Sarbanes-Oxley Section 404 Assistance

KPMG Nonaudit Clients

Section 404, Management Assessment of Internal Controls, of the Sarbanes-Oxley Act of 2002

requires management to annually assess the effectiveness of the company’s internal control
over financial reporting, report on the assessment, and subject the assessment to an audit by
the company’s independent auditor. To address these new requirements, CEOs and CFOs need a
process to effectively document, assess, and monitor internal control — typically across multiple
business units, entities, and technology platforms. The challenges are formidable — and the

risks significant.

In designing the process that n
management will follow,

many executives ask

themselves these questions: [

Developing an Internal
Control Evaluation
Process

What type and extent of
documentation are
required?

What is COSO and how
does it apply at the
entity and specific
control levels?

m  What types of
supporting tools and

Your organization’s
management team will need
to plan, execute, and
maintain an internal control
documentation and

m  Where do we start the
evaluation planning
process?

m How will we establish
the scope of the

evaluation capability that
effectively addresses the

requirements of section 404.

The activities described
below provide an example
process that management

evaluation (e.g.,
identifying business
units or locations and
significant controls)?
Does the organization

templates will be
necessary to capture
and maintain
information?

How will findings be
aggregated and

have the capacity and
capability to handle what
is required?

may consider while

T reported throughout the
designing its approach.

organization?

= Will there be enough
time to take corrective
measures before the
financial year-end audit?

Establish internal control evaluation process. Determine significant
controls and locations/business units to be included. Define project

Plan & Scope the Evaluation
] P approach, milestones, timeline, and resources. Launch the project.

Document design of significant conftrols for all significant

Document Controls . . .
2 locations and business units.

Evaluate design and operating effectiveness of internal control

Evaluate Design & Operating
over financial reporting and document results of the evaluation.

Effectiveness

Identify, accumulate, and evaluate design and operating
control deficiencies. Communicate findings and correct

4 Identify & Correct Deficiencies
deficiencies.

Prepare management’s written assertion on the effectiveness of

Report on Internal Control . " . :
internal control over financial reporting.

Prepare for independent auditor to conduct the internal control

6 Audit of Internal Control "
audit.

The information contained herein is of a general nature and is not intended to address the circumstances of any particular individual or entity. Although we endeavor to provide accurate and timely information,
there can be no guarantee that such information is accurate as of the date it is received or that it will continue to be accurate in the future. No one should act upon such information without appropriate
professional advice after a thorough examination of the particular situation.
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How KPMG Can Help

We understand the
significant effort that
your organization will
expend to comply with
section 404. Leveraging
our extensive
background with
internal control, broad
experience with risk
and various industries,
focused methodology,
and proprietary Control
Assessment Template,
KPMG can assist as you
address the uncertainty,
risk, and burden your
organization is facing.

Extensive Background
with Internal Control

KPMG has a long
history of providing
services that focus on
an organization's
financial statements
and internal control
environment.

Broad Experience

Our professionals can
provide the breadth and
depth of experience and
knowledge it takes to
help you implement an
effective internal control
evaluation process.
Steeped in the
regulatory and business
challenges that are

specific to your industry, our
interdisciplinary teams bring
an array of skill sets and
resources to the table —
from risk-based internal and
external audit approaches to
in-depth understanding of
how tax, information risk
management, and forensics
knowledge can enhance the
internal control process.

Focused Methodology

Our methodology guides our
professionals in helping
clients design and implement
their processes for evaluating
internal control over financial
reporting. From initial
planning and documentation
to identifying and correcting
design deficiencies, our
professionals are prepared to
assist your organization in
meeting its objectives.

Control Assessment
Template

Enhanced by KPMG's
knowledge, experience, and
methodology, our Control
Assessment Template
addresses an organization's
need for technology-based
documentation and
assessment capabilities, and
helps enable management to
track progress across the
organization in real time.

Control Assessment Template

Contact Us

To learn more about how
KPMG's Sarbanes-Oxley
Assistance Services team
can help you address the
business and regulatory
challenges of section 404,
please contact your usual
KPMG contact or email us at
cga@kpmg.com.hk
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Identity the controls that manage the risks:
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