Securities Exchange Commission
100 F Street, NE
USA - Washington DC 20549-1090

18 September 2006
Dear Sirs,
Concept Release Concerning Management’s Reports on Internal Control Over
Financial Reporting
File Number S7-11-06 Release No. 34-54122
ACCA is the largest and fastest-growing international accountancy body. Over
345,000 students and members in 160 countries are served by more than 70
staffed offices and other centres. ACCA's mission is to work in the public
interest to provide quality professional opportunities to people of ability and
application, to promote the highest ethical and governance standards and to be
a leader in the development of the accountancy profession.
We support the intention behind Sarbanes-Oxley Rule 404 and the SEC rules to
implement it. We are concerned however that, in practice, the internal control
evaluation process has become dominated by PCAOB Auditing Standard No2
and the way the audit standard has been applied. This has caused two
problems:
1. control evaluation has become over focussed on documenting and
evidencing key controls at the expense of a proper evaluation of the
control environment.
2. the process has become more expensive than was necessary.
The control environment (as articulated in COSO and other frameworks) is the
foundation of all other aspects of control, it was weakness in the control
environments at Enron and WorldCom that were their undoing and which
brought about the need for the Sarbanes-Oxley Act. Because the control
environment includes people factors such as culture and ethics, much of its
assessment has to be subjective. It is therefore something that cannot
reasonably be comprehensively and totally documented. Nor can such
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subjective assessment be satisfactorily verified solely by traditional audit
methods.
There is a danger with the present practice that the over reliance on
documentation will mean that fundamental weaknesses in the control
environment are missed. Further, anecdotal evidence suggests that some
companies which have found it necessary to document thousands of controls
are experiencing an adverse reaction from staff who resent burdensome
controls: this weakens the control environment.
If guidance on assessing internal control is to be issued, it should be brief and
keep to high level principles to avoid any risk of it becoming another set of
rules.
In summary, such principle-based guidance should emphasise the importance
of assessing the control environment and recognise that certain aspects of the
control environment, such as culture and ethics, cannot be fully assessed by
objective means alone and require subjective, but structured and rigorous,
assessment by management. The following considerations are particularly
relevant:
•

The purpose of internal control is to enable the organisation to operate
effectively and have reasonable assurance that significant risks to
achieving objectives are identified and managed.

•

It follows that internal control should be owned by managers and staff
throughout the organisation at all levels rather than by internal or
external auditors.

•

Too much focus on documentation of, and compliance with, procedures
can have unintended consequences and potentially create a culture
which is either risk averse and/or inclined to circumvent written rules.

•

A structured and facilitated ‘self-assessment' approach should be used as
part of the evaluation process. Such an approach can be particularly
effective in providing assurance on the control environment. It works best
when initiated as a top down approach involving managers and staff in
constructive face to face communication; it can also lead to improved
team working, improved control culture and better operational
effectiveness.

Finally we suggest that the PCAOB Auditing Standard No2 should be realigned
to become consistent with any revised SEC guidance thereby allowing both
management and external auditors to apply reasoned judgement. It should be
the SEC guidance, rather than any PCAOB auditing standard, which determines
the approach that management follows in order to comply with s404; we are
not convinced that this has been so, to date.
Yours faithfully

Paul Moxey
Head of Corporate Governance and Risk Management
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