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Your Business Checklist for SOX 404 Compliance: A
Guide for Information Technology Leaders

The Sarbanes-Oxley Act (SOX) of 2002 applies to all publicly traded companies and mandates strict
controls around financial data. Section 404 of SOX can prove particularly complex, and in today’s digital
landscape, addressing these requirements necessitates substantial IT involvement. This business
checklist for SOX 404 compliance will help ease the process.

SOX requires that companies establish internal controls over financial reporting (ICFR). However, it
stops short of outlining specific practices. Thus, several frameworks have emerged over time to help
companies organize their compliance efforts. These frameworks tend to include several key elements of
particular importance to IT efforts:

e Risk assessment — Companies must conduct regular risk assessments to identify conditions that
could impact the transparency, accuracy, and reliability of financial reporting.

e Control activities — These include the specific procedures and policies implemented to prevent,
detect, and correct issues that lead to inaccurate or fraudulent reporting.

e Information and communication — SOX 404 compliance requires a top-down commitment to
maintaining internal controls. This necessarily involves effective communication, documentation,
and training.
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¢ Monitoring — Ongoing monitoring of internal controls is important to assess their effectiveness.
Monitoring both highlights areas for improvement—guiding needed adjustments—and satisfies
regulatory requirements.

Risk Assessments

Conduct a comprehensive risk assessment to identify potential security threats and vulnerabilities within
your organization. This assessment will include an evaluation of the security posture of your company’s
information systems and digital assets, including those involved with financial reporting.

Typically, the assessment will begin with an inventory of the data and information systems that support
data assets. It will also examine the security controls, policies, and procedures that govern data. And it

may include detailed penetration testing to assess existing security measures against a simulated attack
in controlled conditions. Resulting reports guide risk management.

Implementation of Key IT Controls

SOX mandates that companies strengthen controls governing financial data and systems. Important
controls include the following:

e Access controls — Ensure strong authentication measures, including multi-factor authentication.
Additionally, limit access to financial systems and sensitive data using role-based access and the
principle of least privilege.

e Encryption — To prevent unauthorized access, encrypt data both in transit and at rest, using up-
to-date encryption methods.
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¢ Retention policies — Stay abreast of the regulations for data retention and destruction that apply
to your financial data. Implement robust information governance strategies that include labeling
of sensitive data to facilitate automated retention and destruction policies.

e Data loss prevention measures — Combine standard security measures with advanced, Al-
powered solutions to prevent data breaches. Standard security practices should include
measures such as encryption and access controls, firewalls, endpoint protection, regular
backups, and disaster recovery plans.

Information and Communication

SOX 404 compliance demands a level of transparency that requires meticulous documentation. From an
IT perspective, this means that IT controls related to financial management must be clearly
documented. These will involve access to and secure storage of critical documents, automated retention
schedules, indexing and searchability, and encryption.

While SOX 404 does not provide a specific list of required security documentation, it does mandate
robust internal security controls. Therefore, documentation can include audit trails and security logs, as
well as documentation of security policies and procedures. Auditors will also look for risk assessment
reports and descriptions of remediation measures taken.

Additionally, employees at all levels should complete regular security awareness training to educate
them on security best practices. Training should also cover SOX requirements and the role employees
play in maintaining compliance.
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Ensure Regular Monitoring

Maintaining SOX compliance entails regular monitoring of security incidents and access logs to assess
the effectiveness of IT controls. Automated compliance monitoring enables compliance teams to track
financial data and provides them with essential tools to reduce risk.

In addition to monitoring internal processes, companies must carefully monitor and manage their
vendors. Any third-party vendors that have access to or manage systems that affect financial reporting

must also demonstrate SOX compliance.
Build a Foundation with Your Business Checklist for SOX 404 Compliance

Remember that this checklist represents a starting point. Individual companies should tailor their
approach to the specific needs and complexities of their organization. They should also consult with
legal and financial advisors to ensure comprehensive compliance with SOX 404.

The compliance experts at Messaging Architects provide essential tools to aid organizations in navigating
the complexities of compliance with SOX and other regulations. For instance, they can help you
implement strategic information governance, automate compliance monitoring, and strengthen
necessary security controls.
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