his/her expectations or hypothesis. Nevertheless, the intention of this study was to 

examine how organisations have implemented SOX, without any testing of 

predetermined hypotheses. However, the authors found it somewhat difficult to 

investigate the research question without comprehensive background research. 

Therefore, the approach chosen by the authors could be described as rather open 

minded with no predetermined expectations about the outcome of the collected data. 

However, it should be stated that the background research could have unconsciously 

affected the expectations of the authors.    

        

With the intention of investigating how Swedish firms have implemented SOX, the 

authors decided to conduct qualitative research instead of quantitative research. To 

distinguish qualitative research from quantitative research Bryman & Bell (2003, p. 

573) describe the former as, ―Qualitative research usually emphasizes words rather 

than quantification in the collection and analysis of data‖. On the contrary, 

quantitative research could be explained as, ―Research techniques that seek to 

quantify data and, typically, apply some form of statistical analysis‖ (Birks & 

Malhotra, 2003, p. 766). 

 

The reason for choosing a qualitative approach was mainly due to the fundamental 

aim of receiving in-depth information concerning the companies‘ approaches for 

SOX-implementation. Considering the limitations of quantitative research techniques 

in terms of mainly delivering statistical data instead of in-depth information of the 

researched question, the authors found it somewhat obvious to focus on qualitative 

research. Furthermore, with the objective of trying to describe the procedure for 

implementing SOX rather than presenting statistical evidence of the implementation, 

the quantitative method was not suitable. In other words, the advantages associated 

with qualitative research outweighed the ones associated with a quantitative approach.   

       

Personal interviews offer the opportunity to explain the questions for the respondents 

and making sure that they answer the ―right‖ question, consequently this eliminates 
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possible misinterpretations (Birks & Malhotra, 2007). The authors advocates that this 

was of certain importance, especially considering the aim of exploring how the daily 

work has been affected by the implementation of SOX. Furthermore, this research 

technique also offers the researchers the opportunity of perceiving expressions and 

attitudes among the interviewees which contribute to deepening the base for the later 

analysis. Further advantages with this technique are that the respondents will not feel 

restricted by pre-determined answers which characterises quantitative research 

techniques. Thus, using this technique offers the interviewees the opportunity to 

elaborate their thoughts and opinions without substantial disruptions caused by the 

researchers when having pre-determined close-ended answers.  

 

Qualitative research has been done through interviews with people within the 

organisations which are highly involved in the work with SOX. The intention of the 

interviews has been to test the existing theory and its relationship to empirical 

evidence, but also to compare and distinguish the chosen approaches for SOX-

implementation by the organisations covered in this dissertation. Consequently, with 

this intention in mind, the authors found it somewhat difficult and unsuitable to 

conduct quantitative research which subsequently explains the choice of the 

qualitative approach furthermore.  

 

One of the main disadvantages with qualitative research is that it is rather time-

consuming in terms of analysis and transcription of the data. Furthermore, the 

researcher can not collect the same amount of data as one can in quantitative research 

due to the high relative resource demand per respondent. Another disadvantage 

associated with a qualitative approach is the possible bias from the interviewer. The 

possible bias from the researcher also contributes to lower the reliability since the 

answers from respondents may be socially desirable.  

 

 

2.2 Selection 

 

Considering that the overall intention of this dissertation was to investigate how 

Swedish firms have implemented SOX, the number of possible participants was 

significantly narrowed down to the nine Swedish organisations registered with the 

SEC (Dagens Industri, 2007). Due to lack of resources, predominantly in terms of 

time, the researchers intended to study at least three organisations and their 

approaches towards SOX-compliance. The three companies covered in this 

dissertation were randomly chosen without any particular requirements other than 

being obliged to comply with the SOX regulations. The opening contacts with the 

organisations were made via e-mail and phone, with the aim of being directed to 

people involved in the SOX-procedures at their company.   

 

The authors initially contacted six companies and one audit firm. However, when 

preparing the schedule for the interviews one company could not find time suitable 

for the authors, since the researchers only were in Sweden for the duration of two 

weeks. Considering the restricted time available for the researchers, due to parallel 

studies in England, the authors found it satisfactory with interviewing four 

organisations, although one acting as a respondent for a pilot interview. The 

researchers chose not to include the fourth company in the research since one of the 

authors is employed there, which subsequently could reduce the objectivity. In 
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addition, the audit firm first accepted to meet the researchers, however, a last minute 

cancellation on their behalf unfortunately hindered an interview with them. 

 

 

2.3 Collection of data 

 

In order to collect data, there are several research techniques to choose from. The 

authors of this dissertation have been utilising a combination of techniques to 

triangulate their research design since it increases the validity of the data.  

 
“Triangulation refers to the use of different data collection methods within 

one study in order to ensure that the data are telling you what you think they 

are telling you” 

 

   Source: Saunders, et al (2003) p. 99 

 

 

2.3.1 Secondary Data 

 

Secondary data means that data is used that have been collected by another researcher 

for some other purpose (Saunders, et al, 2003). The first part of the research was done 

through the use of secondary data in terms of documentation such as books of 

authoritative authors in the subject area, relevant business journals and web sources. 

In terms of collecting the secondary data, the authors have mainly been utilising the 

electronic databases and literature available at the library of the University of Lincoln. 

Databases such as Emerald Insight and Business Source Premier have been of certain 

use when searching for academic journals in the subject area. In addition, information 

has also been gathered through the use of internet, especially information concerning 

the SOX regulations from the Security of Exchange Commission‘s (SEC) web page. 

The main contribution from these secondary data is to increase the understanding of 

the topic in general, but also to receive an insight of essential areas within the subject 

area. Consequently, it is this research that constitutes for the theoretical framework 

covered in the literature review section of this dissertation which acted as a platform 

for the primary research. To further enhance the triangulation, documentation 

concerning SOX was received from the participating organisations. The 

documentation received from the organisations in terms of process maps and 

organisational charts has been useful to visually gain an understanding of how the 

participating firms have been organised to become SOX-compliant.  

 

One of the main advantages of using secondary data is that it is less expensive 

considering time and money than collecting the data by your own (Birks & Malhotra, 

2007). Furthermore, it gives the researcher more time to analyse the findings since the 

data already has been collected and it will also give the researcher guidance in which 

areas that need further investigation. However, there are evident disadvantages related 

to secondary data as well since the data may be inappropriate to the researcher‘s 

specific research question (Hague & Jackson, 1999). In addition, there may be doubts 

about the quality of the data, considering that it may not be up-to-date information, 

and it might be expensive and difficult to receive access to the material.  

 

 

2.3.2 Primary Data 
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According to Birks & Mahotra, primary data is ―data originated by the researcher 

specifically to address the research problem‖ (2003, p 766). The primary research of 

this study was conducted through eight semi-structured, tape-recorded, face to face 

interviews with key SOX-personnel within the three organisations covered in this 

dissertation.  

 

―In semi-structured interviews the researcher will have a list of themes and questions 

to be covered, although these may vary from interview to interview‖ (Saunders et al, 

2003, p 246). The main reason to the choice of doing semi-structured interviews was 

that the researchers intended to receive in-depth information on how the firms have 

been implementing SOX, without leading the respondents too much in order to reduce 

potential bias. However, it was important to keep the interviewee within the right 

topics which the researchers were aiming at, and the researchers therefore brought a 

list of relevant topics to be covered during the interview. The actual interview 

sessions varied between one and one and a half hour depending on how much time 

the companies decided to schedule and were conducted in March 2007. One of the 

interviews had to be terminated before the researchers had time to extract all the 

information they wanted. However, this was not a significant issue due to other 

interviews within the same company where the authors could receive the information 

they needed. 

 

According to Jacobsen (2002) it is easier to develop trust between the researcher and 

the respondent which could lead to more in-depth information when conducting a 

personal interview than by conducting a telephone interview. On the contrary, it 

would be more cost-effective to do telephone interviews but the gains of deeper 

information outweighed the advantages of telephone interviews. The researchers‘ 

intention was to develop a discussion rather than a formal questioning, which is easier 

to achieve with personal interviews rather than telephone interviews according to 

Jacobsen (2002).  

 

To ensure the validity of the semi-structured interviews and its main topics, a pilot 

interview was conducted with an independent (with no interest in the dissertation) 

SOX-compliant company. The intention with the pilot interview was to test ÿÿe 

researchers‘ background infoÿÿwiion in the subject area and most importantly, the 

structure and relevance in the interview questions, before carrying out the definite 

interviews.       

 

When conducting the interviews it is important for the interviewers to keep strong 

focus on the interviewee and the discussions developed during the interview 

(Jacobsen, 2002). Therefore, by utilising tape recorders the authors were able to 

concentrate entirely on the discussion without wasting valuable effort in noting during 

the interview. Instead, the printing of the recorded material could be done after the 

interviews. However, the authors made notes during the interview to demonstrate that 

they were paying attention to the respondent and subsequently facilitated the 

transcription of the session. Advantages also relates to the opportunity to further 

develop the reasoning made by the respondents, mainly due to stronger focus on the 

actual discussions and not only on pre-determined questions. However, the use of 

tape recorders was exclusively depending on the approval from the respondents in 

order not to negatively affect their willingness to participate in the interview, since 
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there might be reluctance among people in terms of being recorded (Jacobsen, 2002). 

Although some would argue that tape recorders and face to face interviews increases 

the interviewer bias, ―This is where comments, tone or non-verbal behaviour of the 

interviewer create bias in the way that interviewees respond to the questions being 

asked‖  (Saunders, et al, 2003, p. 252). The authors would instead argue that the 

approval along with performing the interviews at the respondents‘ ―natural 

environments‖ in terms of their own offices and conference rooms at their 

convenience and availability reduced possible bias from the interviewers. 

Furthermore, the researchers‘ aim of reducing the bias was facilitated by informing all 

respondents in advance about the intention of the dissertation and the topics that 

would be covered in the interview. In addition to reducing the bias during the 

interviews, the interviewers kept the answers open-ended in order not to lead the 

respondents into ―socially desirable‖ answers. Notwithstanding, the intention of 

certain follow-up questions was to clarify the statements made by the interviewees to 

ensure that they were absolutely understood and not misinterpreted by the 

researchers.   

 

Even though interviews are time-consuming both regarding to the interview session 

and the time required for transcribing and analysing the tape, the advantages of 

flexibility and high validity outperform the disadvantages of this technique.             

 

In terms of key SOX-personnel, the respondents were chosen by the companies 

themselves in order to ensure that relevant people were being interviewed, which is 

highly depending on the knowledge possessed by the interviewees in the subject area. 

Furthermore, leaving the decision of whom to interview to the organisation also 

generates more reliable sources of information concerning the implementation of 

SOX, since it is somewhat difficult for people outside the organisation to be aware of 

the key personnel in advance. The respondents were predominantly managers 

involved in the implementation phase, such as project managers, yet at different 

levels within the organisations, subsequently resulting in deep insight of how the 

firms have been implementing SOX. This latter point was to some extent dependent 

on the relative number of interviews conducted at the different firms. The researchers 

are willing to admit that the insight of how SOX has been implemented at Company 

A is somewhat richer in comparison to the information concerning the 

implementation at Company B and Company c. Due to the fact that six interviews 

were performed at Company A and only one at the other two companies explains why 

the in-dept knowledge possessed by the researchers differs between the organisations. 

In addition, the researchers were offered the opportunity to examine several levels 

within Company A in order to receive the ―full picture‖ of their organisation, and 

consequently decided to use the other companies as a general comparison of the main 

procedures for the implementation of SOX. A few respondents preferred to be 

anonymous, therefore the researchers decided to keep all respondents anonymous.     

 

The intention of the interviews has been to test the existing theory and its relationship 

to empirical evidence, but also to compare and distinguish the chosen approaches for 

SOX-implementation by the organisations covered in this dissertation.     

 

 

2.4 Credibility of data 
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When collecting data it is crucial to consider the issues of validity, reliability and 

generalisability.   

 

 

2.4.1 Validity 

 

Easterby-Smith et al states that ―validity is a question of how far we can be sure that a 

test or instrument measures the attribute that it is supposed to measure‖ (2002, p 134). 

In other words, the authors should make sure that the questions they are asking 

contribute to answer the research questions. It is difficult to ensure a high level of 

validity, yet, utilising external sources for validating the interview guide increases the 

validity. One way of increasing the validity is through the use of pilot interviews 

(Birks & Malhotra, 2007). Consequently, the authors conducted an interview with a 

company that recently implemented SOX and subsequently suitable for the purpose of 

this dissertation. To ensure the validity of the interview guide it was important that 

the information gathered from the literature review were successfully translated into 

suitable questions. The background research made by the authors in terms of the 

literature review acted as the platform for the topics of the interview guide. The main 

contribution from the pilot interview was the feedback brought by the respondent in 

terms of relevance of the topics covered in the interview guide. Furthermore, 

conducting the pilot interview also gave the researchers valuable experience of 

carrying out an actual interview.    

 

According to Jacobsen (2002) it is essential that the ―right‖ people are being 

interviewed in order to receive information valid for the purpose of the research. The 

authors left the decision of whom to interview to the organisations themselves, since 

they were more likely to assign the relevant people for the subject area. Considering 

the fact that the respondents were highly familiar with the implementation procedures 

at their company, either by being involved in the project group, or within the actual 

implementation phases, the authors would argue that the validity of the data is 

somewhat high.     

 

 

2.4.2 Reliability 

 

According to Bryman & Bell (2003, p 33) ―reliability is concerned with the question 

of whether the results of a study are repeatable‖. Thus, the researchers should be able 

to demonstrate that their findings are stable enough, so that other investigators would 

reach the same results if they did the same research of the three companies at another 

occasion. However, considering the firms‘ relative limited experience in terms of 

working with SOX, it is possible that the findings will differ if the same research 

would be conducted in a couple of years. Thus, as the SOX procedures gradually 

become more mature and integrated into the daily work at the organisations, it is 

possible that the present impression and attitudes of SOX will be forgotten or 

neglected in the years to come. In order to ensure and increase the reliability, the 

researchers conducted the interviews with personnel closely involved in the SOX 

processes, which contributes to as reliable findings as possible. The use of tape 

recorder further increases the reliability of the data, since it reduces the risk of 

misinterpretations. Although the tape recorder was used on the respondents‘ approval 

it should be stated that it is still possible that it affects the reliability of the 
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respondents‘ answers. Furthermore, according to Kvale (1997) the data still needs to 

be interpreted to some extent, especially considering the fact that the interviews were 

conducted in Swedish, thereafter translated into English. The researchers intend to 

send back a conclusion of their interpretations for verification by the respondent to 

ensure the reliability of the data. To reinforce the reliability the same interview guide 

was utilised during all interviews, although the interviews were highly dependent on 

how the actual discussion evolved. In addition, the fact that the interviews were 

conducted at their convenience, in a familiar environment, further reduces possible 

bias (Birks & Malhotra, 2007).   

 

To conclude, the researchers‘ impression was that the companies in the study were 

exclusively positive towards participating in the study and therefore they have an 

interest that their information is reliable, consequently, reinforcing the reliability of 

the study. 

  

 

2.4.3 Generalisability  

 

Saunders, et al defines generalisability as ―the applicability of the results of a research 

study to other settings‖ (2003, p 478). Consequently, this term deals with the issue 

whether it is possible to generalise the findings to the entire population. The 

researchers have chosen to conduct the study in companies operating in a Swedish 

environment, therefore limiting the generalisability of the study. The researchers 

chose this limitation due to lack of resources. Furthermore, it is the authors‘ 

impression that Swedish companies are more accessible and willing to share company 

information. By doing research at only three organisations, the authors will have 

difficulties to generalise the findings to all Swedish companies affected by the 

regulations of SOX-compliance. Generalising the findings of this study is not the 

intention, but instead merely to describe the difficulties associated with SOX-

implementation. It might be possible to generalise to some extent, however, 

organisations differs in terms of size, processes and individual factors, thus making it 

difficult to apply the conclusions of this study to all organisations affected by SOX. 

 

 

2.4.4 Methodology for Analysis 

 

The empirical findings, included in chapter four, consist of data collected from the 

respondents during interviews and are presented company wise. Each company 

section is further divided into six categories which are consistent with the sub-

headings in the literature review section and the topics included in the interview 

guide. The same categories are applied in the analysis section where the empirical 

findings are compared with the literature and the researchers also compare the 

approach taken by the participating companies to find differences during the 

implementation. 
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3. Literature Review 

 

This chapter provides a frame of references consisting of the facts relevant to the 

research issue. Initially, fundamental concepts and important organisations are 

presented to provide a basic understanding of the subject to the leader. This is 

followed by guidance to the implementation of the Sarbanes-Oxley Act of 2002. 

 

 

3.1 Internal Control 

 

The Committee of Sponsoring Organizations of the Treadway Commission (COSO) 

definition of internal control is the international standard that the majority of larger 

organisations apply (Internrevisorerna, 2004). The COSO definition states that 

internal control is a process and that the level of internal control is affected by all 

personnel within an organisation. It is designed to provide reasonable assurance 

regarding the achievement of objectives in the following categories (COSO, 2006b): 

 Effectiveness and efficiency of operations  

 Reliability of financial reporting  

 Compliance with applicable laws and regulations 

The first category relates to an organisation‘s basic business objectives, including 

performance, profitability goals and safeguarding of resources. The second part 

relates to the publishing of reliable financial statements and selected financial data 

derived from those statements, such as earnings releases, reported publicly. The last 

category addresses the compliance to those laws which applies to the organisation.  

In this study the authors refers to internal control as the process in which the 

organisation secures the accuracy of the financial statement and corporate disclosure.  

 

3.2 Sarbanes-Oxley Act of 2002 (SOX) 

 

The Sarbanes-Oxley Act is the U.S. public company accounting reform and investor 

protection act. It was passed and signed by President George W. Bush in 2002 in 

response to high-profile business failures, such as Enron and WorldCom, in order to 

reinforce investment confidence and protect investors by improving the accuracy and 

reliability of corporate disclosure (AICPA, 2007). SOX is a very complex act which 

demands that organisations goes through major changes to secure that they comply 

with the regulations. In short and in comparison to the time before SOX was 

established, the act demands that companies must reach a much higher level of 

certainty concerning that their company disclosure is accurate. 

 

 

3.3 SOX Section 404 

 

SOX Sec. 404 has perhaps been the most demanding and difficult part of the act to 

implement for organisations according to the widespread opinion. The paragraph 

forces the organisation to ensure that the company has sufficient internal control to 
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avoid any errors in the financial statement that might subsequently mislead investors 

and stakeholders (Tulin, 2004). Section 404 demands that the internal control must be 

documented and tested so that no errors are made in the financial statement. No 

further directives or guidelines are made. However, in practice, most organisations 

must do the following: 

 

 Identify risks 

 Decide how to handle the risks and implement controls 

 Document and test the processes and controls 

 Create a written assessment on how the controls are working that 

will be signed by the management and reviewed by an independent 

auditor 

 

Source: Deloitte (2005) 

 

Below the authors has included Section 404 of the Sarbanes-Oxley act in its original 

format. 

 

 

Source: U.S. Government Printing Office, (2002) 

 

 

3.4 Implementation of SOX Sec. 404 

 

Brown, (1993) describes an implementation as; fulfilling (an undertaking), put (a 

decision or plan) into effect or satisfying or fulfilling a condition, hence, it is the 

realisation of certain criteria. When implementing a law, an organisation should apply 

it accordingly to its design and purpose. In this study, when mentioning 

implementation, the authors refers to organisations that have, or are in the process of 

SEC. 404. MANAGEMENT ASSESSMENT OF INTERNAL CONTROLS. 

 

(a) RULES REQUIRED.—The Commission shall prescribe rules requiring each 

annual report required by section 13(a) or 15(d) of the Securities Exchange Act of 1934 

(15 U.S.C. 78m or 78o(d)) to contain an internal control report, which shall— 

(1) state the responsibility of management for establishing and 

maintaining an adequate internal control structure and procedures for financial 

reporting; and 

(2) contain an assessment, as of the end of the most recent fiscal year of 

the issuer, of the effectiveness of the internal control structure and procedures of 

the issuer for financial reporting. 

(b) INTERNAL CONTROL EVALUATION AND REPORTING.—With 

respect to the internal control assessment required by subsection (a), each registered 

public accounting firm that prepares or issues the audit report for the issuer shall attest 

to, and report on, the assessment made by the management of the issuer. An attestation 

made under this subsection shall be made in accordance with standards for attestation 

engagements issued or adopted by the Board. Any such attestation shall not be the 

subject of a separate engagement. 
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improving their internal control for the purpose of permanent compliance with Sec. 

404 of the Sarbanes-Oxley Act of 2002.    

 

 

3.5 Securities and Exchange Commission (SEC) 

 

The Securities and Exchange Commission (SEC) is the US governmental institution 

that serves to enforce and uphold the laws and regulations that regulates the American 

financial market. SEC‘s main mission is to protect investors, maintain fair, orderly, 

and efficient markets, and facilitate capital formation (SEC, 2007).  

 

The laws that govern the US securities industry derives from the concept that all 

investors should have access to certain basic facts about an investment prior to buying 

it, and as long as they hold it. To achieve this, SEC requires that public companies 

disclose meaningful financial and other information to the public. Thus, only through 

the steady flow of timely, comprehensive and accurate information can people make 

sound investment decisions. 

 

The SEC oversees key participants in the securities industry, including securities 

exchanges, securities brokers and dealers, investment advisors and mutual funds. In 

addition, they provide guidance on how to implement SOX. The SEC is primarily 

focused on promoting the disclosure of important market-related information, 

maintaining fair dealing and protecting against fraud. 

 

The SEC‘s effectiveness in these areas highly depends on its ability to enforce the 

regulation that applies to the securities industry. Each year the SEC brings hundreds 

of civil enforcement actions against individuals and companies for violation of the 

securities laws. Typical violations of the laws include; insider trading, accounting 

fraud, and providing false or misleading information about securities and the 

companies that issue them (Ibid). 

 

The Sarbanes-Oxley act of 2002 is one of the laws that go under the SEC‘s 

jurisdiction. The Act mandated a number of reforms to enhance corporate 

responsibility, enhance financial disclosures and combat corporate and accounting 

fraud. Furthermore, the creation of the Public Company Accounting Oversight Board, 

also known as the PCAOB, was made due to the establishment of the Sarbanes-Oxley 

act. The latter reform was done to oversee the activities of the auditing profession.  

 

 

3.6 Public Company Accounting Oversight Board (PCAOB) 

 

The PCAOB is a non-profit organisation, created by SOX, to oversee the auditors of 

public companies to ensure that private investor interests are protected, and to ensure 

that the audits of public companies are informative, fair, and independent (PCAOB, 

2007).   

 

The PCAOB was created in response to an ever-increasing number of accounting 

"restatements" (corrections of past financial statements) by public companies during 

the 1990s. The PCAOB is included in the Sarbanes-Oxley act Sec. 101, where the 

board‘s duties are stated. PCAOB‘s main duties are to provide and establish quality 



19 

 

control and standards for auditing firms and to provide guidelines for auditing and 

SOX-compliance. Furthermore, they have the duty to conduct inspections of 

registered public accounting firms and disciplinary proceedings and impose 

appropriate sanctions where justified upon. 

 

3.7 Swedish Code for Corporate Governance 

 

The Swedish code for corporate governance is built upon the principle ‖comply or 

explain‖, therefore, a company may not follow every single rule but must, when they 

have diverged from the code, explain why (Regeringskansliet, 2004). It is not a crime 

to diverge from, or not following the code, but what is more important is the motive 

why the firm has diverged from the code. One of the main differences between the 

Swedish code for corporate governance and the American (SOX) is that SOX is a law 

that is cogent to all companies while in Sweden they have chosen to give the 

companies the opportunity to apply internal control on a level that suits them (Ibid). In 

Sweden, it is argued that it is in the companies‘ best interest to reach as high level of 

internal control as possible, since it would attract capital to the firm. Having a high 

level of internal control is seen as a competitive advantage against competitors for in-

flow of capital, and another reason for having good internal control is that it would 

command a higher price for the firm on sale (Deloitte, 2006). In addition, the revised 

8
th

 directive on corporate governance in the European Union (EU), which states that 

all boards in EU firms are accountable for the effectiveness in the internal control, has 

created incentives to achieve an effective level of internal control (Ibid). Member 

states of the EU should be able to prove observance of the law by the end of June 

2008. 

 

In Sweden, corporate governance has been self-regulated by the market, it is the board 

that decides the level of ambition for the firm‘s internal control. In comparison, SOX 

is much more detailed and the law demands that all firms shall have a high level of 

internal control through heavy documentation and control activities to eliminate any 

risks that could cause errors in the corporate disclosure (Deloitte, 2007).     

 

 
3.8 The COSO framework for Internal Control 

 

The Committee of Sponsoring Organizations of the Treadway Commission (COSO) 

released a report on internal control in 1992. The report‘s objective was to: 

 

 Establish a common definition which satisfies the needs of 

different stakeholders. 

 Provide a standard that companies and other organisations – large 

or small, in public or private sectors, with or without profit 

objectives – can assess their control systems and decide how they 

can be improved. 

Source: Wikland, T., (2006) 

 

Internal control is defined as a process, performed by the management and employees 

of an organisation, designed to give reasonable assurance that the objectives are met 

in the following categories: 
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 Provide reasonable assurance of achieving corporate mission, 

objectives, goals and desired outcome,  

 While adhering to laws and regulations  

 Allow the company to accurately report successes and outcomes to 

the public and interested third parties. 

Source: SOX-Online, (2003-2006c) 

The COSO framework consists of five interrelated components; Control environment, 

Risk Assessment, Control Activities, Information & Communication and Monitoring.  

The Control Environment: The control 

environment sets the tone in an organisation 

and affects the control awareness in its 

employees. It is the foundation of all 

components in internal control. Factors 

within the environment are: Integrity, ethical 

values, competency of employees, 

management philosophy and style, how 

responsibility is shared within the 

organisation and the attention and directives 

coming from the management (Wikland, 

2006).  

 

 

 

Risk Assessment: The identification of relevant risks that might prevent the 

organisation from achieving its goals (ibid). 

 

Control Activities: The control activities are the guidelines and routines in the 

organisation that contributes to secure that the management‘s directives are being 

carried out. They contribute to securing that necessary actions are being taken to 

prevent the risks that the organisation will not complete its‘ goals (ibid).  

 

Information & Communication: Is the right information in the right hands at the right 

time? Relevant information must be identified and supplied in such a form, and within 

such a timeframe, that the employees can fulfil their duties (Ibid).   

 

Monitoring: Management‘s follow-up of the internal controls functions (ibid). 

 

 

 

 

 

 
 

 

 

 

Source: SOX-Online, (2003-2006c) 
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3.9 Organisation for SOX-compliance 

 

 

3.9.1 Implementation Guidance 

 

The COSO-framework is a widely used tool for establishing internal control 

(Campbell et al, 2006). Furthermore, the COSO-framework is recommended by SEC 

as a suitable framework for achieving SOX-compliance (SEC, 2006).  More 

importantly, it provides useful guidance on how to enhance internal control over 

financial reporting within organisations, especially considering the guidance 

concerning the essential components which need to be assessed in order to ensure 

internal control. The five internal control components within the framework should be 

regarded as comprising an integrated process, which indeed internal control is 

(COSO, 2006a). By using this guidance, management has the flexibility to choose 

controls that are suitable for achieving their particular entity objectives and also adjust 

and improve their internal control over time (Ibid). The COSO internal control 

process could be described as, 

 

“management setting financial reporting objectives relevant to 

the company‟s particular business activities and circumstances. 

Once set, management identifies and assesses a variety of risks 

to those objectives, determines which risks could result in a 

material misstatement in financial reporting, and determines 

how the risks should be managed through a range of control 

activities. Management implements approaches to capture, 

process and communicate information needed for financial 

reporting and other components of the internal control system. 

All this is done in context of the company‟s control environment, 

which is shaped and refined as necessary to provide the 

appropriate tone at the top of the organization and related 

attributes. These components all are monitored to help ensure 

that controls continue to operate properly over time”  

 

Source: COSO, (2006a), p. 8 

 

The reason for the widespread use of the COSO-framework could be explained by the 

somewhat vague guidance in terms of minimal expectation in a number of key areas 

offered by the SEC (IMA, 2007) Furthermore, the auditors‘ task with regard to SOX 

section 404 is to determine whether management has conducted an adequate 

evaluation of the internal control over financial reporting, but the SEC‘s guidance 

does not provide any detailed instruction on how to approach its evaluation (Palmrose, 

2007). However, and to some extent similar to the COSO-framework, the SEC‘s 

guidance allows management the flexibility to exercise judgement, which is not 

necessarily simple, that is appropriate to their company‘s individual circumstances in 

order to plan and evaluate their internal control over financial reporting. Furthermore, 

the intention with this guidance is to mitigate anxieties related to the fears of a costly 

and burdensome implementation of SOX procedures and so that also smaller, less 

complex companies easier can adjust their procedures to the framework (Ibid).    
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A simplified illustration of the SEC‘s guidance for compliance to the requirements of 

the SOX section 404, could be described as including three phases: 

 

 

“Phase 1 involves identifying the financial reporting risks and 

then the controls that adequately address these risks. 

 

Phase 2 involves evaluating the operating effectiveness of the 

controls identified in phase 1, and determining the evidence 

needed to support the assessment, using evaluation procedures 

tailored to the risk assessment.  

 

Phase 3 involves reporting on the effectiveness of ICFR, 

including disclosing any material weaknesses identified during 

the evaluation process.”  

 

Source: Palmrose (2007, p. 1) 

 

 

3.9.2 PCAOB Guidance 

 

Devonish-Mills (2007) says that initially the PCAOB guidance was designed for 

auditors in order to conduct the evaluation of compliance to SOX. However, because 

limited guidance has been issued specifically for management to assess the 

effectiveness over internal control over financial reporting, the costly and complex 

audit standard has become the standard for management as well (Ibid). The PCAOB 

standard is very granular, prescriptive and control focused making it very detailed and 

complex to utilise as guidance for SOX implementation (IMA, 2007). SEC (2006) 

points out that feedback has indicated that a number of implementation issues arose 

from an overly conservative application of the PCAOB auditing standard. According 

to Ernst&Young (2006), it is not sufficient with the PCAOB guidance in terms of 

practical ―how to implement‖ guidance for management.   

 

Therefore, the 19
th

 of December 2006, PCAOB proposed* a modification to their 

auditing standard for external audits of SOX to focus on the most critical matters for 

financial statement integrity (Alamo Group, 2006). Such a top-down risk-based 

approach would reduce the number of controls external auditors test, consequently 

lowering the associated cost (Accume, 2007). In a panel discussion (Ernst&Young, 

2006), including representatives from PCAOB, SEC, audit firms and public 

companies, the participants argued that too many controls are being tested and that 

there are excessive costs connected to SOX. 

 

In PCAOB‘s modified audit standard for SOX-compliance there is great emphasis on 

the importance of risk assessment in the audit of internal control. PCAOB stress that 

auditors should cease to check every control in an organisation but instead focus on a 

few critical controls, such as those related to riskier areas, like accounting for revenue 

(Accume, 2007). Other benefits of the proposed risk-based approach would include 

(Ibid): 
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 External auditors would have the ability to tailor audits to mirror the attributes 

of less complex and smaller firms. Furthermore, the rules would be equal to 

all, a risk-based focus, which in addition would consider size and complexity 

of an organisation. Hence, this should facilitate for auditors to develop more 

tailored audits for smaller companies. 

 There would be less need for extensive walkthroughs. For instance, the new 

standard would demand walkthroughs merely for significant processes instead 

of all transactions within every sole process. 

 The test scope would be reduced by a risk-based approach, consequently this 

would allow the external auditors to decrease the testing effort. 

 

However, the Alamo Group (2007) states that the proposed changes will neither 

decrease the extensiveness nor the cost for external auditing.  

 

“The PCAOB/SEC proposals perpetuate the existing requirement 

for a full-blown external „audit of internal control,‟ which in our 

experience has been the single largest contributor to the 

extraordinarily high expense, associated with SOX 404 

compliance.” 

 

Source: Alamo Group, 2007 

 

*As of the day of writing the decision whether to apply these changes to the audit 

standard has not yet been determined 

 

 

3.9.3 Project Management 

 

One way of managing change is through projects (Turner, 1999). Turner defines a 

project as  

 

―A project is an endeavour in which human, financial and 

material resources are organized in a novel way to undertake a 

unique scope of work, of given specification, within constraints 

of cost and time, so as to achieve beneficial change defined by 

quantitative and qualitative objectives.‖  

 

Source: Turner (1999) p. 3 

 

Due to that the implementation of SOX is a unique occurrence, a way to implement 

SOX is through a project. The approach taken by companies has been project-

orientated (Beaumier and DeLoach, 2005). According to Surveys made by 

Ernst&Young (2004), various companies in the US appointed project leaders and 

established Project Management Offices (PMO) in order to ensure the 

implementation of SOX. Beaumier and DeLoach reinforce this statement and 

discusses lessons learned from year one. Furthermore, the authors state that a PMO is 

required when implementing SOX successfully. A PMO is a solution of managing 

several projects at the same time through an organised and efficient way (Cascade 

Technologies, 2006). Project success can be measured by conformance and 

performance objectives. Maylor (2005) suggests that Time, Cost and Quality form an 
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iron-triangle with tradeoffs between the measures. Also Reiss (1995) discusses that 

the sum of these three measures will always add up to the same sum, independent of 

the proportions of time, cost and quality. The performance objective for the SOX 

implementation was time due to the time deadline companies had to meet (Beaumier 

and DeLoach, 2005). Through a PMO it is possible to utilise the best practices which 

have an impact on time, cost and quality of a project (Cascade Technolgy, 2006).  

 

The lifecycle of a project have four different phases; conception, development, 

realisation and termination (Lockyer and Gordon, 2005). The first phase conception 

can be described as where the vision and objectives are set. The second phase is 

development. In this phase the project objectives is set and the project is designed. 

The third phase, called realisation is when the objectives are converted into tasks for 

teams and individuals to undertake and to realise. Phase four is termination, which 

include completion of the project and analysis to ensure that valuable information is 

documented. It has been difficult for companies to complete and terminate the SOX 

implementation project since ―the rules of the game were not always clear and many 

companies were forced to modify their approaches as more information became 

available.‖ Beaumier and DeLoach, 2006, p. 27).  
 

Furthermore, Ernst&Young‘s (2004) findings demonstrated that the PMO often 

reported to a 404 Steering Committee with the function of comprising different 

sections within the organisation‘s SOX-processes.  

 

3.10 Risk assessment 

 

 
3.10.1 Identify Risk 
 

To reach a high level of internal control, the identification of risks is of high 

importance and risk assessment is included in COSO‘s five components on internal 

control (COSO, 2006b). The SOX act indicates that management should identify risks 

concerning occurrences that could bring a misstatement in the corporate disclosure. 

Thereafter, management should implement controls to prevent or identify errors or 

fraud that could result in a financial misstatement (SEC, 2002). 

 

As part of the risk assessment process, management should determine and consider 

the implications of relevant risks that could hinder the achievement of the 

organisation‘s objectives. Management must then provide a basis for managing the 

risks. An example provided is that management should assess how it considers the 

possibility of unrecorded transactions or identifies and analyses significant estimates 

recorded in the financial statements. The process of identifying and analysing risks is 

an ongoing repeating process as risks may change as the environment or organisation 

changes (PriceWaterhouseCoopers, 2004). 

 

The sub-components for the risk assessment include: 

 

- Business Risk Assessment 

- Entity-wide objectives – Does the entity have approved entity-wide 

objectives that are aligned with the strategic plan? 
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- Activity-level objectives – Are activity-level objectives consistent 

with entity-wide objectives and are they relevant? 

- Risk analysis – Are there mechanisms to identify risks and to 

prevent the entity from achieving its objectives from both internal 

and external sources? Is the process thorough and relevant?  

- Mechanisms for change – Are there adequate mechanisms to identify 

change for routine events and for events that may have a pervasive 

impact on the entity? 

- Inherent Risks 

- Fraud Risks 

 

Source: PriceWaterhouseCoopers, 2004, p. 28 

 

Management may address risk in a combination of the following ways: 

 

- Having the internal audit department perform annual risk 

assessments 

- Having business units perform risk assessments in a self-assessment 

format, which are then consolidated for review by a senior executive 

who is responsible for risk management or compliance with Section 

404 

- Making a senior executive responsible for performing independent 

risk assessments 

- Creating a risk council that is charged with overseeing risk 

assessment 

- Having the internal audit department lead the assessment of fraud 

risk 

- Holding weekly/monthly meetings of executive management to 

discuss key business risks 

 

Source: PriceWaterhouseCoopers, 2004, p. 29 

 

 

3.10.2 Control activities 

 

Control activities are the policies and procedures that help to ensure that 

management‘s directives are implemented, thus, control activities are there to 

eliminate any risks that could bring a financial misstatement or fraud. Control 

activities occur throughout the organization, at all levels, and in all functions. The 

activities involve approvals, authorizations, verifications, reconciliations, reviews of 

operating performance, security of assets, and segregation of duties 

(PriceWaterhouseCoopers, 2004). 

 

COSO (2006b) discusses many different types of control activities, including 

preventive controls, detective controls, manual controls and computer controls. 

Control activities address specified information processing objectives, such as 

ensuring completeness and accuracy of data processing. 

 

Preventive: Preventive controls are designed to avert 

problems rather than identify them. Some examples 
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include the use of passwords to gain access to computer 

application systems, or required approval for all purchase 

orders over a certain dollar threshold. 

 

Detective: Detective controls are meant to identify errors 

or irregularities after the fact. These may take the form of 

reviews, reconciliations, and analyses. 

 

Manual: Manual controls are carried out by people, as 

opposed to automated controls that take place without 

direct human intervention. An employee manually 

reconciling a bank statement or a manager reviewing sales 

based on budgeted amounts are examples of manual 

controls. 

 

Information Technology: Information technology (IT) 

controls are controls over computer processing of 

information, consisting of general controls (including 

controls over data center operations, system software 

acquisition and maintenance, access security, and 

application system development and maintenance) and 

application controls (designed to ensure completeness, 

accuracy, authorization, and validity of data input and 

transaction processing). 

 

Source: Deloitte, 2004, p. 15 

 

Another control activity brought on to companies by SOX is Segregation of duties 

(SoD).  

 

“Segregation of Duties means that duties are divided, or 

segregated, among different people to reduce the risk of 

error or inappropriate actions. For instance, responsibilities 

for authorizing transactions, recording transactions, and 

handling the related assets are divided. A manager 

authorizing credit sales would not be responsible for 

maintaining accounts receivable records or handling cash 

receipts (each of which is a basic business sub-process).”  

 

Source: PriceWaterhouseCoopers, 2004, p. 30 

 

This means that a multi-skilled worker that could have been seen as an asset before, 

due to the fact that he could perform multiple or different duties, is now seen as a risk 

since he could defraud the firm. However, the Association for Financial Professionals 

(AFP, 2006) argues that the SoD will be too expensive for smaller and mid-sized 

companies since they do not have the resources to segregate duties to an extent that 

would be compatible with the SOX-requirements, only large firms will have the 

resources to implement SoD to a satisfying degree. 
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3.10.3 Documentation 
 

Not only does SOX 404 require that the CEO and CFO attest accuracy of the data and 

confidence in accounting procedures and controls, but it is also essential with 

confidence in the IT system that house, move and transform data (SOX-online, 2003-

2006a). Data has to move between different business groups and IT systems from the 

first transaction to the financial reports that have to be attested by the CEO and the 

CFO. According to Ernst&Young (2004), IT systems should be seen as an 

opportunity for companies in control monitoring. IT systems can be used to monitor 

SoD and application of manual controls to provide alerts when a control fails and 

direct to the person responsible. The IT Governance Institute and the Information 

Systems Audit and Control Association (ISACA) have published an open standard 

called COBIT (Control Objectives for information and related Technologies (SOX-

online, 2003-2006b). This framework is partly built upon the COSO framework and 

was created to deal with IT issues. According to ISACA it is important for 

organisations to use information technology to drive their shareholders‘ value. COBIT 

aid companies in identifying the significant dependence of several business processes 

on IT, rising regulatory compliance that organisations need to comply with and 

benefits that come with managing risk successfully. This IT governance framework 

aids managers to overcome the gap between control requirements, technical issues 

and business risks. Additionally COBIT facilitates a clear policy development and 

good practice for IT control within the company. 

 

3.11 Monitoring and evaluation 

 
3.11.1 Testing 
 

To demonstrate whether an organisation has an effective internal control over their 

financial reporting, there is a need to test the implemented control activities. SOX 

require managers to assess whether the implemented control activities are sufficient to 

achieve effective internal control over financial reporting, the only way to do this is 

by testing. The company must save evidence of this testing to support management‘s 

assessment of internal control over financial reporting (Deloitte, 2004).  

 

The testing phase can be divided into four steps: 

  

1. Identify the controls that are to be tested 

2. Identify who will perform the testing 

3. Develop and execute the test plans 

4. Evaluate the test results 

 

Source: Deloitte, 2004 

 

Any controls that fall under the following categories should be evaluated according to 

SEC regulation: 

 

- Controls related to the initiation, recording, processing and 

reconciling of account balances, classes of transactions, disclosures, 

and related assertions included in the financial statements 
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- Controls related to the initiation and processing of non-routine and 

non-systematic transactions 

- Controls related to the selection and application of accounting 

policies 

- Controls related to the prevention, identification, and detection of 

fraud 

 

Source: Deloitte, 2004 

 

In addition to the controls listed above, the PCAOB has identified, in its auditing 

standard No. 2, additional controls that are important. 

 

- Controls, including information technology general controls, on 

which other controls are dependent. 

- Controls over significant non-routine and non-systematic 

transactions, such as accounts involving judgments and estimates 

- Company-level controls, including the control environment and 

controls over the period-end financial reporting process, including 

controls over procedures used to enter transaction totals into the 

general ledger; to initiate, authorize, record and process journal 

entries in the general ledger and to record recurring and nonrecurring 

adjustments to the financial statements (for example, consolidating 

adjustments, report combinations, and reclassifications) 

 

Source: PCAOB, 2004a 

 

The PCAOB standard indicates that there are different approaches to testing and 

different people or departments may perform the testing and monitoring of controls. 

The corporate internal audit may perform the tests, the firm might use consultants to 

test or it can be done by self-assessment – the person that performs the control 

assesses the design and operating effectiveness of the control. In all cases, 

management must take responsibility for determining whether the personnel who 

perform the testing have the necessary competence and objectivity, and that the 

procedures provide evidence sufficient to support management‘s assessment 

(PCAOB, 2004b). Managers should recognise that by conducting testing by self-

assessment the result will always lack objectivity to some extent. Therefore, 

independent verification may be required for management to obtain the necessary 

level of assurance from the self-assessment process. When management believes more 

objectivity is needed in testing, a quality assurance role may be introduced. The 

logical and typically most objective candidate for the quality assurance role is the 

internal audit department, which could both review the test plans and assess the test 

results (PriceWaterhouseCoopers, 2004). 

 

There are different kinds of tests that can be conducted to assure the operating 

effectiveness of a control. They are classified into four categories: inquiry, 

observation, examination and re-performance. Combining two or more of these tests 

can provide greater assurance than using only one technique. The nature of the control 

also influences the nature of the tests of controls that should be performed (Ibid). 
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Inquiry of a control‘s effectiveness does not, by itself, provide sufficient evidence of 

whether a control is operating effectively. Observation of the control provides a 

higher degree of assurance and may be an acceptable technique for assessing 

automated controls. Examination of evidence often is used to determine whether 

manual controls (e.g., the follow-up of exception reports) are being performed. Re-

performance of the specific application of the control provides the highest degree of 

assurance (PriceWaterhouseCoopers, 2004). 

 

 

3.11.2 Deficiencies 

 

When testing the control activities implemented to reduce the risk of financial 

misstatements one might find that there are deficiencies; which can be explained as 

when a control might be inadequate or incomplete to fulfil its purpose (Authors‘ 

definition).  

 

PCAOB, (2004a) has identified three different categories of deficiencies when a 

control fails to meet the objective. Those are: 

  

1. A control deficiency exists when the design or operation of a control does not 

allow management or employees, in the normal course of performing their 

assigned functions, to prevent or detect misstatements on a timely basis. A 

deficiency in design exists when a control necessary to meet the control 

objective is missing or an existing control is not properly designed so that, 

even if the control operates as designed, the control objective is not always 

met. A deficiency in operation exists when a properly designed control does 

not operate as designed, or when the person performing the control does not 

possess the necessary authority or qualifications to perform the control 

effectively. 

 

2. A significant deficiency is a control deficiency, or combination of control 

deficiencies, that seriously affects the company's ability to initiate, authorize, 

record, process, or report external financial data, hence when there is more 

than a remote likelihood that a misstatement of the company's annual or 

interim financial statements that is more than inconsequential will not be 

prevented or detected. 

 

3. A material weakness is a significant deficiency, or combination of significant 

deficiencies, that results in more than a remote likelihood that a material 

misstatement of the annual or interim financial statements will not be 

prevented or detected. 

 

Deficiencies may be identified through many sources, the most common being either 

by the external auditors or by the firm during the follow-up tests to ensure the 

operational effectiveness of the controls (PWC, 2004). It is of high importance to 

identify which category a deficiency belongs to, since if a company‘s internal control 

contains one or more material weaknesses then the management is not allowed to 

certify that the company‘s internal control is effective (Deloitte, 2004)  

 



30 

 

When the classification of internal control deficiencies is complete, management 

should develop a remediation plan. If a material weakness or a significant deficiency 

exists there is a need for immediate actions and efforts that are initiated to ensure that 

the operating efficiency is restored in time for the internal control audit (Ibid). 

Corrective actions may for instance be the redesign of controls or re-retraining of 

individuals that are performing the control. 

 

 

3.12 Communication throughout the organisation 
 

The widespread opinion is that when implementing SOX, communication is a crucial 

part. Of particular importance is an open flow of information which facilitates 

communication. All stakeholders affected in the SOX implementation process needs 

to be updated with the progress of the project to improve the smoothness of the 

implementation (Campbell et al., 2006). 

 

According to Lawson and Price (2003) the way to a successful implementation is to 

manage change. The people in the organisation have to change the way they work and 

this is only possible if people are persuaded to think differently about their jobs. There 

are three different levels of change: 
 

 “acting to achieve outcomes without changing the way people work (e.g., divesting noncore 

assets to focus on core business) 

 

 requiring employees to adjust new practices or adopt new ones in line with existing mindsets 
in order to reach new targets (e.g., looking for new ways to reduce waste at an already lean 

company) 

 

 changing the way people behave across the board, essentially by changing its culture 

fundamentally. Such a transformation entails changing the mindsets of hundreds or 

thousands of people to achieve a change in the collective culture of the organization.” 

 

Source: Murray, 2006 

Murray (2003) states that to achieve compliance with SOX the change level that is 

required is complexity level three. The organisation must change the organisation 

culture to become more focused on internal control of financial reporting (ICFR). This 

includes more than identifying, documenting, remediating and testing key controls. 

The employees have to be authorised and enabled to improve ICFR on an ongoing 

basis and therefore be aware of the importance of ICFR. Organisations that have 

underestimated the level of change have been faced with high costs and reluctance 

from staff when implementing SOX.  

There are four conditions to changing mindsets according to Lawson and Price 

(2003). These are: 

1. Employees must see the point of the change and agree with it. In other 

words, the purpose of the change must be adequately defined, communicated 

and reinforced to ensure that it is internalized. Employees need to find 

personal meaning in the change being proposed.  

2. Surrounding structures such as setting targets, measuring performance 

and granting financial and nonfmancial rewards must be in tune with the new 
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behaviour. New behaviours must be monitored and reinforced over time 

through different methods to ensure employees remain committed to them.  

3. Employees must have the capability to do what is required, meaning it may 

be necessary to add staff with the requisite skills to the employee mix and 

provide education and training tailor made where required.  

4. Role models at all levels of the organization and across all functional 

areas must walk the talk. This ties in with the first two conditions, in that 

employees need to see their role models, persons within the organization 

whom they look up to, are committed to the purpose of the initiative.  

Source: Lawson and Price (2003) 

In 1995 the Canadian Institute of Chartered Accountants (CICA) published the 

Criteria of Control framework (COCO). This framework has similar components to 

Lawson and Price‘s conditions for changing mindsets, ‗any organization of people, 

the essence of control is purpose, commitment, capability and monitoring and 

learning‘ (Murray, 2006). The COCO model is based on the concept of repeatedly 

manner and a feedback loop. According to the model and the element of purpose and 

commitment, it is important to ensure that employees understand why the SOX 

project is carried out and that they are committed to the success of the project 

(Dittmar and Heffe, 2004). In an effective organisation, guidelines about authority and 

responsibility are of great importance (Lock, 1998). The leader must communicate the 

organisational goals to the employees and how the unit or department can achieve 

them. A leadership culture like this aids the organisation to stay focused on the 

organisational objectives and is one step towards successful change of the 

organisation culture (Campbell et al., 2006). This requires communication from the 

management throughout the organisation via information channels such as e-mail and 

an easily accessible intranet (Murray, 2006). The second element of the COCO model 

necessitate that employees are trained to be able to carry out new controls. The third 

and fourth element monitoring and learning, calls for that step are taken to ensure that 

the approach is altered over the life of the project as required and that sustainable 

compliance is achieved.  

COCO and COSO aims to provide guidance on internal control. The difference 

between the models is that COSO see to what an internal framework is and COCO, on 

the other hand, provide guidance on how to implement an internal framework. The 

best approach for companies should be a combination of the two models to achieve 

SOX compliance (Murray, 2006). According to the COCO model it is important that 

executives and senior management in the SOX project realises that the cultural change 

that is necessary requires significant resources. Furthermore, the project requires 

dedicated, constant and regular support. These aspects are the most overlooked but are 

crucial if the project implementation is to be successful. Therefore it is important that 

the organisation realise the amount of effort that is needed to for key persons and 

senior management to stay dedicated. 
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3.13 Sustainable Compliance 

 

After the actual implementation phase, Ernst&Young (2004) advocates that the PMO 

function, discussed in section 4.3.3, instead should become a process management 

function with the aim of maintaining SOX-compliance. Notwithstanding, striving 

towards process management within the organisation should not disregard the 

valuable skills and knowledge from the project team. In other words, before ending 

the implementation, companies must ensure that the transition from project managers 

to future process managers takes place as smooth as possible. 

 

Furthemore, in the article Sustaining SOX compliance (Beaumier and DeLoach, 2005) 

the authors give an example on how to achieve sustainable compliance to SOX after 

the end of year one and the implementation. It is suggested that companies should 

become more proactive than reactive in their work with SOX. 

 

 

 

 
 

Source: Beaumier and DeLoach (2005) p. 29  

 

 
3.14 Difficulties when implementing SOX 

 

Implementation of SOX has been expensive for companies (Ernst&Young, 2006), 

both in terms of efforts and costs, therefore, the SEC and PCAOB have issued 
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guidance and proposed updated auditing standards to reduce the costs tied to SOX-

compliance. However, the guidance provided by the SEC has been somewhat vague 

(IMA, 2007). In addition, PCAOB‘s guidance is not guidance for SOX-

implementation, but an auditing standard for SOX-compliance that has been used as 

an implementation guide due to the lack of sufficient guidelines from SEC (Devonish-

Mills, 2007).   

 

Furthermore, Beaumier and DeLoach (2006) states that it has been difficult for firms 

to successfully implement SOX due to the fact that the SOX-rules neither are clear 

nor that the standards have remained the same during the implementation phase for 

organisations, in other words, it could be said that companies have aimed towards a 

moving target. 

 

Another evident difficulty related to SOX-implementation has been to manage the 

cultural change that is needed (Murray, 2006). Two extremes represents the different 

pace that change can be achieved (Lynch, 2006). These two extremes are slow 

organisational change and fast organisational change. Slow organisational change is 

gradually introduced and is most often not likely to encounter the same resistance to 

change as the fast organisational change. The slow change is often linked with higher 

commitments from people involved and a smoother progress. The fast change is 

unexpectedly introduced and is more likely to meet resistance. Nevertheless, fast 

change might be unavoidable, such as the implementation of SOX.  

 

Resistance can be divided into professional resistance and personal resistance to 

change (Kerzner, 2006). Professional resistance takes place when a whole functional 

unit experience that they are threatened by a project. Some units are considered to be 

more resistant to change than others. These units are, according to Kerzner (2006) 

sales, marketing, finance (and accounting) and procurement - all units that are 

involved in the SOX implementation. To overcome functional resistance it is useful to 

have a partnership and getting the support from the functional management. 

Individual resistance can be more difficult for the managers since the resistance stem 

from: 

 
 Potential changes in work habits 

 Potential changes in the social groups 

 Embedded fear 

 Potential changes in the wage and salary administration program 

 

Source: Kerzner (2006) p. 76 

 

Employees may fear that changes will increase their workload and require more 

energy. To manage change it is important to generate a shared understanding between 

the management and the workers by ―explaining reasons for change and soliciting 

feedback, explaining the desired outcomes and rationale, championing the change 

process, empowering the appropriate individuals to institutionalise the changes and 

investing in training necessary to support the changes‖ (Kerzner, 2006, p. 77). 

Important for each of these steps is communication, as discussed in section 4.6.  

 

The information gathered in this section serves as the foundation for the interview 

guide included in appendix 2 and 3. Consequently, the topics in the interview guide 

are derived from the sub-headings in the literature review. By creating an interview 
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guide with the literature review as a foundation the researchers aim to examine 

whether existing literature is consistent with reality by examining how the literature 

suggests that SOX should be implemented and how Swedish firms actually have 

implemented SOX. Furthermore, this latter point is of certain interest since the 

academic journals concerning SOX mainly are based on experiences from America 

and not necessarily mirrors the reality experienced by firms in a Swedish 

environment. 
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4. Empirical Findings 

 

This chapter contains a summary of the empirical findings with focus on relevant 

aspects that emerged from the interviews. The empirical findings will be presented 

company-wise. The findings are divided into six sub categories which can be derived 

from the literature review and the interview guide. 

 
4.1 Company A 

 
At Company A, the researchers conducted six interviews with a total number of eight 

respondents in varying positions throughout the organisation such as within the SOX 

compliance department project managers and Unit leads at a local entity. 

 
4.1.1 Organisation for SOX-compliance 

 

The firm started their SOX project in 2004 and in 2005 they implemented SOX into 

the organisation, 2006 have been a year of testing and assuring for correction of errors 

with both internal and external testing.  

 

To implement SOX, Company A established a central project management office with 

the responsibility for ensuring the SOX-implementation throughout the company‘s 

group globally.   In terms of implementing SOX, the central SOX team accompanied 

with an internal corporate audit function and an auditing firm as consultants, 

developed a generic framework for all the firm‘s entities in order to comply with the 

SOX regulations. In addition, the generic framework is divided into four sub-

frameworks which are Key Controls and Financial Processes, Segregation of Duties, 

Entity Wide Controls and IT General Controls. Consequently, directives and 

coordination of the implementation process derived from the central SOX Compliance 

Department and the entities within Company A adopted the same generic processes.  

 

 
 

Exhibit 5.1: Company A‘s central SOX organisation (Authors‘ composition, 2007) 

 

Central Project 

Management Office 

SOX compliance  

department 

Internal Corporate 

Audit 

Key Controls and 

Financial Processes 

Segregation  

of Duties 

Entity Wide  

Controls 

IT  

General Controls 
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Furthermore, the firm appointed project managers with the responsibility for ensuring 

and facilitate the implementation of the centrally developed directives throughout the 

different entities. Thus, these project managers were responsible for informing the 

entities about the directives for SOX implementation. In addition, the largest entity 

within Company A‘s group has been divided into 55 sub-units, each which has been 

treated as sub-projects. Within each of these units, the entity has appointed Unit Leads 

which leads and manages the SOX implementation within the local unit, yet the 

formal responsibility for SOX compliance within the respective units lies with the line 

management. Consequently, line management should allocate sufficient time and 

resources for SOX compliance within their organisation. To support the units in their 

implementation process, the company utilised so-called sub-process leads also known 

as Area Leads with in-depth knowledge in certain areas of the generic framework, and 

these Area Leads acted as intermediates between those that developed the framework 

and those that had to implement it within the units.  

 

 

4.1.2 Risk assessment 

The comprehensive framework for Company A has derived from a pre-SOX 

established management system, and where the adherence from all the company‘s 

entities has been mandatory even before SOX.  

The development of the framework concerning risks and control activities has been 

done with great support from auditing firm A, which acted as internal auditors and 

advisors for Company A due to their professional experience in this area. 

Furthermore, when the company and the auditing firm concluded their proposed 

framework, the next step for establishing the framework was done through 

discussions with another audit firm (auditing firm B), Company A‘s external auditors, 

and received their perception of the proposed framework. Company A has not 

implemented any framework unless they have received a so-called desktop sign-off 

from auditing firm B, which means that they have reviewed and approved the 

proposed framework.  In addition, the firm analysed all significant accounts and all 

flows in order to determine essential areas for the internal control over financial 

reporting.   

Based on standardised process maps and activity descriptions, the firm has on a 

centralised basis identified risks in the processes and consequently developed key 

controls in terms of who, when and how to manage and mitigate these risks 

throughout the company group to reinforce the internal control environment within 

the company. Furthermore, on all their processes, Company A has in their generic 

business processes documented the risks and linked them to control activities which 

are supposed to manage the risks. Adherence to these control activities is mandatory 

to all entities within the group, and a deviation is considered as a control deficiency 

unless the entity can demonstrate that the deviation is justified in terms of not being 

able to execute the controls in line with the generic framework, yet still eliminating 

the risk. However, the deviation must be approved by the central SOX Compliance 

Department and the central process organisation.  

In terms of the control activities, the company has decreased the number of unique 

control activities by approximately 40% between 2005 and 2006 to reach a number of 
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390 unique controls, as of the date of the interview. On aggregate, these controls 

cover 477 risks which mean that in some cases, one control could cover several risks. 

In addition, the vast majority of the control activities are manual whereas automated 

controls constitute for 9 % of all control activities. However, the utilisation of 

automated controls is intended to increase in the years to come. The responsibility for 

the control activities in terms of control execution lies with the entities. Thus, 

delegation of who to perform the controls is based on judgement, yet due to 

documentation of the different roles in the processes, the responsibility for the control 

activities becomes somewhat clear. Furthermore, to ensure the internal control over 

financial reporting, the concept of SoD is central within the company. Consequently, 

one person is not allowed to perform more than one thing in the same flow. However, 

the conflict of duties is being assessed by low, medium and high risks. In addition, the 

company has established a SoD checklist with all activities and how they are in 

conflict to achieve a formalisation for identifying if and when accesses are in conflict 

with the SOX work. 

4.1.3 Monitoring and evaluation 

To ensure SOX compliance, the firm has established an entity wide instrument which 

is an IT-tool for monitoring SOX compliance and contains the controls from the 

generic framework. The entities are supposed to report their performance and to 

monthly/quarterly/yearly sign off the key controls. The system is used to secure the 

operating effectiveness of the controls and to monitor the execution of the controls.  

Furthermore, each person that executes controls must report into the IT-tool for 

monitoring SOX compliance if they have performed the control according to the 

control descriptions, but also if the control was conducted with or without problems. 

If there has been a problem in the control execution it is logged as an issue in the IT-

tool for monitoring SOX compliance with an appropriate action plan, which means 

that the central SOX Compliance Department can perceive all issues throughout 

Company A‘s group and evaluate the significance of the logged issues in a SOX 

perspective.  

In addition, once a year, approximately 70-80% of the organisations are required to let 

persons from other units verify that the controls have been performed correctly. If the 

control has been tested without any remarks it is being reported into the IT-tool for 

monitoring SOX compliance under the heading Self-Assessment. The IT-tool for 

monitoring SOX compliance was implemented during 2006 and is supposed to be 

fully utilised during 2007. Thus, all entities report all information regarding their Self-

Assessment into the IT-tool for monitoring SOX compliance. Furthermore, the IT-tool 

for monitoring SOX compliance consists of five sign-offs levels with the Company 

A‘s group at the top and the Units at the bottom level, which subsequently means that 

sign-offs at all levels are necessary to ensure internal control. The main objective is to 

keep working in this manner in the future in terms of integrating the testing into the 

daily assignments at the local organisations rather than ensuring SOX-compliance by 

testing conducted by external auditors.  

However, formal audit testing is firstly conducted through the use of the corporate 

audit function within the company in terms of management testing in order to secure 

and review the overall internal control environment within the company. Additionally, 
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the external audits are performed by auditing firm B and conducted on various 

occasions over the year in order for the auditors to give a statement over the 

company‘s internal control environment. Although the scope of the testing in terms of 

units and processes is up to the external auditors to decide, the procedure involves 

testing of processes, done by so-called walkthroughs, or of key controls. 

If the external auditors or the internal corporate audit detect internal control 

deficiencies, due to deviation from the predetermined control descriptions or flaws in 

the design of the control for instance, these deficiencies are reported to the central 

SOX team. The central SOX team is responsible for remediation if the deviation is 

due to an insufficient design. However, control executors could also be responsible 

for the remediation if a deficiency is detected, yet the formal approval that the 

deficiency has been solved does not lie with the same person responsible for the 

remediation but it is instead another person in the organisation, often the Unit Lead. In 

addition, corporate audit and external auditors demand that the name of the person 

responsible for remediation as well as the date for correction is evident, so that they 

can follow up on the remediation.     

 

4.1.4 Communication throughout the organisation 

 

Information and directives concerning the SOX implementation came from the 

Central SOX Team. During the implementation a SOX implementation web page was 

created where all information about SOX was uploaded. This web page will be 

removed after the implementation and the information will only be available through 

the generic business processes system. 

 

At the early stages of SOX implementation, communication was more frequent than 

during the latter part. Telephone conferences were held every fortnight, twice a day in 

order to ensure that units from different parts of the world could participate. Weekly 

newsletters were e-mailed to employees, in addition to the SOX web page, which was 

particularly active. Furthermore, a helpdesk was established and people could e-mail 

questions about the implementation. There were also local conferences and 

workshops. Every quarter one large two-day workshop was held for each continent. 

All entities had one SOX champion that attended these workshops and was together 

with the region‘s CFO responsible for driving the work with SOX and communicating 

with SOX Compliance Department.  

 

The telephone conferences are now only held once a month. Another web page will be 

created with newsletters, although the newsletters will not be as frequent as during the 

implementation. Nevertheless, information about SOX will be available to the 

Company A‘s Group through their intranet. Templates, information about directives 

and a list of approved deviations will be accessible. In addition, this information will 

bring the opportunity to compare between the entities within the company. 

 

Furthermore, during the project, unit leads have had the opportunity to identify 

problems with controls and then make a proposal for changing the control. However, 

these proposals had to be approved by, first the area lead, and then by the Central 

SOX Team. 
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4.1.5 Sustainable Compliance 

 

After the implementation of SOX, the company has started to terminate the project 

and the project team has been replaced by a SOX Compliance Department that will 

handle further work with SOX. This is not to be mistaken with the Corporate Audit 

Function. 

 

Company A is striving towards that SOX will become a non issue and the vision is 

that it is going to be fully integrated with the normal financial reporting. People will 

be obliged to report in the IT-tool for monitoring SOX compliance and in a so-called 

Fire disclosure. Both of these reports are supposed to be integrated with people‘s daily 

assignments.  To some extent, the IT-tool for monitoring SOX compliance is 

supposed to replace the Corporate Audit and auditing firm B‘s testing. If the testing 

performed by auditing firm B correlates with the results from self-assessment it will in 

the long-term decrease the sample size during external testing. However, to rely on 

the procedure of self-assessment, Company A is dependent on demonstrating 

sufficient evidence that the self-assessment process is satisfactory, otherwise they will 

have to re-evaluate the system of formal testing.  

 

According to the interviewees, SOX is merely an extension of what they were doing 

before the implementation of SOX. The major difference is that now everything has to 

be signed off in the IT-tool for monitoring SOX compliance, hence more time 

consuming but high quality and enhanced internal control is achieved. 

 

 

4.1.6 Difficulties when implementing SOX 

 

A major difficulty with the implementation of SOX, according to the interviewees, 

has been that the directives regarding SOX have changed constantly during the project 

duration, but also that the guidance from SEC and PCAOB has been somewhat 

insufficient. Furthermore, since SOX has been new to both auditors and companies, it 

has been difficult to develop the SOX framework within the company‘s group. As a 

result, the company had to revise their framework to suit the new regulations. 

 

Another difficulty was that although the firm has generic processes, it was difficult to 

develop a generic framework that was suitable for all entities. For instance, during 

2007 a new edition of the entity wide control framework will be released. 

 

Furthermore, the interviewee‘s states that SoD required more time and effort than 

initially expected. The most difficult part of SoD was to identify conflicts of duties, 

this has not yet been fully accomplished. 

 

In addition, the persons assigned to implement SOX met resistance from people in the 

organisation. The local organisations have had the opportunity to avoid certain 

projects carried out in the group before SOX, by keeping a low profile. Therefore, 

some thought that if they kept a low profile they would not have to enforce the 

changes. However, this was no longer an option since SOX has been considered as a 

so-called ―must do project‖. 
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The application of the IT-tool for monitoring SOX compliance has also been a 

difficulty due to the large number of users. It has been a challenge to make all 

employees use the tool in a proper and mutual way. The controls have to be executed 

in a highly detailed manner which has been an unfamiliar way of doing things for the 

personnel. 

 

 



41 

 

4.2 Company B 

 

At Company B, the authors conducted one interview with a person in the position 

Business Unit Champion, consequently highly involved in the work with SOX within 

the company.  

 

4.2.1 Organisation for SOX-compliance 

 

When initiating the progress towards SOX-compliance a project team was created. 

This team was responsible for SOX implementation in the Swedish organisation of 

the company. Above the SOX programme the firm had a central/global team which 

had the responsibility to create standards.     

 

The global team sent out instructions to the local organisations that would, on their 

own, document the processes that were relevant for that country or organisation. 

 
 

When initiating the project towards compliance the company used auditing firm A in 

2004-2005, as an advisor to develop a framework. However, in 2005 they changed to 

another auditing firm (auditing firm C). In cooperation with auditing firm C the 

respondents stated that they got some view of a generic standard for implementation 

and gradually auditing firm have been removed as SOX consultants. Today Company 

B only use own resources and the responsibility for documentation lies upon the local 

organisation. 
 

The responsibilities for SOX and its control activities are divided into four levels; 

Business Unit Champions (BUC), Process owners, Control owners and Control 

operators. They all have different responsibilities in SOX compliance as follows: 

 
 - Business Unit Champion 

- Expert function 

- Responsible that all is compliant within his process 

 

 - Process owners 
  - Responsible for design of controls  

  - Responsible for risks 

 

Global/Central SOX Team 

SOX-programme Sweden 

Local Entity Local Entity 

 
Local Entity Local Entity 

Exhibit 5.2.1: Company B‘s SOX organisation (Authors‘ composition, 2007) 
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 - Control owners 

  - Responsible for that the control is performed as designed 

 

 - Control operators 

  - Performs the control  

 

4.2.2 Risk Assessment 

Company B has on a local basis documented processes and consequently developed 

their control activities locally. To decide which risks were more important than others 

the firm, accompanied by Deloitte, looked at what could fail in each process and tried 

to set a cash limit in every process to identify where to put focus. A certain amount 

was the decided boundary that would separate non-key controls from key controls. 

When they have had identified the key controls, they focused compliance on those. 

The key controls covered about 95% of the balance sheet. 

When identifying risks the firm did not only look at the size of the financial posts but 

also to what extent the process could be the subject to fraud. However, a few of these 

controls have now been removed due to a number of reasons. Some risks was of no 

significance for the internal control of financial reporting, hence the financial risks are 

more important then operational risks. 

All documentation is entered into an IT system installed in the organisation due to 

SOX. However, this system is mainly used by Business Unit Champions since the 

company made the assessment that the system is relative complex and to make 

changes in it one must have the proper information and competency to do so. The 

respondent states that it is highly important that only people with the competency 

should make alterations in the IT system, otherwise it would require too much work to 

validate the information input to the system. In addition to the computer system, the 

company keeps track of their documentation by the use of paper copies.  

User access in SOX is something that is very complex according to the respondent. 

One must have a central system on all user accesses on all persons within the 

organisation. The combination of user access and SoD has been something very 

complex to put together, furthermore, there is rarely any sufficient and efficient 

support tool in terms of IT. The SoD matrices that Company B has used are manual in 

Excel and have various columns hence, it is hard to receive an overview. In addition, 

it has sometimes been found that the duties are in conflict, however, there is a 

complementing control that eliminates the risk of the conflict.  

 

4.2.3 Monitoring and Evaluation 

Company B has applied two approaches to testing that they are utilising in their 

organisation. Firstly, one that is called independent testing which is assembled by 

those who worked in the project and that are considered SOX experts. The people 

involved in this network are not allowed to test within Sweden as the testing would 

then be target for subjectivity. In this way they have managed to test low and medium 

Exhibit 5.2.2:  SOX responsibilities within Company B (Authors‘ composition, 2007) 
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risk areas and the company have, in some processes, reached a satisfying degree in 

testing controls in low and medium risk areas so that the external auditors merely 

have to sign-off.  

Secondly, the company have a pure management self testing. The interviewee stated 

that the BUC is responsible for testing all key controls internally. Internal testing is 

conducted by personnel within the company.  

During an external testing by the auditors the first thing that happens is that they do a 

walkthrough. The external auditors discusses with the Business Unit Champion and 

the process owners to find out how the process to be tested works. The external 

auditors get presented to the flow chart to get a process overview where the firm have, 

in more detailed terms, explained how the process works, which IT systems that are 

involved, how the firm have defined certain processes etc. After this, the auditing firm 

look at the risk- and control matrix. That is where Company B identified all their risks 

and controls. Next the auditing firm evaluates, on that specific process, if it has 

covered all possible assertions and risks one can think of. So if they would have 

missed anything in the documentation then it would show in this report. Then the 

report goes to the Business Unit Champion who will examine it and inform the 

process owners of the result.  After the walkthrough the external auditors do sample 

testing on processes.  

If the company would fail in a control activity, to have a deficiency, then the 

information is directly sent to the Business Unit Champion. The BUC will contact the 

process owner or control owner at hand and evaluate why the control failed. Firstly 

they analyse what kind of deficiency it is, for example if the control description is 

faulty documented or if it is an operating error. The company has identified a number 

of deficiency definitions. Secondly it will be analysed what should be done to correct 

for the deficiency, thirdly, a remediation plan will be created. Finally a new testing 

will be carried out when the test sample is large enough to make an adequate test 

again to assure that the control works as designed and planned. For example, if it 

would be a monthly control then standard would be to wait three months to re-test.  

 

4.2.4 Communication throughout the organisation 

In the early stages of the implementation, SOX was more or less only known to 

people directly involved with the implementation. In 2005 the top management of 

Company B stood up and pointed out the importance of SOX implementation and 

then they launched WhySox, which was an introduction kit about SOX, towards the 

end of 2005. The company also started to direct education towards process owners 

and control owners and currently (end of March 2007) an e-learning are launched for 

the personnel to read about and understand SOX.  

Within Company B, compliance groups have been established for communication 

during the SOX implementation. In these compliance groups the BUC, process 

owners and control owners meet between two and three times per year and discuss the 

processes, how it is working and what the test results are. After that it is expected that 
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the process owners together with their control owners have meetings with those 

involved in the process to receive feedback from the control operators.  

In Sweden, the company has regular meetings compiled by people from the financial 

unit, research, and production. In these meetings they discuss issues like if there are 

any of the central financial controls that can support those from research. 

On the company‘s intranet the personnel can get ongoing updated information about 

SOX. This information is available for all personnel within the company, not just 

those involved or working with SOX.  

 

4.2.5 Sustainable Compliance 

 

As of today, Company B has about 80% manual controls within the central financial 

processes, but the number of controls has decreased and they have, throughout the 

SOX implementation, identified controls that cover many risks. The respondent 

declared that they are going towards having a checklist within the central financial 

processes where the BUC compare the checklist and controls with how the control 

activities is being performed, to ensure that the controls are performed as designed. 

The BUC receives updated, ongoing information from certain units that send an 

assurance that they have performed their duties as designed. 

 

The respondent himself is developing a ‗high-level control framework‘ where he in 

the disclosure process has identified about 10 controls that would cover the risks 

connected to the corporate disclosure work. The aim for Company B is to increase the 

number of preventive controls instead of detective. Today they have about 80% 

detective controls for the financial information – things need to happen before they 

can be measured according to the respondent.  

 

However, the respondent declares that some SOX tasks are natural today. In the early 

stages of the implementation some people found it hard to work in this new fashion 

brought on by SOX, they then got to speak to the CFO to understand the importance 

of SOX and the changes derived from it. Nowadays some of the SOX tasks has been 

integrated natural into the organisation and its personnel, the personnel writes their 

change requests, update their documentation and comes with new suggestions 

spontaneously. For example, it is natural to inform the BUC if there is a need to 

change in an IT-system – how does this change affect in a SOX perspective or if they 

would need to change their documentation.  

 

 

4.2.6 Difficulties when implementing SOX 

Firstly the respondent stated that one of the most problematic issues during the SOX 

implementation phase has been the lack of sufficient directives from top management. 

In the early stages of the implementation phase the local organisation only received 

basic information. For example, directives came from the top management to start 

document the local processes, but they did not give any indication of what standard is, 

how a control should be designed to be adequate and efficient. Due to this fact, the 

local management had to remake their documentation two to three times from the 
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project initiation to today to satisfy top management and auditors expectations. 

Furthermore, the respondent also declared that the constant updating of 

documentation, and the changes made in the way to handle information, has been a 

problem. It has taken some time for the people within the organisation to understand 

the importance of documenting in this new and highly detailed way.  

SoD and user access have been a difficulty according the respondent. A problem 

derived from SoD is that a person within the financial unit, which before SOX was an 

all-round guy, now is restricted to some narrow responsibilities, thereby restraining 

the possibility of extracting maximum benefits from that person.  Before SOX a 

person could get user access to certain processes in one day, now it takes 14 days. 

However, the respondent stated that a lot of good have come out of this as well. For 

example, before SOX some top managers within the financial unit could write their 

own accounting vouchers, and then it was very large sums involved. SoD has put an 

end to this. 
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4.3 Company C 

 

At Company C, the researchers conducted one interview with two respondents in the 

internal control function.  

 

4.3.1 Organisation for SOX-compliance 

 

The Company C Group initially started with SOX in 2003 and in 2004 a SOX project 

was formed. The company created a central project run by the head office and local 

sub-projects at the different entities to implement SOX. There is still a central SOX 

group at the head office which is responsible for developing guidelines through 

discussions with auditing firm B. These guidelines are then communicated to a project 

manager at each Business Area (BA) and Business Unit (BU) and the responsibility of 

the SOX implementation has been on line management. The project leader has had to 

build a similar structure in the BA/BU and then implement SOX. Since 2005 the work 

with SOX became an organisation called Internal Control Organisation within the 

Company C Group. The former project leader is now called Internal Control Manager 

and is responsible for internal control and spreading the information down the 

organisation, the focus evidently on SOX.  

 

 
 

Exhibit 5.3: Company C Group Internal Control (Author‘s composition, 2007) 

 

 

Initially, the work with SOX was conducted within the internal audit function. 

Currently, it is more clearly divided into one audit function and a new function has 

been established in the organisation, the Internal Control Organisation. The two 

functions support each together. The audit function is more neutral and works with the 

external auditors. Internal Control Organisation works together with management and 

supports them in the work with SOX. 

 

The company created their framework through discussions with auditing firm B that 

provided the company with information and instructions on how to develop a 

framework. Together with auditing firm B, the firm constructed a model for the work 

with the framework. In addition, the company experienced difficulties since there are 

many different models and solutions on how to work with SOX, hence consultants 

from auditing firm A was also involved in creating guidelines on how to develop a 

SOX framework.  

 

During the work with SOX, time has been the crucial factor since Company C had to 

be compliant with SOX in 2005 before granted an extension.  
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4.3.2 Risk Assessment 

 

The central project SOX group in cooperation with auditing firm B established a risk 

template and control objectives where the risks and control objectives were stated and 

defined. The BA/BUs are then responsible for designing the controls. Each process in 

the organisation was investigated and risks were defined and documented. Between 

60 and 70 % of the balance sheet must be covered, thus the largest companies and 

units were selected to represent the 60 to 70 % that must comply with SOX.  

 

The template was put together rather fast since there was a time limit and afterwards 

the interviewees have experienced that the control objectives were not concrete 

enough or misdirected. The focus should be on financial risks and not operational 

risks. Furthermore, initially the objectives were too wide in scope and key controls 

were not properly defined. As a result, a great deal of work has had to be carried out, 

to focus on financial risks and narrow down the control objectives in order to get the 

controls more efficient. 

 

The company has 4500 controls and is striving to that a majority of these should be 

automatic since this is better than manual controls owing to that they are more 

reliable. However, sometimes it has not been possible to implement an automatic 

control to be compliant. The automatic controls are preferred due to that they are more 

cost effective, provide high-quality control and do not generate the same number of 

testing as manual controls. Several of the automatic controls are built in to SAP, a 

financial accounting system utilised within Company C. 

 

As a result of SOX, user access to systems had to be cleaned up so that one person is 

not allowed to perform several steps in the financial flow. This is a basic step to good 

internal control, but was now more obvious due to SOX. Before SOX, the firm 

already had SoD, but according to SOX this now had to be written down and be more 

official. 

 

When starting with SOX, the processes were documented in a Word template that was 

constructed with aid from auditing firm B. Firstly, the background information was 

documented and then broken down into standard controls, key controls and activities 

in one flow. Secondly, a system was developed during the project duration. In other 

words, a word document and a flowchart belong to the documentation. In 2004, 

Company C began to implement a SAP-system, MIC- Management of Internal 

Control, to follow up activities, controls and processes. (This system is not yet fully 

implemented). 

 

 

4.3.3 Monitoring and Evaluation 

 

Internal testing is conducted in different ways on the different BA/BUs. Some of the 

BA/BUs has used auditing firm A consultants to carry out the tests and some has used 

internal personnel. Company C is striving for only using internal personnel when 

testing in the future.  

 

During an external testing, auditors test a sample of the controls that have been carried 

out. They do a walkthrough to follow the flow and decide which control to test. 
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Depending on how important the control is, the external auditor will decide whether 

to look at the internal test or test it again. 

 

If a controls fails in the testing, a template will be filled in defining which unit, 

process group, process, control and which accounts that are involved. It will also be 

defined why the controls fails, an action plan to correct it and a date when this is to be 

fulfilled.  

 

Reasonable assurance is decided through discussions and argumentations between the 

auditor and the organisation. Reasonable assurance is used in the areas assessment, 

testing and efficiency evaluation. For example, if a control is carried out every day 

and there is one fail, then a new sample will be taken, is this one satisfactory, it is 

considered to reach reasonable assurance. However, if a quarterly control fails, the 

control will be considered to have failed.  

 

 

4.3.4 Communication throughout the organisation 

 

Information about the SOX project comes from the central project and is spread 

through a SOX website that everyone within the company Group have access to. The 

website contains information about SOX and presentations for managers. In addition, 

the central project has created e-learning modules with the CFO presenting 

information about SOX. Furthermore, there are management controls with e-learning 

that measures if the managers have understood what SOX means for them. The 

responsibility for spreading information in the BA/BUs lies with the Internal Control 

Manager, everyone does not need all information. The BA/BUs have the opportunity 

to give feedback through a network and conferences with managers involved in the 

SOX implementation. Within this network it is possible for the managers to cooperate 

and discuss difficulties. Although it is useful with this cooperation, there is a problem 

since there are different requirements on the different units. 

 

Although it has been hard work and much effort has been required, it is the opinion of 

the interviewees that the response to the SOX implementation has been positive 

throughout the organisation. Additionally, they think that the company Group has 

been successful in implementing SOX. This is owing to strong focus from 

management and good support, the CFOs has been especially driving and the 

resources required have been allocated to the project. 

 

 

4.3.5 Sustainable Compliance 

 

In terms of good internal control within the firm, the difference between before and 

after the SOX implementation is that it is now measured and documented more 

thoroughly. In addition, the controls are followed up. This structure will be 

maintained in the future but there is still a question about the volume necessary and 

resources required.  

 

SOX is meant to be adapted into the daily assignments and not something extra that 

has to be carried out. Currently, the most time consuming is the testing and is believed 

to require the most resources in the future as well. The documentation is already 
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created, therefore this will not demand much resources, unless the company acquires 

new organisations which will have to comply with SOX. 

 

The work with SOX will in the future most likely be based on identifying risks and 

focusing on them. Those units that do not have to comply with SOX have a larger 

scope, including operational risks and these units will also benefit from SOX. As long 

as the SOX requirements does not change dramatically, the firm will continue 

evaluate and work with SOX the same way as now. 

 

4.3.6 Difficulties when implementing SOX 

 

According to the interviewees it has been difficult to know how detailed the 

framework should be. One difference to other projects has been that this was a law 

that had to be implemented, not something voluntarily. As a result, people in the 

organisation have been more positive and have engaged in the changes.  

 

In addition, another difficulty has been SoD. Although it caused additional work, this 

was not the most difficult task in the SOX implementation. The most difficult and 

time consuming task has been the documentation. If the focus from the beginning had 

been on financial risks, the large amount of documentation might not have been 

necessary. Additionally, if the goal had been clearer from the start, it would most 

likely have decreased the amount of documentation. 

 

A factor for a successful implementation is the company culture says one of the 

interviewees. Moreover, the high requirements have forced the organisations to 

successfully implement SOX. 
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5. Analysis 

 

This chapter presents an analysis of the empirical findings received in this study. A 

comparison will be made between the empirical findings and the literature review. 

Furthermore, the chapter consists of six sub-categories consistent with the headings 

in section 5.  

 

 

5.1 Organisation for SOX-compliance 

 

Beaumier & DeLoach (2005), states that the approach taken by companies towards 

SOX compliance have been project oriented. Furthermore, according to surveys made 

in the US companies appointed project managers and established Project Management 

Offices in order to ensure the implementation of SOX regulations (Ernst&Young, 

2004). All organisations in this study established a project organisation to achieve 

SOX compliance. However, there are variations in the different approaches in terms 

of that Company B and Company C delegated more responsibility to the local 

organisations, whereas Company A developed a generic framework for all entities. 

Company C argued that large differences between the entities made it impossible to 

apply a generic framework, while the respondent at Company B would have preferred 

a generic framework and argued that this would have been less expensive. Since 

Company A already had generic processes and systems, due to the crisis in the 

beginning of the 2000s, it was rather evident to create a generic framework for SOX 

compliance states the respondents at Company A. To ensure that the generic 

framework was adhered to, Company A appointed several support functions and roles 

since lack of strict obedience throughout the organisation would diminish the 

usefulness of having a generic framework. To some extent, these functions deviates 

Company A from Company C and Company B where the entities have worked more 

independent in their implementation of SOX.     

 

It has been difficult to complete and terminate the SOX implementation project due to 

the fact that the directives have changed during the project duration (Beaumier & 

DeLoach, 2006). All companies involved in the study have had extensions with SOX-

compliance due to difficulties with terminating the projects. The respondents have 

concluded that this is a result of constantly changing directives. As of today, the 

companies involved in this research have terminated or are in the termination phase. 

 

The PCAOB and SEC proposed guidance are somewhat vague (IMA, 2007). 

However, due to limited implementation guidance from other institutions this points 

to that a majority of companies have utilised the guidance from SEC and PCAOB. In 

terms of guidance from SEC and PCAOB the respondents have had limited 

information from these institutions, hence the knowledge mainly derived from 

consultants from auditing firms. The auditing firms have aided all companies in this 

study in developing a framework and guidelines. The interviewees expressed the 

opinion that the guidance from SEC and PCAOB are somewhat insufficient. The 

empirical findings confirm that the COSO framework is a widespread tool for 

developing a framework for internal control. For instance, as one interviewee at 

Company A stated ―to focus in detailed control the control environment must be well 

organised‖. 



51 

 

 

Common for all three companies is that time has been the most crucial objective in 

implementing SOX. As a respondent from Company C expressed ―Time has been an 

important factor, money is always important but time was the most important factor‖. 

This demonstrates the importance of compliance on time. 

 

 

5.2 Risk Assessment 

 

Deloitte (2005) has declared that risk assessment is the fist and a necessary step 

towards SOX compliance. The authors‘ perception is that the companies have not 

neglected this fact. Company A documented their processes on a central basis for the 

entire Company A Group, consequently also risks and controls. Company C and 

Company B, on the other hand, delegated the responsibility of documenting processes 

to the local entities. In other words, despite different approaches, all respondents 

underscored that risk assessment is a central and significant part of the development 

of a SOX framework. The respondent from Company B suggest that the initial scope 

of risk assessment was excessively extensive in terms of identifying risk and control 

objectives that had insignificant effect on the financial reporting since many of the 

risks was more of an operational nature. The other respondents reinforce this 

suggestion. 

 

In addition, the researched companies states that auditing firms, have contributed 

valuable knowledge in the work with identifying risks. However, Company B 

declared that the consultant auditing firm contracted during the initial project phase 

were not satisfying, thus switched to another firm in order to complete the 

documentation. Hence, although not satisfied with the initial consultant auditing firm 

they were still in need of professional support from outside the organisation. 

 

The companies stated that they are striving to have as many automated controls as 

possible, since they are more reliable and cost effective, than manual. This is in line 

with what Beaumier and DeLoach (2005) argues. In addition, they are working 

towards preventive controls rather than detective controls. However, it is sometimes 

impossible to implement automated controls on certain activities. Furthermore, the 

respondent at Company B argues that it is sometimes not possible to apply a 

preventive control, hence a detective control is their single option. Since Company A 

used their generic framework it has sometimes been difficult with a ―one size fits all‖. 

For example, one respondent from one unit felt that the implementation of the generic 

framework was a step backwards, to establish manual controls in processes where 

they already had automated controls, to suit the generic framework.  

 

The critical issue of SoD has demanded much effort in terms of resources and time, 

mainly in identifying conflicts, within the researched organisations. The opinions 

about SoD vary between the companies, for example, Company C had not 

experienced much difficulty with the user access, although the documentation was 

time consuming. In comparison, Company B has experienced difficulties when 

implementing SoD, for example, a person could get user access in one day before 

SOX, now it takes fourteen days. Furthermore, Company B have documented SoD in 

excel spreadsheets, making it difficult to receive an overview of conflicts. Although 

Company A has a system for SoD, personnel within the organisation have 



52 

 

experienced difficulties. One respondent stated that there have been problems within 

the system, some personnel are not allowed the user access that they need in their 

daily assignments. Furthermore, another respondent argues that the conflicts that still 

remain will be difficult to solve. A solution to the problem might be to recruit more 

people, but this would be very unfamiliar to the Swedish personnel, where they have a 

culture of trusting each other.  

 

 

5.3 Monitoring and Evaluation 

 

To assure the effectiveness of control activities all companies have implemented 

systems for testing the internal control. This is in line with what Deloitte (2005) 

argues as crucial for compliance to the SOX-regulations.  

 

The common approach among the participating organisations is that the internal 

testing has been conducted mainly by internal resources. However, the extent to 

which internal resources have been utilised differs among the participant companies. 

For example, Company B conducts their internal testing by only using internal 

resources. However, to ensure that the testing is not target for subjectivity, the SOX 

experts performing tests within Company B are not allowed to test within the unit 

where they are based. This is also evident at Company C.  

 

Nevertheless, Company C has had different approaches between the different 

BA/BUs. Some BA/BUs have utilised consultants for conducting internal testing, due 

to that they either have had a lack of internal resources to conduct the testing or that 

some BA/BUs felt that they needed support from consultants in carrying certain 

testing. Hence, it reduces the level of subjectivity, since the utilisation of external 

consultant increases the objectivity in the evaluation.  

 

PWC (2004) argues that a high level of objectivity is necessary for accurate 

assessment of the internal control. In other words, Company B and Company C have 

not neglected the importance of maintaining a high degree of objectivity. In addition, 

PWC (2004) argues that the most objective candidate for the quality assurance role 

within the organisation is the internal audit department. Furthermore, it should be said 

that Company A has not disregarded the importance either, yet Company A‘s 

approach for internal testing is highly dependent on self-assessment, although the 

early stages of the SOX-project were characterised by highly comprehensive tests 

from the Internal Corporate Audit. For example, one interviewee from Company A 

stated that the initial tests from the Internal Corporate Audit were even more thorough 

than the testing performed by external auditors. Subsequently, the personnel within 

Company A understood the significance of complying right form the start. The 

corporate audit‘s function is now mainly to validate the results from the self-

assessment testing process, consequently leading to a vision where Company A highly 

relies on self-assessment.  

 

Nevertheless, by only relying on the self-assessment approach for testing can be 

somewhat fragile, since there is a potential risk for subjectivity. For example, one 

interviewee from Company A stated that if the self-assessment would turn out to be 

insufficient, then Company A would have to consider the option of going back to 

internal testing again.        
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All companies in the study address the endeavour of reducing the involvement from 

external consultants in the internal testing. They are striving towards merely using 

internal personnel within the group for carrying out future testing.  

 

During an external testing, auditors from the companies‘ external auditing firm either 

carry out a walkthrough or a sample test. All controls are not tested at each external 

audit, this is dependent on how reliant the internal testing is. The auditors inspect the 

documentation within the concerned organisations and subsequently decide on 

relevant samples and on how much to test based on their judgement. Thus, the more 

reliable the internal tests have been, less testing is necessary for the external auditors 

(Deloitte, 2004). This further reinforces the importance of objectivity when 

performing internal testing. Consequently, reducing the scope of external testing is 

also desirable for organisations since it decreases the auditing fees and this view was 

expressed by all three participants. For example, the external audit fees accounted for 

approximately 30-40 % of the total SOX section 404 costs according to Ernst&Young 

in their study Emerging Trends in Internal Control (2006).  

 

Two of the companies, Company A and Company B, utilises the same IT-system for 

monitoring SOX, yet in somewhat different ways. Company A uses the IT tool more 

extensive than Company B and uses it as a tool for monitoring execution of controls 

and it is widely used within the Company A Group. If a deficiency occurs within 

Company A, the failure and remediation plan has to be logged by the control executor 

responsible for the control in the IT tool, unless there is a significant deficiency in 

terms of flaws in the design of the control. Furthermore, if the design is incorrect it 

lies under the jurisdiction of the SOX Compliance Department to evaluate a potential 

redesign of the control, and this is in line with what Deloitte discusses in the article 

Taking Control (2004). However, at Company B, the IT tool is mainly used by the 

BUCs. If a deficiency occurs, the control executor and the responsible BUC together 

develop an action plan. Thus, the impression is that deficiencies are to some extent 

handled in a more cooperative way at Company B than at Company A.  In addition to 

the way of handling deficiencies, the respondent from Company B expressed the view 

that the application the IT tool is too complex to use throughout the organisation in an 

effective way. As a contrast to Company B, one of the interviewees at Company A 

stated that the IT tool is a smooth way of monitoring the SOX-implications 

throughout the organisation. Nevertheless, another respondent at Company A uttered 

concerns about that people might not report the truth which demonstrates potential 

limitations of relying on the use of an IT system for monitoring and evaluation.  

 

The approach by Company C in terms of handling deficiencies is somewhat diverging 

from the two other companies. Company C does not utilise an IT-system 

predominately for SOX for documenting deficiencies, instead a Word template has to 

be filled in by the control executor. The responsibility for remediation is dedicated to 

the individual responsible for the control which subsequently is similar to the 

procedure within Company B and Company A. Common for the participating 

companies is that the individuals that develop the action plans are mainly process 

owners, control executors or the central SOX team within the organisations. In the 

latter case, it is generally when there are deficiencies in terms of design of the control 

activities or in central systems.      
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5.4 Communication throughout the organisation 

 

For a smooth implementation of SOX into the organisation an open flow of 

communication and updated information needs to be facilitated within the 

organisation (Campbell et al., 2006). The participating companies addressed several 

approaches for communicating information concerning SOX throughout their 

organisations. Both Company C and Company A utilised e-learning and 

communication through their intranet to spread information concerning SOX in the 

early stages of the project. Murray (2006) supports this approach and advocates that it 

is an effective way of spreading information, thus facilitating a smoother 

organisational change. Consequently, general information about SOX was accessible 

to all parts of the organisation that were affected by SOX, both within Company C 

and Company A. Moreover, Company C also utilised an approach where they directed 

information towards employees with certain SOX responsibilities at the different 

BA/BUs. In addition, Company A pointed out that they had workshops with people 

that had been appointed important SOX responsibilities such as Area Leads. Similar 

to Company C and Company A, Company B also had directed education concerning 

SOX and they also developed a basic introduction kit about SOX in line with what 

Company C and Company A did. However, Company B primarily focused on 

directing communication towards employees with central SOX roles, such as process 

owners and control owners.  

 

It is the authors‘ impression that Company A and Company C, to some extent, put 

more focus in spreading general information about the progress of the SOX project 

throughout the whole organisation than Company B. Yet Company B introduced a 

thorough source of information on their intranet, although this was after the 

implementation phase. The researchers‘ impression is that none of the participating 

companies have neglected the importance of communicating SOX throughout the 

organisations. However, Company C has taken one step further in terms of ensuring 

that employees have understood the implications of SOX through the use of 

mandatory internal SOX-quizzes, for which the employees have to pass.   

 

All participating organisations have expressed the essential need of spreading 

information in order to facilitate a smooth implementation of SOX, in line with what 

Campbell et al (2006) advocates. One respondent from Company A stated that the 

communication within the SOX project have been more extensive than within 

previous projects. Additionally, he considered the communication within the SOX 

project to have been sufficient, mentioning the established helpdesk as an example. 

However, another respondent from Company A expressed that, occasionally, the 

helpdesk and subsequently the communication has been insufficient due to limited 

response from the central team when the local unit faced difficulties in the 

implementation phase.  

 

Furthermore, feedback within Company B and Company C was mainly done through 

regular discussion groups compiled by personnel with certain SOX responsibilities. 

Since Company B and Company C do not have a generic framework as in the case of 

Company A, the use of a central helpdesk might have been ineffective due to the fact 

that the different local entities have diverging processes and control activities. 

Company A, on the other hand, with their generic framework and their central SOX 
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team, do have the comprehensive overview about all processes and control activities 

for the entire Company A Group, which could facilitate the use of a  central helpdesk.    

 

Derived from SOX, the employees, to some extent, had to implement new routines 

and procedures to ensure compliance, states all respondents. Consequently, the 

implementation of SOX involved change. Murray (2003) has declared that the 

organisation needs to change its culture fundamentally for an effective 

implementation of SOX. Furthermore, managing change is the way to a successful 

implementation of SOX according to Lawson and Price (2003). In order to change the 

mindsets within the organisations all participating organisations stressed the 

importance of management commitment at the local level, but also the tone at the top 

from the senior management. This is in line with the COCO model, which 

underscores the importance of dedicated and constant support from top management 

in order to spread and communicate the purpose of SOX throughout the organisation. 

For example, one respondent from Company A stated that at local units, where the 

managers understood the importance of compliance right from the start, often had a 

smoother implementation process than others. In addition, the respondent stated that 

management commitment was the most crucial factor for a successful implementation 

of SOX.  

 

According to Dittmar and Heffe (2004) commitment to the project, and the associated 

change, is of high importance for a successful implementation and the managers 

constitutes a central role for enhancing the commitment from the employees. Lawson 

and Price (2003) reinforce the importance of role models within the organisation in 

terms of that employees need to see that persons within the organisation, whom they 

look up to, are committed to the project. The latter suggestion was evident at all three 

companies since the interviewees expressed that their CEOs and CFOs demonstrated 

strong commitment to SOX. Furthermore, as the SOX-regulation was mandatory to 

comply with, the respondents from Company C said that it was somewhat easy to 

receive commitment from personnel. A respondent from Company A reinforces this 

suggestion and he declared that SOX was a ―must-do-project‖, hence this was a 

contributing factor for gaining commitment throughout the organisation.  

 

Lawson and Price (2003) advocate the importance of setting targets and granting 

financial and non-financial rewards for commitment to the project. The respondent 

from Company B stated that initially the employees showed relatively weak 

commitment to the project. However, as Company B included SOX in their bonus 

programme strong commitment for SOX compliance was achieved throughout the 

organisation, which supports the suggestions from Lawson and Price (2003). 

Consequently, including SOX in the bonus system diverged Company B from 

Company C and Company A in terms of gaining commitment from the employees. 

 

 

5.5 Sustainable compliance 

 

Ernst&Young (2004) states that after the implementation phase, the Project 

Management Office function should become a process management function which is 

supposed to sustain SOX compliance in the organisation. Beaumier and DeLoach 

reinforces this statement in the article Sustaining SOX compliance (2005). Company 

C, Company A and Company B have reorganised the SOX functions into process 
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management functions instead of the project organisation that were used to implement 

SOX. Company A, for example, has formed SOX Compliance Department, which 

will replace the project managers and is supposed to supervise the work with SOX 

throughout the Company A Group, this is similar to the Internal Control Organisation 

at Company C. In addition, this is in line with how the COSO framework defines 

internal control, that internal control is a process that involves all personnel in an 

organisation, thus the SOX work should be integrated into the daily assignments 

(COSO, 2006b). Consequently, although all three companies to some extent have 

integrated the SOX work into the daily assignments, they emphasize that SOX should 

be fully integrated and not be considered as additional work.  

 

Beaumier and DeLoach (2005) have created a model for sustainable compliance with 

SOX and suggest that controls should be more automated and preventive in addition 

to manual and detective beyond year one. The respondents at the companies in this 

study reinforce this suggestion and states that they are working towards more 

effective and fewer controls. At Company B for instance, there are about 80 % 

manual controls, but this number has decreased since the implementation of SOX, due 

to that controls that cover many risks have been identified, hence the controls are 

more cost effective. This respondent reasoned that although automated controls may 

be desirable, this is not always possible, hence, there are limits with the Beaumier and 

DeLoach model. Furthermore, the approaches taken by the participating companies 

suggest that they are striving towards similar goals in terms of achieving sustainable 

compliance. Some common objectives are, except from those already mentioned, 

targeted testing rather than comprehensive testing, managed costs as a replacement for 

unpredictable costs and document management instead of initial documentation. 

Within Company A, the use of an IT system and subsequently self-assessment 

constitutes a central role in the future work with SOX which aids the endeavour of 

reducing the number of controls. They clearly stated that the organisation will highly 

rely on this procedure rather than formal testing. The authors‘ impression is that this is 

somewhat different from Company B and Company C that will rely on internal testing 

in a larger scale than Company A. 

 

In common for the three organisations is that in the future the level of effort will most 

likely decrease in terms of documentation and remediation, whereas testing is likely to 

constitute a vast part of resources for SOX compliance. Ernst&Young supports this in 

their article Section 404 post-implementation- What you should be thinking about now 

(2004). 

 

 

5.6 Difficulties when implementing SOX 

 

All three companies have experienced a variety of difficulties during the 

implementation of SOX and especially that the implementation demanded a large 

amount of resources. This is in line with what Ernst&Young suggests in Emerging 

Trends in Internal Control (2006). Furthermore, the act has been changed numerous 

times and as a result the organisations had to adapt to new requirements during the 

project phase. The respondent at Company C expressed that it was frustrating not to 

have a clearly defined goal, instead the directives kept changing. Furthermore, 

respondents at Company A also declared that due to that SOX has been a moving 

target in this sense. Consequently, this caused difficulties during the implementation, 
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especially since Company A put effort into developing and implementing generic 

processes throughout the organisation, thus requiring updates of their SOX 

framework. However, beyond the feeling of striving towards a moving target, the 

respondents mentioned the lack of sufficient guidance from PCAOB and SEC as a 

problem. One respondent from Company A stated that ―if the guidance from SEC and 

PCAOB had been clearer, it would have been easier for us‖. Additionally, he said that 

the modified guidance from SEC is not easier and is still difficult to understand. These 

concerns have also been expressed by IMA (2007) that claims that the guidance has 

been vague. 

 

Although the respondents at Company A were of the belief that the generic 

framework was a successful way of implementing SOX, the widespread opinion was 

that it was difficult to develop a suitable framework for all entities. Hence, the 

approach taken by Company C and Company B could be seen as an easier way since 

entities might have different processes within an organisation. However, the 

interviewee at Company B argued that it perhaps would have been easier to choose 

the generic processes approach, thus similar to Company A, since it in all probability 

would have facilitated the establishment of a shared support function and common 

policies. Furthermore, the respondent at Company B would have preferred a more 

sophisticated top-down and standardised structure in terms of communicating 

directives from top management down to the local entities.  

 

Company B and Company A explained that the process of SoD have been difficult. 

For example, according to one respondent at Company A, the Swedes are used to trust 

each other. Additionally, the impression at Company B was similar to Company A 

and the respondent also stated that a person with extensive knowledge now is 

considered as a risk instead of an asset, as compared to before the implementation of 

SOX. Despite that the work with SoD at Company C required a great deal of time and 

effort, this was not considered to be the most difficult task owing to that the 

respondent stated that Company C already had sufficient SoD.  

 

Furthermore, the detailed documentation that is associated with the SOX regulation 

was addressed as a difficulty by all companies, especially in comparison to the 

Swedish Code for Corporate Governance. For example, the respondent at Company C 

regarded detailed documentation as the most difficult part of SOX.  

 

According to Kerzner (2006) fast organisational change is often met with resistance 

throughout the organisation. As SOX had to be complied with within about two or 

three years and it was forced upon the companies it can be considered as fast 

organisational change. Therefore, a successful implementation would require a strong 

management in order to support the personnel (ibid). All companies underscored this 

significance of gaining management commitment during the implementation. For 

instance, in some local entities, Company A experienced difficulties due to the lack of 

management attention and claimed that this was a crucial factor for a smooth 

implementation. Not only was a smooth implementation a matter of management 

commitment but also to manage the resistance from personnel. As was addressed 

during the interviews with Company B and Company A, it took time for people to 

understand the complexity and implications of SOX. However, this further explains 

why management is of such significance in the implementation phase.  
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Exclusively for Company A, despite that the IT system is highly valuable by SOX 

Compliance Department, they expressed concerns about the data integrity. In other 

words, the system is greatly dependent on that the data is reliable in terms of 

correlating with the reality. This required that the people that are supposed to use IT 

system had to be trained in utilising the system in an accurate manner. 

 

The respondents at Company A and Company C also discussed the importance of 

different national cultures when implementing SOX. A larger extent of details was 

required in some countries while other countries would have felt offended with 

excessive guidance states one respondent from Company A. This issue was not 

addressed at Company B.  
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6. Conclusion 

 

This chapter will conclude the analysis conducted in chapter six. The chapter will 

answer the research question and sub-question including some of the researchers‟ 

concluding remarks, followed up by proposals for further research. 

 

 

6.1 Research question 

 

How have companies in Sweden implemented the Sarbanes-Oxley Act of 2002 

sec. 404? 
 

In order to implement SOX, companies have established a project organisation with 

the responsibility to ensure SOX compliance. Auditors have been aiding companies in 

developing a framework for SOX. Together with auditors, companies have developed 

control matrices to identify risks and control activities that would eliminate these 

risks. Initially external consultants were used to test the internal control due to lack of 

resources and knowledge in the subject area. However, companies are in general 

striving towards only using internal personnel for internal testing and some 

organisations have already achieved this.  

 

It has been evident that good communication throughout the organisation is crucial for 

a smooth implementation of SOX and the companies have not neglected this fact. The 

communication has been carried out by intranet, discussion groups and work shops.  

 

Implementation of SOX has to some extent been considered as a project within 

organisations. However, internal control should also be considered as a process which 

requires organisations to integrate SOX into the daily assignments of the employees. 

To achieve this, companies have utilised primarily internal resources and are aiming 

towards using internal resources to the highest degree possible to achieve 

sustainability. During the progress of SOX-implementation companies have gradually 

decreased the number of external consultants.   

 

It has been evident during this research that the theory considers only aspects which 

are important to consider when implementing SOX, not so much practical guidance 

on how to implement. The different approaches taken by companies towards SOX 

compliance may suggest that there is no implementation guide that is suitable for all 

companies in order to achieve compliance.   

 

 

6.2 Sub-question 1 

 

Have there been any significant similarities or differences between the 

organisations when implementing SOX sec. 404? 

 

The implementation of SOX involves a high level of complexity in terms of that it is a 

novelty project. Therefore the companies have sought advice from external auditing 

firms. This could explain why they have been so similar in their implementation of 
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SOX, such as developing a SOX framework based on the COSO framework with aid 

from external auditors. This could be due to the lack of implementation guidance.  

 

Similarities could also be derived from an environmental point of view since the 

studied companies are located in Sweden. The companies in the same country, in 

general have shared values and beliefs and the way of working correlates with each 

others. The fact that SOX originates from the US and in practice is directed towards 

larger American firms, in addition to the guidance received from American auditing 

firms, it is in the authors‘ opinion that it might not have been the most suitable for 

companies in a Swedish environment. Hence, the companies have encountered 

resembling obstacles during the implementation. However, it has been shown that the 

approaches taken in addition to the difficulties experienced by Swedish firms are 

rather similar to the approaches taken by American companies.  

 

The significant differences in the approach taken to implement SOX between the 

companies in the study might be derived from how they are organised. SOX involves 

people at all levels in an organisation, hence, if the organisation is centralised or 

decentralised may affect how SOX has been implemented in the different firms. By 

utilising a central function for implementing SOX, companies take a centralised 

approach to implementing SOX. However, by assigning the local entities to document 

their own processes, a more decentralised approach is taken, thus, this is how 

companies differ in their progress towards SOX compliance. In addition, if the project 

was driven on a central or local level might also have affected the attitude towards 

SOX. 

 

A contributing factor for the differences between companies when implementing SOX 

has been the utilising and familiarity with IT-system. Consequently, it could not be 

said that all companies would benefit from a sophisticated IT-system since such 

systems are highly dependent on that the organisation possess the necessary 

knowledge. However, according to the authors, if the organisation does possess the 

knowledge, there are several advantages associated with establishing an IT-system, 

especially in terms of facilitating documentation and monitoring. 

 

When implementing SOX it has shown that companies differ in their approach for 

testing and assuring the effectiveness of internal control. Companies have used a 

range of resources for monitoring and evaluation such as the Internal Corporate Audit, 

consultants or self-assessment. Consultants would constitute for a more objective 

source for monitoring, however, utilising internal resources might be more cost 

effective than external consultants. The extents to which companies have used 

external consultants and independent testing for assuring the effectiveness of internal 

control have differed. It is the authors‘ impression this might be due to that some 

entities lack resources to conduct testing independently.  
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6.3 Sub-question 2 

 

Are there any particular factors which contribute to a successful implementation 

of SOX sec. 404? 

 

It is somewhat difficult to assess whether or not an organisation has been truly 

successful and effective in their implementation. It has shown that it is difficult to 

identify an approach that is suitable for all companies when implementing SOX due to 

that all companies diverge from each other to some extent. However, it has been 

evident that some factors have shown to be of particular importance for a successful 

implementation. For example, a strong commitment from management at all levels 

within the organisation, accompanied by effective communication channels has 

shown to be important factors for success. Furthermore, the organisations that 

successfully engaged employees to the project have been smoother in the 

implementation. In other words, not only is management commitment important, but 

also that they can communicate with their personnel so that they understand the 

implications of SOX in terms of whom, why and how the law is going to be enforced. 

 

Another important factor for companies that are in the process of implementation is to 

have strong focus on relevant risks and control activities from the beginning, thus 

focusing on risks that actually have an effect on the internal control over financial 

reporting. As a result, the costs for the SOX implementation might be reduced and 

would also lower the level of effort associated with documentation for example. These 

resources could be allocated to other activities within the SOX process, such as 

improving testing procedures and training of personnel. 

 

The authors‘ impression is that a generic framework is an advantageous approach for 

a successful SOX implementation. The main advantages derive from the 

comprehensiveness and support that can be achieved with a generic framework. It 

would also be beneficial for companies within a group to aid and share best practices 

with each other in the process of implementing SOX. This is easier to achieve when 

working in generic processes. In addition, a central support function would most 

likely be valuable to organisations in sustaining compliance. This function would 

facilitate the coordination and supervise the overall work with SOX. However, it is 

important that a company facing SOX implementation evaluates the relative benefits 

and disadvantages in utilising a generic framework. If a group involves processes with 

large divergence, then a generic framework might be difficult to achieve and 

consequently not being desirable.  

 

Time has also shown to be a crucial factor for a successful implementation. By 

thorough time management, companies can prepare themselves for SOX, which could 

result in a smoother implementation. Consequently, companies are then given the 

opportunity to improve over time to achieve compliance. However, since SOX was a 

law that had a strict deadline, it might have affected the smoothness of the 

implementation. 

 

In the future, it might be possible for companies that have not yet implemented SOX 

to seek guidance from companies with experience from SOX. They would not have to 

go through the same process with trying to interpret the law and can subsequently 

avoid teething problems. In addition, auditors will most likely have more knowledge 
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and experience within the subject area, and subsequently it is important that 

companies that are going to implement SOX do not neglect the importance of utilising 

the professional expertise possessed by auditors.  

 

Another key factor to a successful implementation has shown to be to integrate the 

work with SOX in the employees‘ daily assignments, such as clearly defining roles 

and responsibilities. This is important since SOX will constitute a central role in how 

companies will ensure internal control over financial reporting in the future. 

Furthermore, incorporating SOX as early as possible would facilitate the 

understanding and work towards ensuring internal control.  

 

It is the authors‘ opinion that companies should strive towards using internal 

resources, to the highest degree possible, for monitoring the effectiveness on the 

internal control. Increasing the extent to which internal resources are used for testing 

would bring benefits such as minimising the excessive costs associated with testing. 

 

 

6.4 Proposals for further research 

 

As the implementation phase just recently was completed the authors would like to 

find out how companies are sustaining compliance in the future. Researchers could 

focus on sustainable compliance as compared to this study where sustainable 

compliance is merely limited to one section.  

 

Furthermore, as the PCAOB auditing standard number 2 (AS2) is being modified 

during the course of this research, it would be interesting to investigate what the 

effects will be on companies after the change is made. Will the revised AS2 decrease 

the costs associated with external testing of the internal control as supposed or will the 

revised AS2 not change anything as some authors argue.   

 

What would also be interesting to investigate is how SoD will affect companies in the 

future. It has been clear that new conflicts are still being identified and it would be 

interesting to research what future effects SoD will have on organisations, depending 

on how far organisations have to go to comply with the SoD in the future. 

Furthermore, it would be interesting to research how employees interpret and perceive 

SOX and how it changes over time. 

 

Additionally, it would be interesting to carry out an in-depth study on one company to 

evaluate their implementation on a deeper level. This would give the researcher a 

deeper understanding which is more difficult to achieve when conducting a 

comparative study. Furthermore, a study of companies not included in this study 

could be of interest in order to be able to further identify differences and similarities, 

and subsequently success factors to a smooth SOX implementation. In addition, it 

would be interesting to find out if there are any similarities or differences between 

different geographically located companies. For example investigate whether German 

or British firms have experienced the same difficulties as the Swedish.    
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Appendix 1: Abbreviations 

 

AS2: PCAOB auditing standard number 2 

 

BA/BU: Business Area/Business Unit 

 

BUC: Business Unit Champion 

 

CEO: Chief Executive Officer 

 

CFO: Chief Financial Officer 

 

COBIT: Control Objectives for information and related Technologies 

 

COCO: The Criteria of Control framework 

 

COSO: The Committee of Sponsoring Organizations of the Treadway Commission 

 

ICFR: Internal Control over Financial Reporting 

 

PCAOB: Public Company Accounting Oversight Board 

 

PMO: Project Management Office 

 

SEC: Securities and Exchange Commission 

 

SoD: Segregation of Duties 

 

SOX: The Sarbanes-Oxley Act of 2002 
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Appendix 2: Ämnesområden för intervju 

 

 

Hur är företaget organiserat för att arbeta med SOX sektion 404? 

 

 

Hur identifieras och dokumenteras risker samt kontrollaktiviteter?  

 

 

Hur genomförs testning och hur åtgärdas eventuella brister? 

 

 

Hur kommuniceras information om SOX inom företaget?   

 

 

Hur har implementeringen av SOX påverkat den dagliga verksamheten inom 

företaget?  

 

 

Hur har bemötandet från företagets anställda varit med hänsyn till implementeringen 

av SOX?  

 

 

Hur arbetar företaget för att på lång sikt uppnå varaktig intern kontroll?  

 

 

Vad anser ni är de huvudsakliga svårigheterna i implementeringsfasen av SOX? 
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Appendix 3: Interview guide in English 

 

 

How is your company organised in order to comply with SOX section 404? 

 

 

How does the company identify and document risks and control activities?  

 

 

What is your procedure for audits and remediation of deficiencies? 

 

 

How is information concerning SOX communicated throughout the organisation? 

 

 

In what way does the implementation of SOX affect the daily work throughout the 

organisation?  

 

 

What has been the general attitude among employees towards the implementation of 

SOX? 

 

 

What is the company‘s long-term approach towards sustainable compliance to the 

demands deriving from SOX?    

 

 

What would you suggest are the main areas of constraints when implementing SOX?   

 

 

 

 

 

 

 


