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in this issue Message from the Chairman

= Featured Member

m SEC Issues SOX Guide for Small
Businesses

m Effective Controls for Sales Through

I am pleased to announce that the formal training program
of the Institute for Internal Controls will begin operations in
April 2008. The training will be specific to internal controls

Distribution Channels and held in in one and two day sessions. All training is
= How have the recent regulatory changes available for presentation at your company site for group
impacted compliance programs? - training. Presentations for open enrollment for individuals will
survey by KPMG's 404 Institute be scheduled later this year at major cities throughout the
» Nailing Down the Cost of 404 country. Plans are also in place for international locations.
= Sarbanes in Switzerland? Details of the training programs, including descriptions of the
= Call for Papers courses, are available at www.iicprograms.org.
= New Member Benefit - Free CPE
Training Dr. Frank

s NEWS: Archived e-Newsletters Now

Available on ThellC Website
= Message from the Editor: Welcome for

First-timers SEC Issues SOX Guide for Small Businesses
= New CICA Section 404 of the SOX requires public companies' annual
reports to include the company's own assessment of internal
control over financial reporting, and an auditor's attestation.
Featured Member Since the law was enacted, however, both requirements have
been postponed for smaller public companies, until now. The
requirement of an auditor's attestation will begin for most
smaller public companies with their 2008 annual reports. The
2007 annual report will be the first year that the
management assessment will need to be included. To make
the first time easier, the SEC has designed a brochure to
assist the small business. Also, in June 2007, the SEC issued
interpretive guidance to help companies assess their internal
controls. This guidance was developed specifically with
smaller companies in mind. The guidance is voluntary. You
can find it, on the SEC website at the link below. Although
applicable to small companies, it provides helpful information
for all organizations. We strongly encourage you to review
this information.

Link to brochure

MICHAEL G. KESSLER, CICA, CrFA, Effective Controls for Sales Through

CFE, DABFA FABFE Distribution Channels
ABSTRACT: By Niranjan (Chips) Chipalkatti, Sanjoy Chatterji, and
o - Sarah Bee

This issue's featured member is Michael
G. Kessler. Mike, a Certified Internal "According to a study conducted by research firm Glass, Lewis & Co.,
Controls Auditor (CICA), is currently nearly 70% of the internal control weaknesses of companies that
President and CEO of Kessler reported control deficiencies in the post-Sarbanes-Oxley Act (SOX)
International, a global forensic era were attributable to financial systems/procedures (59%) and
accounting, computer forensics and revenue recognition-related (11%) issues. A study by Weili Ge and
investigative consulting firm, where he ~ Sarah McVay ("The Disclosure of Material Weaknesses in Internal
has conducted hundreds of complex Controls After the Sarbanes-Oxley Act," Accounting Horizons,

September 2005) obtained a similar proportion for revenue
recognition-related weaknesses; it also documented that 40% of these
were in the computer industry and 12% were from the pharmaceutical
sector. In the post- SOX environment, CEOs and CFOs face a higher
level of scrutiny with regard to complex revenue-recognition issues,

investigations, computer forensic
examinations and forensic audits. Mike's
expertise has lead him to be retained by
some of the nation's leading attorneys,
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corporations and government agencies
for assistance and training. He has also
planned, organized and supervised inter-
governmental task forces dealing with
white-collar crimes. During his extensive
career Mike has supervised some of the
largest operations conducted in New York
State including the investigations of
Jessica Hahn, Leona Helmsley and the
investigation of petroleum, alcohol and
tobacco diversion by the American Indian
Nations residing in the State. Mr. Kessler
has been classified as an expert in the
area of computer forensics and forensic
accounting and has provided his
computer forensic, forensic accounting
and investigative expertise for many
defense and plaintiff cases involving
fraud, embezzlement, real estate,
intellectual property, construction,
insurance, health care, money
laundering, high technology and
computer crimes. He has also been
tasked by Fortune 500 companies,
federal and state government agencies
and professional associations to develop
and execute forensic audit training
programs for their staff, and is regularly
requested to be an Independent Private
Sector Inspector General for corporations
and government agencies.

Mike's past positions include Deputy
Inspector General for the New York
Metropolitan Transportation Authority,
Chief of Investigations for New York
State Department of Tax and Finance,
Director of the New York State Revenue
Crimes Bureau and Assistant Chief
Auditor for the New York State Special
Prosecutor (NYS Attorney General), and
senior field auditor for Blue Cross/Blue
Shield of New York.

Mr. Kessler holds a BS in Accounting and
MBA in Executive Management from St.
John's University and a Certificate of
Advanced Graduate Study in Business
from Pace University. He has served or
serves as a special consultant to the
Special Investigations Unit of the Nassau
County District Attorney, the York
County District Attorney and to CNN,
ABC News, CBS News, Fox Television and
various newspapers and magazines
concerning white-collar crimes. Mr.
Kessler is licensed in New York State as a
Business Education and Accounting
Instructor and by NY, NJ, FL, CT, GA, PA,
CA, IL, WA and Virgin Islands as a
Private Investigator. He has served as an
instructor at Hofstra University. In
addition to the CICA, he has been
qualified as a Certified Forensic
Accountant, Certified Fraud Examiner
and a Board Certified Forensic Examiner
and is a Dipolmate of the American
Board of Forensic Accounting. Mr. Kessler
has also attained Fellow status with the
American Board of Forensic Examiners
and has been qualified in a number of
jurisdictions as an Expert in the area of
forensic accounting and computer
forensics. He has served on the Litigation
Forensics Board of the National
Association of Certified Valuation
Analysts and Board of Directors of the
Council of International Investigators and
is currently the Chair of the American
College of Forensic Examiners
International - Executive Board of
Forensic Accounting and is a member of
the IT committee of The Institute for

such as those involving sales through distribution channels, and have
a greater responsibility to identify, document, and test internal controls
of their revenue cycles. Auditors of companies that sell through
distribution channels must be alert to potential revenue-recognition
risks like "channel stuffing” (i.e., significant increases in inventory in
customers' distribution systems).

This article describes a formal revenue accounting system that could
be used by companies that sell through distribution channels. The
advantage is that it incorporates appropriate key controls that can be
easily documented and evaluated for their effectiveness. The system
also facilitates strategic data mining of distribution channel
information.”

Link to Full Article

How have the recent regulatory changes
impacted compliance programs? - survey by

KPMG's 404 Institute

In January 2008, KPMG's 404 Institute released the results of its
November 2007 survey that asked its members to define the impact of
the new SEC and PCAOB guidance on the cost of compliance for
2007. The information contained in this report of the findings indicates
how their members expect compliance costs to change.

Several key results emerged from this flash survey.

First, in the Benchmark Survey conducted in March 2007, it was noted
that deriving cost savings from "scoping controls" is at the point of
diminishing returns-that is, companies are approaching the point at
which they have identified the "right" number of controls. The flash
survey validated that finding in that, for the first time, the top source of
savings.

Second, half the respondents leveraged the new guidance to reduce
costs, and the other half continued along their own evolutionary paths.
The companies that leveraged the guidance focused on testing,
scoping controls, and documentation as the major sources of savings.
The companies that did not cite regulatory drivers used those and
some other tactics to reduce costs, including, for example, location
testing and self-assessments. We expect all companies to continue to
evaluate the new guidance in the context of their 2009 efforts.

Third, smaller companies do not expect to reduce costs as much or as
quickly as larger companies that have been at the effort longer and
typically have made larger investments in evolving their programs.
KPMG will address this finding in more detail in the 404 Institute's
2008 Benchmark Survey to see if smaller companies receive the
benefits from the lessons learned by the larger companies.

Finally, in the past, the market provided accurate projections of cost
savings, but in the flash survey the view of 2009 is not as clear. It is
assumed that this result is due to the market's need to continue to
absorb and understand the new guidance.

The Survey Highlights include:

1. Almost two thirds of the respondents expect 2007 compliance costs
to decrease by as much as 20% compared with results in 2008.

2. The extent of savings differs depending on whether savings are
driven by guidance or other factors. Companies that leveraged
regulatory guidance posted larger cost reductions than other
companies due to efficiencies in testing, reduced controls, and
scoping. This result indicates further opportunities in 2009 for
companies to explore the new guidance and its impact.

3. Results indicate that the rate of cost savings is decreasing year
over year, which could indicate we are headed toward a savings
"plateau” requiring the emergence of innovative processes to drive the
next cycle of evolution.

Link to Full Article & Survey

Nailing Down the Cost of 404

A January 2008 article published in CFO.com reveals that a recent
study claims small businesses are paying an average of $78,000 a
year to comply with the internal-control provisions of Sarbanes-Oxley.
Ever since companies began the daunting task of complying with
Section 404 of the Sarbanes-Oxley Act in 2003, the question of how
much it costs has been ripe for debate. The SEC didn't do much to
clear things up when, that first year, it estimated the internal work
would cost publicly traded companies an average of $91,000. Being
an average, that figure didn't apply to any company in particular, and
when the actual expenses associated with Section 404 started rolling
in, many companies ridiculed it as grossly understated. And yet the
$91,000 number came to attain an iconic status in the world of finance
- including among small-business advocates, who have cited it in their
calls to give small companies extensions in complying with 404 and
for changes to the law itself. Last year, Nydia Velazquez, chair of the
House Committee on Small Business, repeatedly asked the SEC to
provide hard estimates on the cost of complying with 404. Now, a
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Internal Controls. Mr. Kessler has also consultancy specializing in Sarbox compliance for small companies
attained accreditation from the Academy believes it has a much better idea of how much 404 compliance does
of Experts in the United Kingdom. cost. According to Worcester, Massachusetts-based Lord & Benoit,
total first-year costs for complying with 404 currently average $53,724
for non-accelerated filers - those with market capitalizations below
$75 million. That figure is based on empirical data from just 29 small
companies that have put together their 404 management reports. Lord
& Benoit also used research pulled from SEC filings and audit-fee

Mr. Kessler has received numerous
letters of commendation from
government officials throughout the

country. In 1984 he received the data by Audit Analytics to show that when the second portion of 404 -
Outstanding Citizenship Award from the called 404(b), or the auditor attestation report - takes effect it will, on

City of New York for his exemplary average, cost the smaller companies an additional $24,750. However,
service to the city. Mr. Kessler is the the accuracy of projected 404(b) cost could be suspect. It is based on

editor of "The Kessler Report," numerous the audit fees of about 5,500 accelerated filers, and it does not
trade publication articles and a co-author incorporate the effects of the Public Company Accounting Oversight
of "Fraud Audit Review Manual for Board's new auditing standard for internal controls. Approved last
Hospitals" published by the HCFA-HHS. . Year, Auditing Standards No. 5 encourages auditors to take a top-
down, risk-based approach and aims to bring down the cost of
internal- control audits. Under AS5, auditors no longer have to audit
management's assessment process, but rather the controls
themselves. There may still be a while to go before AS5 is put to the
test for small companies. If SEC chairman Christopher Cox makes
Board Extends Activation of good on his word to propose a delay on 404(b), companies can defer
Grandfather Provisions for that added expense for two years. Under Cox's plan, small filers'
Nomination for Certification for management internal-control reports will not be audited until fiscal
Experienced Applicants through years beginning in 2009. In the meantime, most non-accelerated filers
2008 have already formally assessed their internal controls to comply with
404(a). Lord & Benoit president Bob Benoit suggests his research
could help government officials address the many requests for solid
cost figures for 404. Cox has said the SEC will conduct a cost-benefit
study for small companies and publish the results this summer. In
Benoit's view, the SEC's management guidance released last year

IIC Chairman, Dr. Frank Nasuti,
announced the Board's recent decision to
extend the activation of the

Grandfathering Provision under the could also reap savings for large companies even though they have
association's Bylaws for the granting of  been complying with 404 for the past few years. They could save 30
the designation of Certified Internal to 50 percent if they adopted the SEC's guidance to focus only on

Controls Auditor (CICA) and Certified areas of materiality and to feel comfortable using more professional

Controls Specialist (CCS). The period of judgment. According to Benoit, the accelerated filers haven't revisited
this activation will be extended for one  how they put their management reports together. "Sometimes people
additional year through 2008. Under the are uncomfortable with change and continue to do things the old way,"
Grandfathering provision, the designation ne told GFO.com.

of CICA and CCS will be granted to

seasoned auditors, specialists, Link to Full Article
consultants, and academics who

demonstrate expertise in the design, Sarbanes in Switzerland?

implementation and audit of internal When it comes to administration, the Swiss are famous for their
controls systems. efficiency and attention to detail. It is somewhat surprising, then, that

a number of changes to company audit law are only now coming into
During the Board's meeting it was noted effect. Most notably, from January 1, 2008 auditors must verify
that most of the large professional internal control systems at the companies they audit.
;:ertlfut:_atlon organlzatlot?‘s,_ durmgbthell‘l;_ Inevitably, this evokes comparisons with the widely reviled Section
ormation years, gréw their memberships 4o4 of the Sarbanes-Oxley Act in the US. Swiss officials, however,
by grandfathering seasoned experts sought to avoid similarly onerous rules, explains Simon Marti, a
without examination. Dr. Nasuti noted partner at KPMG in Zurich. For example, early draft legislation
that the IIA, ISACA and ACFE all followed required auditors to verify that internal control systems were

this process in their early years and "functioning," a term that was later removed "to avoid extensive
noted that the ACFE recently announced operational effectiveness testing," Marti says. Under the new rules,
the termination of the grandfathering audits need only to verify the existence of internal controls using a

process after almost 20 years. Quoting ~ Walk- through test of a single transaction. What's more, executives are
Dr. Nasuti, "The best way to build any not required to sign off or certify control systems.
professional organization is to attract

seasoned professionals to provide the For the many Swiss multinationals with secondary listings in the US or

. . elsewhere in Europe, the new law changes little. However, Marti says,
expert_lse and Ieade_rshlp neede_d_to there will still be extra work to do "to formalise, standardise and
establish a foundation for providing the  improve controls” to meet the letter of the law. And it will lead
Common Body of Knowledge required for companies without internal audit departments to set them up, he

certification." adds. A fair number of companies "could be caught on the wrong
foot," says Christian Christen, an attorney at Lutz Rechtsanwélte in
Final review by the Nominations Zurich. For private firms, audits are now based on size rather than
Committee and verification of the legal structure, Christen notes, ensnaring "certain smaller companies
application will be required for all that didn't pay too much attention” to formal internal control

certifications under the Grandfathering ~ Procedures before. But in general, he says, "companies are
provision. The nominee must agree to prepared." Despite the many differences between the new Swiss rules

and Sarbanes-Oxley, there is at least one notable similarity. Analysts
at Credit Suisse recently published a bullish report on the Swiss
corporate- services sector, noting "above-average demand potential”
for auditors, lawyers and consultants in 2008.

comply with all requirements for use of
the certification designations, including
active membership in ThellC, and
adherence to ThellC's Code of Ethics,
Code of Professional Standards, and
Continuing Professional Education
requirements.

Link to CFO Europe Magazine article

Call for Papers
A key resource for members is the sharing of information among the
membership via articles. Subject matter including techniques for
reviewing internal controls, discussion of available tools, case studies,
etc. can assist both the new and experienced internal controls
ABOUT THEIIC auditor/specialist. If you would like to submit an article or monograph
on any subject matter that may be of interest to the membership, we
The Institute for Internal Controls is a encourage you to do so. You can direct any materials for my review to
global organization dedicated to me at chairman@theiic.org.
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promoting an effective internal controls New Member Benefit - Free CPE Training

environment in all organizations by ThellC Board approved a new benefit for members, recommended by
providing high quality research and the Chairman, that will provide free CPE training for members who
education in all areas of internal controls. renew their membership. The CPE training will be part of the newly
As an indicator of expertise in internal developed Program Development & Training Division headed by
controls, The Institute for Internal Michael Piazza. Under the policy, each member who renews their
Controls grants the designation of membership will be given one free CD-ROM based four or eight hour

Certified Internal Controls Auditor (CICA) CPE Self Study Course. The fir§t product will be available in the late
and Certified Controls Specialist (CCS). ~ summer of 2008. The course will have a value of $149 to $249 for non

members and will more than offset the cost of the renewal dues paid
by members. More information concerning this new benefit, as well as
the course descriptions, will be made available in future editions of
ThellC e-Newsletter, as well as ThellC website.

CONTACT INFORMATION Link to Archived Editions of e-Newsletter

NOTE OUR NEW LOCATION NEWS: Archived e-Newsletters Now Available

Institute for Internal Controls on TI_1eIIC ng St tt_a_
109 Mullen Drive, Suite B Ief—ﬁzuglestts:rd:rS\:g\ljllgulisk:(:gl?gtﬁé\;rehgll:%py you can now view
Sicklerville, NJ 08081 archived edi{ions of ThellC ‘
856.982.2410 e-Newsletter on ThellC website at

www.theiic.org http://www.theiic.org/publicationsnewsletter. html.
ThelIC e-Newsletter Message from the Editor: Welcome for First-
is published on a timers

quarterly basis by The

Institute for Internal Controls. For first timers, | would like to welcome you to the ThellC e-
Copyright 2007. Newsletter. In the design of the newsletter we completed extensive
All rights reserved. research on how to make the e-newsletter successful. As you can

see, the layout is a little different than you see in other e- newsletters.
While most e-newsletters only give you a few lines of the article, with
a link to the full article, we have decided to present an abstract type
summary of each, with a link to the full article, when available. We feel
that this allows you to get the substance of the article without having
to link to another site. However, we do provide a link for those who
want any additional details available. This also provides you with the
ability to print out the newsletter and read it at your leisure. We
encourage any comments or suggestions for improving the e-
newsletter. Comments as well as contributions for publication should
be sent to me at e-newsletter@theiic.org.

Link to ThellC website New CICA

Complete Your MBA Part-time
with an 18-Month Accelerated
Program with Two One-Week
Business Abroad Immersion
Courses

ARCADIA

UNIVERSITY

Link for Additional Information on the MBA
Program

Upcoming Training from
The Performance Institute

8th Annual City and County Performance  1he Certified Internal Controls Auditor certificate is presented
Summit-Las Vegas, NV - April 21-22, 2008 - to Harry Armstrong (left) by Paul Kennedy, CICA (right),
20% Discount Code=PRTWB Director, Internal Audit, Defense Supply Center Philadelphia,
at a recent ceremony.

Job Openings

Click here to Link to the Job Openings
Webpage

Join our mailing list!
Joinl
email: e-newsletter@theiic.org
phone: (856) 982-2410
web: http://www.theiic.org
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