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Ms. Nancy M Morris, Secretary 
U.S. Sec;ri:ies and Exchange Commission 
300 F Street NW 
Wash;"g?c-, C.C. 20549-7090 

Reference: File Number 57-24-06; Pioposed Rdie: 
Rlanagement's Report on internal Control Over Financial Reportirg 

Dear Ids. Morris: 

W e  thank you for the opportunity to provide our perspeclives on the US.Secdrities and Exchange Commission's (the 
"Commission") proposed iuie, Management's Reporl on internal Control Over Financal Reporting (Wopased Ru!e"). As 
we  mentioned in our giior Fesponse :o File #S7-1 T-06, we believe that Section 404 oithe SarSenes-Oxiey Act has 
proven to oe beneficial and ras positively :mpacteo the financia! reporting quality of many companies including Sprint 
Nextel Corporation ("Sprint Nexte!;' or the "Com1;any"). We tunher believe rhat providing addilional guidance regarding 
management's internal control assessment process wi:i be useiui in helping managernen? structure its process to 
appropriately balance efiectiveness witn efficiency. 

We beiieve the Proposed Rule, taken togeiher witn the Public Cornpzny Accounting Oversight Board's CPCAOB 
proposed Auditi-g S'ardaid, An Audit of hternal Con~ral Over Financial Reporling that is integrated bwith an Audit of 
Financial Staiemen!~ ("Proposed Standard), will likely result in a reduction of totai compliance effons with the extent of 
any reduction varying depenaing on each issuer's circumstances. As a large accelerated fiier, over tne last tlree years 
we  have continued to optimize our compilance efforts through experience and by bti!izing the Commission's May 2005 
staff guidance and Frequentiy Asked Q-esrions (revised October 6, 2004j. We would. howeveri anticipate a cost 
redudion :ram our ;mplementation of the Proposed Rdle to :he exient we are ahie to successfully implemect the top- 
down, risk-oased approach and other concepts embedded therein. 

We ask that the Comm;ss.on provide examples to iliustrate cenaln key concepts in the Proposed Rule, We believe that 
the addition o i s ~ c n  examples i.iiil help us interpret the concepts i r  the stanaard, as has been the case w~th tne 
appefidices to Auditing Standard No. 2. We beiieve :ha: the proposed gbidance ;s appropriately based on the 
anicuiatioc of broad principles, In our opnion, providing adltiona! exampies ,#ill no! be perceived as contrary to a 
princi3ies based approach, mtker they will provide a vehicle to relate and ippiy :he guidance to an :ndividuai's facis and 
circumstances. We also ask tne Commission to conform :he termino!ogy and approach in the Proposed Rcie lo the 
Proposed Standard. To ?he extent there continue to be significant differenws between the Wo iu!es, we believe that it 
bvili be diRicuit for us to i~ i i ly  ieveraQe!he concepts in the Proposec Rule. We snare with you our comments owhe areas 
tha! u'e believe requare iulhe: ciariiica:ion in the paiagmphs below. 

Risk Based Approach and Entity Level Controls 

We sel!eue that the Conrn:ss,on sho,id provide hcher data,! and ~l:ustrat!veexamples regardins low to !mplemelr a 
risk-based apprcach. Spec,fic gdidance :e~ardlng how rnazasement can reduce res:lzi: acd create e:flc~ency in 
~n"rent!y low risk areas is lecessay to implement i"7 concepts in rhe Proposed Rule. For exarnpe, when would 
ceriain processes (eg. payroil) be a caraidate for reduced or even mtat:onzl tesnlg? Our clrrent :nie:pietar,on is tha! 
:he Proposed Rule wo;lc cot aiicw for pure I-otationi! testins; howeve?, ice koposed Rdle does appear lo jerrmii 
reduceit resticg IR certain circumstances, sucr as ihmitins testlng to desigr eiiectveness: which .vf;Detieve to be 
mcceptually aaproprrate. 



We also believe that the Commission should provide specific gdidance anc examples of areas w%re managemen? can 
rely on entity level con:rols to reduce testins a: the ousiness process ievei, We respectfiiliy submit :ha: there may noi be 
a clear mefnod to directly address tne elceciiueness of process level controls thm;gh entiiy level con!ro!s; howe'iei. 
perhaps when ;?e effectiveness of entity level mnirois is substanila!ed :hrwagh testlog, the rer;ii:red lwei of ap3ritir:S 
efiectii*eness?esiing of process mnirois cod@ i-ie reduced. For example, if a company has severa! process ievel 
conzrols designed to mitigaie the r!sk of t h e h f  high voibme, low doiiar iterns, wcuid it be aparopriete to reduce the 
testins of operating efiediveness of these conimis if we tested the related controls in the controi ervimnmen? and risk 
assessment areas and have deemed then io be ewerive? 

Interaction between Management arid the External Auditor 

We beiieve that it is crirical to align the concepts and terms in the Proposed Rule to the Proposed Sta~dard. I: 
management uses greater iatil~de and judgment under t i e  Proposed Rule, 2 potential gap between management's 
assessment process and the external audit methodology will inevitably be created. For example, there wili iikely be 
differences in tne types of controls that are in sco>e, the leve! of design effectiveness and operating effectiveness 
testing, as well as in tne supporting documectation. These presumably unintended differences may lead to new 
itleiiiciencies ~vhlch muld lead to h:gher external aud:t fees if auditors are unabie to rely on certair aspeo5.s of 
macagement's process. 

Materiality and the Evaluation of Control Deficiencies 

We believe the Proposed Rule needs additional ciarity regarding materiality. Specificoily, additional cornmentar? 
regarding restatements of previousiy issued financial Statements would be useful. For example, when a deficiency in a 
controi resiits ii: a m1ss:aiement that is immateria! in awj given year; however, aggregates to a mteria! adjustment to be 
made in a singie year and is detected by managemen:'s conirols a! year-end. does a material weakness exist? 

LVe also note that as the internal controi reiated rilles and reguiations have evolved, scopins matertality and assessmeni 
materia:ity have remained reiatveiy consistent with one another, which we believe to be conceptually ap2ropriate. 'We 
point out that !his is not the case when assessing iinarcia! statement errors from a substaGti'de viesvpoin: according to 
SEC rules, where assessmen: materiaiity can be dramatically different than scoping materiality. It would be helpful ifthe 
StaR provided guidance to reconbie these views as this difference may create inconsistencies between evaluating 
con!rol deficiencies and evaloating relared substanrive errow. 

in addition, there is orie notable inconsistency oetween the Proposed Rule and rile Proposed Standard in the dlscusslon 
of strong indicators of a Material 'Weakness. The Poposed Role does not irdude one of !he indicators listed In rhe 
Proposed Standard. SpeciCcaily, the Proposed Sandard icc!udes an ineffective lrternai audit function or risk 
assessment function at a company for ,which such a fbnciion needs :o be e%ed;ve fa: ine company ro nave an effealve 
monitoring or risk assessment component. 

Flnaiiy. pursuant :o Rules :3a-$4 and !5d-t4 of the Securities Exchange Act of 3934, management 6 required to 
disclose all significant deiiciencles to ?lie acdi:ors end 'o tne audi! committee of the soard of directors. The Proposed 
Rule is nor consistent .with or does not clearly define a s~gn;ficact deficiency wi-en compared to me Proposed Standard. 
In wntras!, the Proposed Standard discusses !he term "significant," it de-ices *slgnifican:" as "less than rnater:al yet 
:mportznt ecobgn lo merr! adention Sy those responsible fo: overslg" of the campany's fiiianc~al repofiing." it wobid be 
helpfui to not only aiign this discussion letvieen the two standards, but to fufiher clarrfy me terminolog,~. Speaficaiiy, 15 I! 
the co?lmission's Inten! tc specify a different quactitarie :r;eshola :ran (nit which is comn-on'y used Ir pradics wner 
determini?$ wha: is s~gniicant? 

IT General Contro!~ 

0:i cam?any uses r i a  Comm~dee of Spocscr!fl~ Organ.za?ions o i  ine Treadway Corn.-issior (COSO) as an overas: 
fwrnework. Ho:~ever, since COSO provldes Ihrnited gu,dacce regarding ;nforma:ion rechnoio(;y risk ard ionirols, we. 



like many cornpafiles, halie gravitated to lnformat~on Technolo~y Governance institute's (ITGI's) !T Control Objectives for 
Sarbanes-Oxley. As we sta:eb in our response to 'iie dS7-1 i-06,a standard control objective framework for IT general 
controls shodid be established. Tne Wo 2aragrapns on pages 27 and 28 o i  the Prooosed Ruie do no1 ~rovide suficienr 
guidance In oar vieinj. At a Tinim~rn,a reference :o !he I iG l  guicance rvsiid be ke!pfu:. Addiiiona!ly, 3s discmsed on 
page 25 of the Proposed Ruie . IT General Controls ordirariiy do rot dlrec:ly prevent or aetec?a ?-a!erial m~sstatemect in 
the finacc~ai statements. The iacK of clear gdidance and the acknowledgement :la: :here is less direct risk to materiai 
misstatement ro the financia! s!atenents leaves IT Generai Controls a prominent area where cosr to corrpiy poiertiaiiy 
ourweighs the benefit. While we appreciate the role of IT General Controa in internal coniro! over financial reporting, this 
is an area where addi:ional guieance that appropriately exp!ores ways to reduce the eveis of assurance and scope 
based on risk is necessary. 

Evideniial Matter 

The Proposed Ruie indicates tnat the nature of evidential matter may be varied based on risk. Once again, rhis is an 
area where illustr8iive exampies wouid help guide management. The only example prwided relates to smailer 
companies and refers to Yaiiy interaction with controis" providing a basis for assessment. Please provide an example 
for large iiiers. Suck Guidance wiil be padicularly helpfi;! due lo the documentation standara currently required by 
PCAOB for external audits. 

We encourage :he Commission to release the new assessment guioance as early in 2007 as possible so that we can 
fully utilize these concepts in our 2007 compliance effor?s. We thank the Stafi for tneir efforts on rhis project. Please call 
if you have questions regarding our views. 

Senior Vice President and Contro,ler 
Sprint Nextel Corporarion 


