Performance Management

Toward
Compliant
Performance
You need to tightly link
enterprise risk management and compliance
initiatives with BPM
principles and practices.
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THE RULES OF THE GAME HAVE
CHANGED. Increasing regulatory pressures
and legal requirements have forced finance
professionals to intensify their focus on internal controls and compliance. But at what
cost? Now there’s a way to assure effective
risk management and compliance programs
and concurrently identify and implement
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operational improvements. The key is to tightly link
enterprise risk management and compliance initiatives
with business process management (BPM) principles and
practices.

not only provide for operational improvements but can
also deliver significantly improved approaches to legal
and regulatory compliance requirements that would
otherwise continue to simply add costs.

COMPLIANCE AND BPM

DRIVERS FOR COMPLIANCE

Since the industrial revolution, the role of finance professionals has been to guide management on achieving business goals while providing protection against negative
events/risks. Over the past decade, the forces of globalization and commoditization have driven an
increasing emphasis on designing business
processes that make an organization more
competitive, lean, flexible, and agile.
Yet most enterprises rely on standard
organizational models based on typical
functional areas or departments such as
operations, sales and marketing, accounting,
and customer service. Their efforts regarding
business process improvements have focused on improving processes within these standard functional areas. Similarly, many companies have attempted to achieve
compliance in the absence of a cross-functional view of
the business in process terms. They continue to see the
business in the context of a departmental view because
that’s how organizations have evolved—with budgets and
financial measures structured along these functional
lines. When organizations implement new controls to
assure compliance within this traditional context, compliance attainment is typically accompanied by significantly
higher operating costs. When controls are designed solely
along traditional functional lines, the added costs for
monitoring and compliance are realized with little offsetting operating benefit to the organization. Higher auditing and information systems costs are typical in this
approach, and opportunities for operational improvements aren’t even considered in such efforts.
More recently, there has been a growing recognition
that the greatest benefits of modern BPM methods accrue
when a cross-functional view of the organization is
adopted along with the primary goal of establishing
processes that provide value to the customer. A large
number of real-world examples have emerged that
demonstrate great benefits in adopting a customercentric, cross-functional view of key processes. Organizations as diverse as Air Products, Caterpillar, and Nokia
have realized impressive operational benefits as a result of
a business process orientation.
The successes found with BPM methods and practices

Major current motivators for examining internal controls
as part of risk management are conditions and obligations based on regulatory requirements and the increasing risks and costs associated with litigation. For public
companies, the Sarbanes-Oxley Act (SOX)
has created an atmosphere in which they
have needed to substantially modify their
practices with respect to internal controls
and methods of compliance. For nonpublic
companies and other organizations, the law
has changed the rules for records retention
and related issues for producing evidence in
litigation. Add in the requirements of the
Health Insurance Portability and Accountability Act of
1996 (HIPPA) for medical records and the already existing regulations for specific industries, and the risk management issues with accompanying costs become a
growing problem for all organizations. The requirements
to develop, document, and test internal controls and the
legal responsibilities for executives to attest to the accuracy of financial statements and transaction records dictate
practices that most corporations (public, private, and
nonprofit) haven’t addressed before.
It has been estimated that the cost of SOX compliance
alone exceeded $6 billion dollars in 2006, and the costs
have continued to rise this year. The high cost of compliance is due to a number of factors, but one of the major
contributors is that most companies haven’t documented
their key cross-functional processes and controls. In the
context of risk management, the goal should be to define
those activities within key processes that represent opportunities to detect and avoid or reduce the negative consequences of undesired actions. Most risk management
efforts should relate to defining and managing internal
controls in both operational and financial practices.
In the absence of specific guidelines for establishing
internal controls, the methods employed by auditing
firms and consultants tend to be to create massive checklists of possibly relevant controls and apply them in ways
that don’t address the key reasons for controls as methods
to regulate known processes. This approach frequently
involves a “shotgun” or “one-size-fits-all” approach to
blanketing companies with control definitions. There are
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frequent examples where controls are implemented that
make little sense for the way a company operates but are
deemed to be important.
Typical examples include lists of controls designed to
protect important data in information systems. A frequent information systems security control listed by
auditors is a requirement to change system access passwords regularly for all employees of a company even
when only a small percentage of employees have access to
the applications that truly need to be protected. First of
all, passwords aren’t effective as controls for
secure access. Second, a password control
applied to all employees regardless of their
job function isn’t based on a detailed understanding of processes involving access to
data that may pose a risk for information
security. Such a blanket control is unnecessary, ineffective, and costly.
Companies should treat controls as activities that monitor the progress of processes and protect
against negative consequences in those activities that create business value. This implies that the details of a company’s value-creating, cross-functional processes must be
understood in order to establish meaningful controls and
assign accountability for compliance.

APPLYING BPM TO COMPLIANCE
Business process management is a disciplined approach
to identify, design, execute, document, monitor, and measure business processes to achieve consistent, targeted
operating results in harmony with an organization’s
strategic goals. BPM typically involves the deliberate and
increasingly technology-aided definition, improvement,
innovation, and management of end-to-end business
processes that create value and drive business performance. The opportunity now exists to use these same
principles and practices to address compliance-related
issues.
BPM involves methods by which an enterprise may
align its business processes with its business strategy,
leading to effective overall company performance
through improvements of specific work activities within a
particular department, across the enterprise, or between
organizations. BPM also recognizes that, in the management of large business processes, control activities need
to be designed to ensure process goals are met and negative consequences are avoided.
Business process management involves a number of
activities that form the foundation for successful compli-

ance efforts whether they are required by laws such as
SOX, required by regulatory agencies, or required by
progressive management teams to compete and win in
their markets. In practice there are five key steps to
applying BPM methods to assure successful and sustainable compliance.

1. Modeling Current Processes
The goal of business process modeling is to develop representations of existing or proposed business processes in
order to understand and communicate the
existing processes and find opportunities
for improving them. This initial stage
involves defining the current, as-is processes
through modeling/mapping in order to gain
an understanding of those cross-functional
processes that make a significant contribution to strategic goals, customer value, and
financial performance. This modeling effort
will include the definition of existing internal controls
within the targeted processes. Although early process
analysis techniques have fostered a better understanding
of processes within current functional areas, the modeling and preliminary analysis of BPM should also concern
the interactions of process activities across organizational
boundaries.
An example is a manufacturer of building supplies that
experienced problems with processing accounts receivables. Customers were deducting payments from invoices
based on returns of merchandise that weren’t credited in
a timely manner. The department processing credits for
returns had an inefficient process, which was causing
delays. They weren’t concerned about the effect of their
actions on processing receivables and the eventual
problems for collections. By modeling a process across
departmental boundaries, everyone recognized the interdependence of activities across these functional areas. A
modified process with performance monitoring and controls was designed to include the credit processing activities as part of an overall cross-functional view of
processes that add value to customers. The revised
processes led to benefits for customers, better collections,
and cost reductions.
The technologies available for business process modeling and analysis (BPMA) include software applications
that support graphical representations and detailed
descriptions of the goals and requirements for the
process.
Process mapping, for example, should be a creative and
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collaborative venture accomplished by management with
input from staff who are responsible for process activities
and tasks. At a fundamental level, any graphics application that allows for charting and describing the flow of
steps taken to complete a process will be useful. Flowcharts may represent steps with actions as labeled boxes
or other symbols, even pictures of objects. Support for
annotations describing the requirements and personnel
roles at each step in a process is important. Of course,
flowcharts may be drawn by hand on a piece of paper,
but simple computer graphics programs provide better
means for editing and distributing the process representation electronically. In addition, modeling activities provide documentation that’s useful for communicating
processes to management, training new employees, and
collaborating with team members, process designers, and
process implementers.
Models can create a common language and terminology across functional business units and promote a common base to reduce redundancy and incompatibility in
dispersed process efforts.
More sophisticated modeling software will provide
additional features for the design and simulation of
processes with the recording of key process metrics to test
alternative approaches. Regardless of the technology used,
the modeling effort must start with executive commitment and involvement. Modeling methods may be facilitated by external consultants working with the leadership
team, but the best strategy is to train internal executives
and staff members to conduct the analysis. The development of internal competence in BPM methods and executive ownership of the enterprise-wide processes will
facilitate a sustainable, continuing improvement program.

2. Analyzing Process Improvement Opportunities
Once the current processes and controls are mapped out,
it’s time to define areas for significant process improvements and controls. Finding these opportunities will
involve understanding the goals of processes and how
they fit the strategic directions of the organization. A disciplined analysis of key processes will be important at this
stage. The analysis will identify areas of inefficiencies,
redundant operations, quality of data and information
resources, existence and effectiveness of controls, performance monitors, roles and responsibilities of employees,
and potential risks.
Companies that have taken a broader approach to
process management find that there are three principal
processes requiring attention: order to cash, new product
30
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or service development, and supply chain. Each of these
large processes has major operating and compliance
implications. Both the order-to-cash process and newproduct-development process are instrumental in delivering products/services of value to customers and have a
significant impact on revenue recognition rules/controls.
The new-product-development and supply chain processes also contain many critical rules/controls around depreciation and expense recognition. The specifics of controls
in these major processes will be dependent on the organization and its operations. In addition, organizations that
document these critical processes are better prepared to
modify processes in reaction to changes in the business
environment.

3. Designing Improved Processes and Controls
Disciplined prioritization is what’s important here. Since
compliance requirements are mandatory, thoughtful
leaders will place these as top priorities, ahead of potential operational improvements. Identifying processes that
are candidates for improvement will be followed by
designing modified or completely new processes with key
controls such as in the example of the modified credit
application cited above. The modeling methods and tools
used to map existing processes may be used to model
improved processes and develop metrics for measuring
process performance. Modeling tools will allow for whatif analyses of various process models to determine the
best set of processes for the organization based on the
performance metrics developed.
The role of automation tools should be considered at
this stage. Automation of workflow within processes,
automated controls through the application of rules and
performance monitors, and management reports on key
performance indicators are only a few of the tools to be
considered at the design stage. Relying on software simply
to catalog internal controls and produce financial reports
without careful analysis and design of processes, controls,
and monitoring metrics will lead to expensive failures.

4. Developing Process Priorities
As stated before, many companies haven’t adopted crossfunctional BPM methods for operational or financial
improvements. Some companies, particularly in the
manufacturing sector, may have engaged in process
improvements in specific areas based on quality management concerns or other factors, but recognition by
senior management of the need to adopt BPM logic and
methods for broad-based improvements hasn’t been the

Table 1: Comparing

Common Approaches

PITFALLS

PROCESS ALTERNATIVES

Reliance on a “checklist” of controls

Define controls based on their functions within cross-functional
processes and contribution to financial statements

Reliance on the analysis of financial controls
for compliance purposes

Combine operational and financial controls within key processes
to maximize value to the organization and control costs

Process analysis and design based on
functional units within the organization

Analyze, design, and implement cross-functional processes that
add value to customers and contribute to financial results

Reliance on process analysis and design
created by functional staff teams

Ownership of high-level process analysis and design by top
executives consistent with enterprise strategic and financial goals

Reliance on compliance software to define
process and control methods

Process activities defined by executive management with
computer applications selected to support these efforts

Reliance on outside consultants and auditors

Develop internal capabilities to create and monitor effective processes for sustainable productivity and compliance efforts

Reliance on auditing after-the-fact
results of controls

Develop real-time monitoring and automation of controls to
adjust processes and reduce costs

case in many organizations.
In companies where executive leadership hasn’t adopted an enterprise-wide BPM strategy, the financial professional with shared responsibilities for compliance
requirements and cost controls has the opportunity to
use the high-profile motivation created by increasing regulatory and legal risk to create an atmosphere for developing process improvement and control strategies.
Setting a high priority for processes improvements that
are necessary for sustainable and affordable compliance
efforts can create the drivers for establishing BPM logic
and methodologies across the organization. (See the article “It’s Time to Change” by Andrew Spanyi in the October 2006 issue of Strategic Finance for more on this.)
One successful strategy is to start with those processes
that lead to the reporting of financial statements. Significant line items in financial statements are the result of a
set of processes creating the information used in the
statements. The controls embedded in the processes
necessary to verify the accuracy and timeliness of the
financial data are part of the process analysis and
improvement methods. Processes such as order-to-cash
and procurement-to-payment are critical to compliance
and represent cross-functional processes. A useful strategy is to reverse engineer or track back through the
processes that lead to the financial statements to determine areas for process improvements, measure financial
performance, and develop the necessary controls for sustainable compliance methods.

For example, items in the financial statements reporting income from operations are based on processes that
involve the collection and posting of revenues. Detailing
the processes that contribute to income reporting will
reveal opportunities for improvements and areas of risk
that demand strong controls. A problem area for many
companies is to establish proper revenue recognition
processes and controls that will eventually influence the
reporting of income. The lack of detailed understanding
of these processes may lead to inaccurate reporting.

5. Implementing the Improved Processes
Once the analysis and design of process improvements
have been accomplished, implementation of the improved
processes is the next step. As with any major project, the
success of implementing new or improved processes will
be greatly dependent on senior management sponsorship,
available resources, effective change management, staff
training and cooperation, and the adoption of tools and
methods to ease the implementation. Starting with those
processes that will have a measurable impact on highpriority compliance areas such as SOX will take advantage
of management motivators such as potential cost savings
and sustainable compliance methods.
Companies that take a long-term approach to compliance and look toward process and control automation
methods will probably consider software to automate a
number of the activities involved in documenting, monitoring, and reporting internal controls and compliance
December 2007
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activities. One alternative is to adopt software designed
specifically for compliance activities. As a more generally
useful alternative, there are a number of advantages of
adopting software suites developed to automate a number
of BPM-related activities from analysis to implementations and ongoing monitoring. The applications included
in the major BPM suites are applicable to broad-based
and continuing enterprise process improvements as well
as compliance activities.
If designed and deployed properly, these applications
will automate many important controls at the time of a
financial transaction or event rather than waiting for an
audit to discover if a control was effective. Adoption of
BPM software with workflow will automate control
processes such as sending financial reports to authorized
personnel for immediate auditing and sign-off. Although
BPM software will support operating processes and goals
as well as compliance, if processes aren’t optimized to
produce the most efficient results, then automating poor
processes and controls won’t produce improvements but
will just add to an already costly compliance effort.

INSTITUTIONALIZE BPM EFFORTS
Organizations need to develop internal competencies for
compliance instead of relying heavily on external
resources. As we outlined, the activities that are necessary
to address process management should be the domain of
an organization’s management and employees. Although
external resources may be useful in establishing appropriate programs, the continuing accountability and ownership of processes can only be achieved by internal
resources. For decades, auditing professionals have
emphasized the “tone at the top” and the responsibility of
senior executives for risk mitigation with internal controls. Using process management methods to develop
internal controls will provide the necessary internal competencies to sustain compliance efforts and will result in
more sustainable operating improvements.
The key to long-term success in any compliance and
business productivity effort is to start as early as possible
with the analysis, improvement, and automation of
processes and controls with real-time monitoring of control activities rather than waiting for an after-the-fact
audit. Companies need a method of compliance based on
assigning accountability for controls within the context of
well-defined processes and the continuing measurement
of control activities. The continuous monitoring of control metrics and real-time accountability represents a true
shift from auditing after-the-fact to real-time monitoring
32
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and event-driven interventions.
BPM methods may be applied to any organization—
public or private, for profit and not-for-profit—to create
improvements in business processes, fraud detection,
compliance, and general risk mitigation. Certainly, the
requirements of SOX applied to public enterprises and
the consequences of compliance failures are substantial
motivators, but a number of nonpublic organizations are
taking seriously many of the principles addressed by the
law. BPM methods may be applied to realize substantial
operating improvements, increased agility, and better
methods of achieving compliance (at lower cost) for
many organizations. Table 1 provides a comparison of
common approaches that should be avoided (pitfalls) and
more desirable approaches that follow BPM principles.

SUSTAINABLE BPM AND COMPLIANCE
We have argued that the way to assure compliance and
concurrently identify and implement operational
improvements is by tightly linking the enterprise compliance initiative with business process management principles and practices. By doing this, organizations can focus
on compliance issues and realize operational improvements that can offset the costs of implementing needed
controls. Controlling the high costs of compliance using
these methods is a solid, immediate goal, but the adoption of BPM methods isn’t a “once-and-done” effort. The
best process designs and internal control structures won’t
have lasting effects unless executive leadership views these
efforts as continuing activities that strive to continually
foster enterprise-wide process and compliance improvements with accountability and incentives applied
throughout the organization. Financial professionals
within an organization are in a strong position to take the
lead in fostering changes toward these principles and
practices in today’s atmosphere of compliance, risk mitigation, and high costs of other approaches. ■
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