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(revised January 11, 2008 – to reflect fact that $9 1,000 SEC quote was just Section 404(a) not both (a ) and (b) 
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Executive Summary 

�
�

4������
����)�+�����������,!!,������
���*!*%�'���5� 
�����/������0�
�
����/0��
���%���)������������

�
���� " '�3
����
��������������
�1�����������/
���"$��,!!6� �������/������ ���1�/����������/����������
��

7������������������8���9
����
�����0���
�1�%7�9�'.� �����
������
�����������)�������������
�������3�8�� ������

������5�
��������0
�����������
�������������������� �������	�%��
�
����/0�����������
�1��8���
1���	���� '�

���
�
�1���������� , ����
�����������
�1�����������/
���"$��,!!&.���

�

���0
��������
/����
��������������������
�
�������: +����1����//
��
���%�:�'�7����0���
8��;�
����� ( ����

<����,6��,!!6���������
���������������������������	 ����
�
�1����������=�.�$������>�������//
��������

�/����	��
������+0��������������������������������� ���
���*!*%
' * �����������
����)�+�����������,!!,�

%����*!*'�����/������/0��
���
����
�����?��3������� ���������������
���
�0��0���
���������
1�������/��� ���

0�
�
�����������/0��
��.�����������
/�������������� ��
���*!*%
'�3����������������5�������0�
���������3 �


�
�1���������.�

�

7�����0����������
����:�����
�/������
���0������+�
 ��
������
��������
�1 $��������>�������//
��������

�/����	��
�������������3�������
���
�1��+����
�1��� ��������
���������
������������
�����5�
��/�������

����
���*!*%
'��������)�������������
��������
����� ������
�1�����������/
���"$��,!!@�
�����������1���� ��

��������
/����������
�����3
���������3����������.�� �

�

7������������������0������������������������������) �������������
������/0��
�1�3
�������
���*!*%�'���� �

����
���*!*%
'����������
�����
/����������	���
���� �������������������������/0�
������
�/�����1������� �

�/0
�
��������������������3��������
/����5����
����

�

����������	
���������
����
�������		������	����
����
��
 ��
��	
�����������������	�
������
��

����������������
�������������	���
�������������	����� ������������������
������� �����! "�#$�

�

                                                 
1 Non-accelerated filers are companies with market capitalization under $75 million. 
2 A new PCAOB Auditing Standard No. 5 was issued in June 2007, which reduced the work required by auditors of public companies.   
3 The SEC Interpretative Guidance was issued on June 27, 2007.  This guidance assists smaller public companies in assessing their 
internal controls over financial reporting under SOX Section 404(a). 
4 Costs could only be estimated since the law is not yet in effect for external auditors. With delays, actual costs would be impossible to 
determine. 
5 Testimony Sarbanes-Oxley Section 404: New Evidence on the Cost for Small Companies 
http://www.sec.gov/news/testimony/2007/ts121207cc.htm  
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6 Costs were all inclusive, including all internal and outsourced costs.   
7 The cost noted here was the cost of a semiconductor manufacturer with complex inventories, purchasing, labor and multiple 
locations throughout the United States. 
8 Actual audit fees will not be available until the Standard are effective and the market reacts. 
9 The company is a manufacturer with overseas subsidiaries and currently pays $319,000 in audit fees. 
10 Effective for years beginning after December 15, 2006 
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The Unintended Paradox 
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11 Includes nonprofit organizations and privately held companies 
12 Language was taken from Loscalzo’s Implementation Guide to the Risk Assessment Standards by William Loscalzo, CPA © 2007  
13 AU Section 314, Understanding the Entity and Its Environment and Assessing the Risks of Material Misstatement 
http://www.aicpa.org/download/members/div/auditstd/AU-00314.PDF  
14 Non-accelerated filers with years ending after December 15, 2008 
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15 Three thousand three hundred and forty four (3,344) non-accelerated filer registrants (with market capitalization under $75 million) 
were contacted soon after the SEC Interpretive Guidance was released.   Twenty nine responded.  
16Lord & Benoit’s October 2007 SOX Update invited PCAOB Registered CPA firms to take a survey of how CPAs feel about your 
smaller public clients' SOX compliance?   The first question was, “Are you satisfied with your smaller public clients' overall progress 
toward SOX compliance?”  11% answered yes, 89% answered no. 
17 Commission Guidance Regarding Management’s Report on Internal Control Over Financial Reporting Under Section 13(a) or 15(d) 
of the Securities Exchange Act of 1934.  http://www.sec.gov/rules/interp/2007/33-8810.pdf  
18 COSO Guidance for Smaller Public Companies http://www.coso.org/Publications/erm_sb/SB_EXECUTIVE_SUMMARY.PDF  
19 Information Technology - using the COSO Guidance for Smaller Public Companies. 
20 Audit Analytics is an online market research tool and leading provider of audit and internal control-related due diligence 
information for public companies. Audit Analytics obtains its information from the SEC Edgar data base. 
21 This study was performed by Audit Analytics and included companies that complied with Section 404(b) under PCAOB Auditing 
Standard No.2 (the predecessor of the more cost-effective Auditing Standard No. 5). 
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22 This framework is available free of charge at http://www.sec.gov/rules/interp/2007/33-8810.pdf 
23 The COSO Guidance for Smaller Public Companies was issued in August 2006 to help smaller public companies comply with the 
Sarbanes-Oxley Act. This publication provides guidance to smaller public companies on how to properly apply COSO’s Internal 
Control—Integrated Framework in designing, implementing and assessing effective internal controls over financial reporting 
http://www.coso.org/publications.htm  
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Costs of Section 404(a) Management Assessment 
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24 The $91,000 estimate was based on the estimated total burden hours of 5,396,266, an assumed 75%/25% split of the burden hours 
between internal staff and external professionals, and an hourly rate of $200 for internal staff time and $300 for external professionals. 
The hourly cost estimate was based on consultations with several registrants and law firms and other persons who regularly assist 
registrants in preparing and filing periodic reports with the Commission. The PRA estimate did not reflect any additional cost burdens 
that a company will incur as a result of having to obtain an auditor's attestation on management's internal control report. 
25 CFO Magazine, “In a hearing and through letters, Nydia Velazquez had chastised the commission for not providing hard estimates 
on the cost of complying with 404 and deemed it unfair that smaller companies would have to meet their deadline for providing 
reports on their internal controls without such data. The SEC was accused of providing a notoriously low estimate that 404 
implementation would cost each company an average of $91,000, a figure exponentially exceeded by many companies in the first few 
years of compliance.”��  
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Costs of Section 404(b) Auditor Attestation 
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26 Impact of SOX on Banking and Finance Industry and other industry related research can be found on the Lord & Benoit website at 
www.section404.org in the research section.  These reports were summaries of all the material weaknesses noted in the banking 
industries for banks with years that ended in 2006.  These reports were prepared using Audit Analytics, an online market research tool 
www.auditanalytics.com  
27 Actual costs are not available because the Standard is not yet effective. 
28 The company is a manufacturer with overseas subsidiaries and currently pays $319,000 in audit fees.   
29 The AuditAnalytics.com auditor fees database contains fee data for over 15,000 companies with 
information dating back to 2000, when these disclosures first became an SEC requirement.. 
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30 The Audit Analytics 2006 Audit Fee Briefing Paper was compiled from data searched, categorized, and extracted from the 
www.AuditAnalytics.com database. Fee records were obtained primarily from annual or proxy filings and this data covers all types of 
filers: accelerated filers, non-accelerated filers, funds and trusts, shell corporations, new company registrations, small business filers 
and foreign registrants. For the purposes of this analysis, the non-accelerated filer population was limited to those registrants with 
revenues greater that 1 million dollars. 
31 This figure is calculated by noting that Non-404 Filers experienced a 41.57% increase in fees over a two-year period while not being 
exposed to SOX 404 requirements. During the year prior to SOX 404’s implementation, the 404 Filers paid a total of $5,121,346,131 
in audit fees. Assuming that 404 Filers would have experienced the same increase as Non-404 Filers if SOX 404 had not been 
implemented, the 404-Filer increase would have been $2,128,943,587 [$5,121,346,131 x 0.4157] and the 404 Filers would have paid 
$7,250,289,718. Instead, the 404 Filers paid $8,508,904,713, an additional payment of $1,258,614,995, which the analysis attributes to 
SOX 404 implementation and adherence. Of the $8,508,904,713 paid by 404 Filers, the sum of $1,258,614,995 represents 14.79% (the 
percentage attributable to SOX 404 implementation and adherence). [$1,258,614,995 ÷ $8,508,904,713 = 0.1479.] Source: Audit 
Analytics Report  
32 A large accelerated filer is a company with a public float of $700 million or more. (see Rule 12b-2 of the Securities 
Exchange Act of 1934). 
33 The calculation is similar to that explained in footnote above. [823,469,821 x 0.4157 = 342,316,404; would have paid 
1,165,786,225; but instead paid 1,598,915,151; thus the amount of $433,128,925 (27.09%) is attributable to SOX 404.] Source Audit 
Analytics 
34 In this report, small accelerated filers are accelerated filers that do not meet the definition of large accelerated 
filer. Therefore, a small accelerated filer has a public float of $75 million but less than $700 million (see Rule 12b-2 
of the Securities Exchange Act of 1934). Source Audit Analytics 
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Combined Costs of Section 404(a) and Section 404(b) 
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35 These assume maximum average costs of outsourcing the SOX Section 404(a) effort to the maximum allowed by professional 
standards. 
36 Included both Sections 404(a) and the increase in outside auditors fees under Section 404(b). 
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