Lord&Benoit||||

Shining Light on Section 404 Compliance

Lord&Benoit|||| l

Shining Light on Section 404 Compliance




President and Director of SOX Research at Lord & Benoit - a SOX consulting firm specializing in
smaller public companies

Serves on COSO Monitoring Project Taskforce

Has served on the AICPA Peer Review Acceptance Board for 10 years

Peer Reviewed the quality of over 100 CPA firms in past 17 years

Author, The Lord & Benoit Reports referenced by SEC, PCAOB, SEC Advisory, SEC Staff, SEC
Commissioners, Wall Street Journal, Big 4, U.S. Chamber of Commerce, AAA, AICPA, Il1A and
over 200 newspapers, magazines, legal, educational and trade journals.

Taught Sarbanes-Oxley Section 404 compliance across the country through State CPA Societies
and various other organizations

Significant Contributor to SEC Interpretive Guidance i see SEC Concept Release and PCAOB
websites

Invented Virtual SOX compliance methodologies i AICPA Technology
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Course Outline

Regulatory Update
Key lessons learned from historical SOX efforts

Scalable model to SOX compliance for maximum
efficiency

Define Virtual SOX compliance and understand its cost
saving benefits

Learn to apply the linkage and integration of SOX
efforts for testing controls and cost recovery audit

Questions and Answers
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Regulatory Update

NThe S a-OxlegAceSgction 404(a) requires
public companies (including non-accelerated filers)
with fiscal years ending after December 15, 2007 to
perform a Management Assessment and report on its
system of Internal Controls over Financial Reporting
(ICFR).

ALL filers, foreign, domestic, accelerated and non-

accelerated must comply regardless of market
capitalization.

.
Lord &Benoit
Shining Light on Section 404 Complian

© Copyright 2009 : Lord & Benoit, LLC www.Section404.0org



Regulatory Update

nl't 1 s the SEC Division of
failure to provide this management report

RENDERS THE ANNUAL REPORT MATERIALLY
DEFI CI ENT. O

Nl f management DID NOT COMP
EVALUATION and provide the report as required by

ltem 308T(a), the company would not be timely or

current in its Exchange Act reporting

.
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Regulatory Update

Fai lure to perform an asses
the company NOT BEING ELIGIBLE TO FILE NEW

FORM S-3 or FORM S-8 REGISTRATION

STATEMENTS and the loss of the availability of

Rule 144.

Addi tionall vy, NbecauskK t he
constitutes the Section 10(a)(3) update for any

effective Forms S-3 or S-8, THE COMPANY ALSO
WOULD BE REQUIRED TO SUSPEND SALES

UNDER ALREADY EFFECTIVE REGISTRATION
STATEMENTS. o

.
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Reqgulatory Update

For more information see CAO Alert #2008-94
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http://www.thecaq.org/members/alerts/CAQAlert2008_94_12312008.pdf
http://www.thecaq.org/members/alerts/CAQAlert2008_94_12312008.pdf
http://www.thecaq.org/members/alerts/CAQAlert2008_94_12312008.pdf

Regulatory Update

nNUnder S-@xleb Sentiens404(b) outside
auditors of ALL filers are required to test and
express an opinion on internal controls over
financial reporting under PCAOB (Public Company
Accounting Oversight Board) Auditing Standards for
years ending after December 15, 2009.

.
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Regulatory Update

AnRegarding SOX 404e right n
where some issuers are complying with 404 and

ot hhers are still exempt fro
uniformity to the system so that investors know what

to expect from companies, while being sensitive to

the needs of small businesses.

Quote taken from questions from Senator Carl Levin for Mary Schapiro, now Chair of
the Securities and Exchange Commission, January 8, 2009
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L essons Learnedi Material Weaknesses

Source:

Material Weaknesses Identified Management Report Disclosures

Material Weaknesses Issue C(_)ll'lpali% % of .
Disclosing | Companies
Ineffective accounting procedures 555 96.5%
Issues with competency, training_;, tone at top, ethics 449 78.1%
Departures from FASB/GAAP/Disclosures 394 68.5%
Ineffective design of controls not mitigated with compensating controls 311 54.1%
Reliance on outside auditors for material adjustments 192 33.4%
Information technology, software, security & access issues 118 20.5%
Audit Committee - Ineffective, non-existent or understaffed 110 19.1%
Accounting for defemed, stock-based comp, debt, warrants, derivatives 101 17.6%
General ledger close process 96 16.7%
Foreign, related party, affiliate, merger, acquisition, consolidation issues 93 16.2%
Untimely or inadequate account reconciliations 80 13.9%
Accounting for Accountsfloans receivable, investments & cash issues 76 13.2%
Accounting for Liabilities, payables, reserves and accrual est. failures 65 11.3%
Revenue recognition issues 62 10.8%
Controls over property, intangibles, deprec 60 10.4%
Controls over inventory/cost of sales 59 10.3%
Accounting for expenses (payroll, SG&A, leases) 47 8.2%
Accounting for ncome tax expense (FAS 109) 30 5.2%
Restatements, regulatory compliance 29 5.0%
Insufficient or non-existent intemal audit function 22 -

Lord & Benoit Report: First Year SOX Results for Small Business Benefits of the Delays
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Lessons Learnedi Audit Committee

Overall 32% had ineffective audit committees

C 14.1% (451 companies) of non-accelerated filers were
non-compliant indicating ineffective oversight of financial
reporting by the Board and/or Audit Committee.

C Plus another 3.4% thru self reporting (110 companies) a
materially ineffective, nonexistent or understaffed audit
committee (19% of adverse non accelerated filers vs. 1.9%
for accelerated filers)

C And one could argues another 14.5% thru (465
companies) through other forms of self reported material
weaknesses

.
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Scalable Model to SOX Compliance

AUnder the Commi ssionos rul es
Assessment of the Effectiveness of Internal Control over
Financial Reporting must be made in accordance with a
suitable control frameworké o
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COSO (Committee of Sponsoring
Organizations of the Treadway Commission

R American Accounting
Dnemnr’/  Association

American Institute of - ® Financial Executives
A I C PA Certified Public Accountants % . International

Institute of l m The Institute of
Im Management Accountants Internal Auditors

www.COSO.0ORG
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http://aaahq.org/
http://www.aicpa.org/
http://www.financialexecutives.org/
http://www.imanet.org/
http://www.theiia.org/

COSO (New! Monitoring Framework)

Internal Control 6
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Scalable Model to SOX Compliance

( IT Controls)

Effectiveness
Of Controls )

: Risk
Assessment
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