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near. Ms.Morris 

Rc: Fitc Numhcr 57-2446, ~Marin#r~neirl$ Control Over FinancialRepurtingReport or! i#~lcrnal 

We apprrcixte the opportunity to 1-espund to tlie Sctiuritics stlcl Exd~ange Cnmmissioi~'~ (SEC) prupuscd 
irlteipretiur: giridi~nu: Mri~~rrg.un!crtl'sRc/)orl on Irrte~ffalConlrol 01,c.r Finimt:icrl fi(!l,orling (proposed 
interpretive guidance). We are a~ppultivt: uf thr: conccpt of hrtviag management evaluate iind repurl un 
r l~e effmtive~lcss uflntemul Corrkols ovcr Financial Rel~olti~~g (I(:t;I<) each y u r  and support the SDC's 
attempts to irnprovc the cmcicncy and effecti\*enms of mailagcmmnt's arm~ral evaluation of intenin1 
cori~ols.We believe this principals-hased pn)poscd intqrctivc guidauce will help inanagement 111ovc 
away from its existing reliance on the a~~diting standards for pidance i n  irnplt.manling mam~gw~lcrlt's 
evillualiunuf ICFR, 

Wheil considel-ing this inte~ymtive geidancc, ivc uho~rld b a r  in mind that the Sarha~~cs-C>xley Acl was 
crcatrxl inrcsponsc to A tlutuber of significant. frauds that had r~wumdrclating lo financial reporting. The 
activities that promulgated the Era~~dulmtreporting were olrcheqtratad hy very seainiur mmulbws O C  
m ~ i x ~ g t m tand had lilrlc rcicvance to transaction-level coiltruls. Huwcvcr, boll) n~anagement's an~lunl 
nsswsrnent and the extellla1 auditor's annual cvaluatior~ of IITR currently focrts sipificanl ~CSO~JKCS011 

transacriomtl-l~v~lcontrots. Fraudulesl tinancial reporting uf a malerial ~iatuuc will normally involve the 
'nowirlg a~lprnval and active involveinmt ol'cxcc~ilivc mariageine~il. Tllei-efo~a, given thr: gcnwis uol'IJrc 
Act, we would GxpGtir illat 'esscssnients would focus 011 the puten1i:nlihl mcaw of fraudulent financial 
r~porling. ir~cluding siggiifica~~t tinnsactions such as late or unusual jounlal eritries, improper related-piuty 
transoctions, and over-riding LIT cxisling rcporls and tinancial data wliich are not ruutincly t lc twl~l  by 
tm~siictiont~l-lcvclcontwls. 

While a risk-baud approach will focrls management of the k ~ yfinaucial reporting risks, we would also 
cxpcct. thnt the annual evnluntion of ICFR will move away from its current fc~cus oil Lmnsaclional-lcvcl 
controls am1 prupcrly roclis on company-level co~~txuls. Wc would expect the external aridit focus lo 
follow. 'I'liis focus oil co~npiuy-lavcl conlrols should liwe a direct li~rknge !r.u1-tx111cLiormUI lllc nuniber o f  
ti-ansactiuisal-lcvtil co~itmls h a t  need to he evaluated. Wc do nu1 bclicvc the proposed intei-pr-etive 
guidallcc tlinkes tius point strongly enough. As Lhis cunccpl is somnvlirtt abstmct, we strimgly urgc thti 
SEC to pmvide meaninghl examples of how clfcctivc company-level cuiitnils Gin ilixc~ly rcducc or 
eliminate tians;icti(n~~l-le\~elconk01 asscssnicnt. 
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Whilc this prupuscd intcrplctivc guidance helps to clarify a top dnwn, risk based iippl-ua~h, WG wnliiiuc to 
hnve significant reservatinns allout the i~ltm-rclnliunslup 01 lhc SEC:'s pidmce for tlmnageu>ent and the 
prupusal ;ludir yuiiktticc i s s r ~ ~ l  ;~sscssillcnlol'by t11c PCAOTI. While distinctly sel1aratiilg m;mng~rn~~~!'s 
ICFR tivm that ot-the extelnnl auditor makes sense, we boIiwo 11utrcgislra~~ts divergewhosc cvaluatio~is 
siwificntltly f iun thr: spproach u1 lhcu cxtnrla1 auditor will cnuse theit external auditor to incrtxisc t h  
allloen1 ol'documcmation they need to create. IIaving spent seve~;ll yeats cmiliny a alrmtillitictl approacll 
I>ycoordinating with the extenml ;ludilurs, tvc waulrl bc cot~ccrt~cd if the proposed yidance led to twu 
d i h i n y  wal~cat io~~ procuscs. 

'l'he proposed interpt-etive guidance ; ~ t ~ w p t s  lirtd ways to icssc~l the documelltation hm.den of lu 

~.egistrailts, indici~tiiig that existing docunlcntalion such as policies and procedures ~nanuals, C L I ~ ~ U T R L G  
politics, daily maosga,nllent activities, etc. cnn he used to evidence the sEwlivmcss orICFR. Whilc t l ~ y  
are llelpfitl, il l  our view the only way lo ciury orll an cllicctivc evaluation and pmvide the Chief Hxecutive 
OCliccr a d  ChicTFuwncinl Olliccr with the appropriately documented suppoit ~ieedad Iu sign Lhr:various 
sttestntinns ~ ~ q u i r e d  widel. the Snrbms Kegulations is to Iillly dncun~cnt atid rsscrr all key processes 
idelltitied by n risk assessment. EVW ir nwmgmcnl concludes illst they can reduce their level of 
doctintcntal.ion, rrxlert~al auditors u2ill still require properly docl~rnwlted prows.~ flows and widci~ced'all 
in scope coln~nls as part of thcir ovalt~aliun. As i j  ruuh, we do not see tl~is interpretive jyidance allorviilg 
Inanagcnmml 10 sigl~ifical~tly retluind LO support bollr tnai~sgetnent'sreduce the levels of docume~~~atioll 
attestatio~s and the auditor's opiniun. 

1t1 Appe~~dix A, we have irlcluded our rwponsm tu thc spcciflc yuesliolls posed in the proposed 
iiltel-pretive guidance. We wul~ldbc plMscd LO discuss our comtllents nnd tn answer ally question! tlml 
the SEC slatl'or thc Cor~lrnission Inn). Ilnve. 
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Appendix A 

I. 	 Il'ill the propoacd ~cridcurce he lielpfrrrl tn wranageniunt irr curfiplcting its on~iufll o~ahnrin~r 
prucess? Dues theprupusd gt~idanec allow jhr wiarragenio~it to cowdrtct ciii rflcierrf n~rd efli!~-/iive 
awlrrmfunl 

For the mnst part, it appea~-s Ihdt  this guidmcc is !onn?liziag 	 and ideas illrmcly a number of co~~cepts 
pi11Curwarti by l l~c SEC followiog the pant two roul~dtnbles and rhus in our opiniotl docs not contain 
any significant new concepts. It docs pmvidc niorc elnlty to the Sl';C:'s idea of a top down, risk-
Inned approah wliich ]nay hclp rcgislrards ~nignte fiom their current evaluation prurnss. Howc\cr, 
wc bclicvt: 1lm1 ~niovingio a top down, visk-l)nsed sppivach i1s hid uirl i11 I ~ A Cproposed interpretive 
guidatac will hc time mn~uming nnd costly lo registrants so niarly m~ycliose to lnaintain their 
existing process, [laving invested subslailtial amou~its of time and effoll over the last several yubi-s. 

2. Are thereparticulvr urea$ ivI/hirr ihcpropnscd intcrpr.ctiw giridnlrce rvlrerefiirffrer clnrr$?t!aliorr is 
needed? i f j ~ c ~ ,  clnrifica$ioi# is necessary? ~vliol 

Although thel-t. has bcm signifi~nnl rckrmcc to use of rink aqsessments to define ihr: scope ul' An 
orga1u7~tion's internal cont~nl efforts, specific exalnpllfr or nlodcls have not heen provided as 
pidance for urgalliratiuns lo follorv. 

3. Are there ~spects uf miruug~n~ent's arrrrual cvuluatiun proces.v that lruve iiut bctn nddrcrsed by tho 
proposcd i~lcr.urctiwatridoarrce that col~~ii~eritatu,r - - belitve should be addrc.s.sed IIJ~tlie Coluw~issius? 
If'sn, ~vhat nre fhnse "reus ~ n d  what typvpt?qf'guidance wnuldhe beneficinl? 

Wu belicvt: he kc? aspects of manageinent's annuaI evelt~aliun proccss are nddre~aedhy this 
proposwi i nterplttive guidance. 

4. Ilu flrr topica addrtsscd in the existing sfnf)rgrrida~rcr (MUJJ2005 StuJY (;Hidunce oisd Frequefrf<v 
Asketl Quav/ionv (revised October 6, 2004)) confirirro to he r.eicrwnt or should siich grtidanncc bc 
rrfrrrc:teil? If JVS, wwlritrh tapirs slrnrifd bo kept or retrurr:ted? 

Wc bclicvc t11ckcy topics ~ l d ~ x s s e d  	 could bc retracted.in the existing slaKguidal~cc 

5. Will ihc prupuacd guicluncc require u~inecessa~y clia~yes fu evulrrufionproces.ser that cnmn]~anies 
have nlrendy &~taldi~hed? Ifyes,plense cle~cribe 

In our view, the proposed u~ltorprctivc guidance could cause ~nany regist1;lllts LU nmkc i~nolhcr simble 
invustmncnl lu curkv~~[ l h c u  current. assessment pmcssssas, ilul w u o  builr Xrotn the bottom up, to a to]> 
dninwn risk-h-hared appmaa~h.Our expcricncc and ohsetvatio~ls have been t h ~ 1rcgislmnts 11we nnt 
gcn~mllybccn cff.'kctiveat exl>licitly idei~tifying risk as it rcltllcs to frl~anciul reporting so ihc yuirlxtiol: 
sllould conti~iue tn push ragislritnls lo carry out a more effective ~ i s k  bascd approach. A properly 
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6. 

7, 

8. 

implcnmlcd lop down, risk bascd appiwch uuill take a si~ificenl  investmcnl to idculify the 
appropriate rigks and related controls that illust be axccuterl and ~locumcr~tcdby pcople wit11 the 
necsssaly skills and exywtisa tu du this cCTocliveiy and tlus will likely fall more on Internal Ar~dit 
shifl"a~ld dcdicaterl fimtlcial cotnpliance staffs. It will also requiw re-ducumcnling 11la1ly ~ ~ ~ ~ i l m l s  and 
evaluation 11I~ns as ilerv or diffeient cullti-01s 81-c irlcntilicd it1 thc ncw risk-basmi model. Ilnwever, in 
tfic lotig lcrm rvc bclicvc this approach is essential to ensuring a wsl  urfcdjvc process that 
ncco~~~~>lishestlie stated objectives. 

Considwing the PCAOB'x pvopnscd IIEV, fluditing sia~ldards, An Arrilit of irtti?r!!al CnnrrVnI Over 
Financial Reporting tlraf is It~tegrated with un Ar~iIit uf Fitiuncirrl Statet~~errt.s nird Cnnsidcririg niid 
Ubi~lfi the Work of rnerx In 11rr Airdit, arc there ar?y arcas nf inconrpfltilrili~ tliuf limit the 
eflec:tivmessur ej'it:irnc)*uf nrr cvaluntion cmtducted in accordmnce with theprupused grdida~tec? 
Ifso, whnr nuc ihnsc i7ron.v and Irnw ivo~rldyuupropose to rewlve flte i~rcon~ptrlihilityY 

While this proposed interpretive guidance helps: lo clarify a top down, risk hnsed apprwch, wo 
cuntinuc lo have signiliutnk rcswvelions about the inter-relationship of tn;lnagcin~~lt's guiclnticc and 
the pmpaed audit guidance. While distinctly s~paralulg mnnngctncnf's ussessnletlt of ICI'R finln tllat 
of tht: t ix tmal  a~~ililormakcu scnse, wc believe that registrants whosc cvalui~lio~lsdivcrgc 
sigaificantly fmtv the approach of their extenlill audilor will ciir~sc il~cir external nmditor to increase 
the a~nouilt of work t l q  carry out. Thc cpality of a ~tgistrant's evnluatini~s process, thu lmtltnity alul 
cL~ccrivcncssof its 111oo1tor11yprocesses and the quality and objectivily oC tllc individual's canying 
out management's assecsment will continue tu have an impact 011 lhc cxterr~al auditor's evaluation 
pocnqs and will lm\,e n sigiufimnt iimpacb on ihc arnoutlt of work petformed by the auditor. 

Are flrcrc uny rlefinitiutrs lnclrrded in rl~e propavcd interpr.ctivc ~uidaricethirt rrre cunfudng vr 
ino]~prnpriafennd hnw 1vo111d.vo11 su identified?change t/re defiizitiun~. 

None. 

fV;U fIia pri;dat~ce fnr disclos~rres nbout rtrateriul wuksrsscs resrrll in cgflicic~tf infor~nrrfin~r to 
inve~tursund if nut, hoiv wuldyou chn~rpo fie guidance? 

Wc believe the guidanoe for disclosures nbout mrtarinl wca!u~cscsucs will result in sufficient 
intbrmation to investoir;. We a p e  ih;~l iCu rcgslranl idcrltifics a nlaterial weakness in ICW, the 
i~lvlvesturis cnti~lul to untlcrsla~l(l thc nature of the deficiency, lrow pervasive it is, ila polwtntial impact 
and plans for remediation. 
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9. 	 Shuuld rhc puidn,rce he iss14edus urr inierprc!ario~tor slzoirld it, or arty purl, bc codi/icd us n 
C.hnrnr issio~trirlc? 

We see 110 rml bmcii t  IU codi~it~f id~isguidance as a Culnnlissial rulc utul thus l~elievethe g~tiktnw 
should be issud as a11ititerpretation. l'he Sarbilllas 404 rules arc sufticie~~tenough end t I x  11ccd was 
lor Inom tlexihle guidance to assist in implcmcnrit~gthe existi~ig mles. 

10. Are tlrere nnp cotrs+d~rrrliurrsU R ~ ~ U Oto rlre cvnluatio~r of ICFR by 18 furcix#i prmivoie issun lknt 
shuulrl b<!urlJrcs.v~din 1118 guidance? g y s ,  whut arc the'$*? 

As our Cno~pn~ly 	 foris an accelerated film, wc have no expelietlce~vilhp o l d i a l  eor~viderations 

foreignlxiwteissum. 



