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Introduction

Welcome to Sarbanes-Oxley For Dummies, 2nd Edition. Whether you're

a CEO or CFO, governance officer, CPA, manager, entrepreneur, file
clerk, or cleric, this book is for you. It’s designed to tell you where you fit into
the grand scheme of corporate compliance and why you’re being asked to do
what you do by your board of directors, banker, customers, and clients.

Having the big picture straight in your mind helps ensure that you won’t lose
track of the minutiae and details that accompany the sweeping piece of legis-
lation that is Sarbanes-Oxley, whether you're gearing up for initial compliance
or attempting to streamline in subsequent years. If you're part of a private
company or not-for-profit, I offer special congratulations to you. After all,
you're savvy enough to know that Sarbanes-Oxley is here to stay and that it’s
becoming the gold standard for fair, ethical, and efficient business practices
(whether you’re obligated to comply or not).

About This Book

The Sarbanes-Oxley Act, or SOX as it’s affectionately called in the world of
corporate governance, is a responsive piece of legislation. Like the securities
laws passed in the 1930s, SOX was passed in response to a real crisis and to
genuine public outrage. It sailed through Congress on a wave of bipartisan
support surprisingly free of lobbying and loophole legislating. Instead,
Congress left the details to the Securities and Exchange Commission (SEC)
and the newly created Public Company Accounting Oversight Board (PCAOB).
This book walks you through SOX’s rather piecemeal rules and pronounce-
ments and gives you a sense of how to anticipate future trends and traps in
this area of the law.

The goal of Sarbanes-Oxley For Dummies, 2nd Edition, is to give you a heli-
copter view of the regulatory terrain while helping you focus a beam on the
key details of the legislation. This book is intended to give you a sophisti-
cated understanding of the purpose and structure of the legislation as it
affects many disciplines and areas of the law. This book is sure to empower
you with the level of insight you need for practical, cost-effective decision-
making. It will assist you with the following:

+ Understanding why SOX was passed: Looking at the kind of conduct
SOX was intended to combat can help you create meaningful standards
for the company with which you work or are affiliated.
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v Instituting cost-effective compliance with SOX: This book’s practical
view of the legislation can keep you from becoming bogged down in
regulatory details and allowing lawyers and accountants to go off on
expensive tangents that have little to do with the essence of SOX.

v Finding answers on specific SOX issues: This book explains how and
where to find SEC rules and pronouncements that are critical to imple-
mentation of SOX and translates those rules into plain English.

v~ Avoiding lawsuits and regulatory actions: This book, although not
intended to be a substitute for a good securities lawyer or a CPA, takes
a hard look at who gets sued under SOX and how you can avoid having
your company or yourself added to the list of litigants.

v Anticipating future rules and trends: SEC rules and PCAOB pronounce-
ments under SOX continue to be issued with regularity. But with a com-
prehensive understanding of what the law is designed to do, you’ll be
less surprised by what’s ultimately issued.

Conventions Used in This Book

It’s unfortunate, but understanding SOX means that you're going to run into
lots of legal jargon and accounting minutiae. To give you a jump start, I define
some legal and accounting terms in this book and use italic font to make such
terms stand out a bit. I also use boldfaced words to highlight key words in
bulleted lists and numbered steps. Monofont indicates Web addresses, which
I refer to often.

When this book was printed, some Web addresses may have needed to break
across two lines of text. If that happened, rest assured that we haven’t put in
any extra characters (such as hyphens) to indicate the break. So, when using
one of these Web addresses, just type in exactly what you see in this book,
pretending as if the line break doesn’t exist.

What You're Not to Read

[ occasionally wander off-topic to discuss something historical, technical, or
interesting (or, at least, interesting to me!). In these instances, I set the dis-
cussions apart by placing them in sidebars, which are the gray boxes you'’ll
see from time to time throughout the book. Because the text in sidebars is
nonessential, feel free to skip it if it doesn’t interest you.
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Foolish Assumptions

When writing this book, I had to make a few assumptions about who my read-
ers would be and what kind of information they’d be looking for. This section
explains those assumptions. For example, | assume you want to understand
the Sarbanes-Oxley Act in a way you can’t achieve by suffering through the
80-some pages of the statute and 1,000 or so pages of related congressional
hearings. You want to make sure you have a handle on the important aspects
of the legislation, how it affects you and your company, and how companies
can comply most cost-effectively.

Additionally, if you're a service provider such as a lawyer or CPA, I assume
that you're looking for insight into the following tasks — insights you would
glean from the legal and accounting professionals involved in writing this
book (whose credentials and accomplishments are listed on the acknowledg-
ments page):

v Recognizing and creating a legally effective, fully compliant corporate
governance framework

v Determining what aspects of SOX apply to your company or should be
voluntarily adopted by your company (whether it’s publicly traded,
privately held, or not-for-profit)

v Managing and streamlining Section 404 compliance as well as seizing
opportunities and benefiting from information resulting from the
unprecedented testing and documentation of business processes all
across the United States

v Interpreting media accounts, court cases, and economic projections
involving SOX

How This Book Is Organized

Sarbanes-Oxley is an extremely broad piece of legislation, spanning legal,
accounting, and information technology disciplines, so this book is chock-full
of information. But not to worry: The index and table of contents will help
you find your way. The chapters in this book treat each topic independently
without assuming you’ve read previous chapters (as a textbook might), so
you can use them as references and jump around to find what you need. This
book is divided into six parts, which I explain in the following sections.
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Part I: The Scene Before and After SOX

This part of the book starts at the beginning, explaining why SOX was passed
and taking you on a tabloid tour of the corporate scandals that inspired it —
Enron, WorldCom, Adelphia, Global Crossing, and more. These chapters
shock you with tales of greed and manipulation and walk you section-by-
section through the legislation, explaining what each provision is intended
to accomplish.

Part [I: SOX in the City:
Meeting New Standards

The chapters in this part spell out who's affected by which provisions. You
find out why the accounting profession is no longer self-regulating, and
you'’re introduced to the new audit ambience that SOX provides. You also get
a good look at what SOX means for management, including what’s expected
of boards and the committees formed under their direction.

Part I11: Scaling Down Section 404

SOX Section 404 is a big enough deal to warrant its own part in this book.
These chapters take you by the hand and guide you through the dreaded
Section 404 audit process. They tell you how to manage a Section 404 project
and when and how to cut compliance costs without cutting corners.

Part IU: SOX for Techies

This part is all about software. It explains how software can help you comply
with SOX and what to look for when investing in information technology to
carry out SOX objectives. These chapters show you some of the more cost-
effective products on the market and suggest particularly useful systems for
small to mid-size companies.

Part U: To SOX-finity and Beyond

This part looks at the future of SOX and corporate governance. These chap-
ters take you into the courtroom to see who’s getting sued under SOX and
what the outcomes are. This part also looks at what SOX means for out-
sourced services and service providers and explains when special SAS 70
reports are required (as well as when they aren’t).



