April 12, 2006

Via e-mail: rule-comments@sec.gov

Mr. Jonathan G. Katz

Committee Management Officer

Securities and Exchange Commission

Advisory Committee on Smaller Public Companies
100 F Street, NE

Washington, DC 20549-0609

Re: File No. 265-23
Draft of Final Report of Advisory Committee on Smaller Public Companies

Mr. Katz:

This letter is provided to express support of both the efforts of the Securities and Exchange
Commission's (the "Commission™) Advisory Committee on Smaller Public Companies (the
"Committee") and its recommendations set forth in the Draft of Final Report (the "Report™). In
addition, I respectfully submit the following comments to the Committee which serve to

(i) urge the Committee to include in its final Report the recommendations pertaining to internal
controls, and (ii) suggest revisions to the Committee's recommendations relating to internal
controls.

We support the recommendation of the Committee, which has proposed an exemption
from SOX 404 for companies with less than $128 million in market cap and revenues under $125
million. Even with this exemption recommendation, SOX 404 would still apply to over 90% of
equity market capitalization. Even with these minor changes to solve major problems, the spirit
of Section 404 will not be diminished as important reforms to rebuild investor confidence.

As evidence by recent actions by the Commission, when the Commission publicized
rules for issuers pursuant to Section 404 under the reporting requirements of the Exchange Act,
the Commission possesses the authority to provide relief from provisions within the Sarbanes-
Oxley Act under Section 36(a) of the Securities and Exchange Act of 1934 and Section 3(a) of
the Sarbanes-Oxley Act. Section 36(a) of the Sarbanes-Oxley Act grants the Commission broad
authority to adopt rules and regulations under the Act. It is apparent, the Commission has the
authority to adopt and fine tune the rules and regulations, as may be necessary or appropriate in
the public interest or for the protection of investors"” under Section 404 of the Sarbanes-Oxley
Act.
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Recommendations Pertaining to Internal Controls

We urge the Committee to include in its final Report the recommendations pertaining to
internal controls. The majority of the testimony and comment letters received by the Committee
to date support these recommendations. Further, we cite the following principal reasons for
inclusion of the internal control recommendations.

First, the costs of SOX compliance have been disproportionately borne by smaller public
companies that are least able to pay. According to a survey recently conducted by Financial
Executives International, public companies have expended large sums to meet the requirements
set out in SOX Section 404.> However, the survey estimates that smaller public companies with
revenue of $100 million or less pay an average of $800,000 for all internal and external costs of
complying with SOX, while companies with revenue of $5 billion or more face an average fee of
$8 million. As a percentage of revenue, larger public companies are expending 0.16% of
revenue on SOX compliance expenses, while smaller public companies are expending as much
as 0.80% of revenue on SOX compliance expenses - nearly five times as much.

Second, SOX Section 404 has been applied with equal rigor to small and large public
companies in a "one size fits all" mentality. While smaller public companies (market
capitalizations of less than $700 million) represent nearly 80% of all U.S. public companies,
such companies only account for 6% of the total market capitalization of all U.S. public
companies.” Accordingly, while SOX was implemented to address problems related to large-cap
companies (e.g., Enron, Tyco, Wolrdcom, etc.), as a practical matter SOX affects many more
small public companies than large-cap companies.

Third, it should be noted that the proposed exemptions do not exempt smaller public
companies from good corporate governance. Such companies qualifying for an exemption from
SOX Section 404 would still be required to comply with other securities laws and regulations, as
well as the remaining provisions of SOX. In addition, smaller public companies could decide
not to take advantage of the exemptive relief. This in turn would allow the financial markets to
determine whether there is benefit for smaller public companies to comply with SOX Section
404.

To summarize, we believe that the Committee's recommendations pertaining to internal
controls should be included in its final Report. These recommendations will serve as an
important step in alleviating the heavy burden of SOX compliance which has been improperly
applied to smaller public companies.

See Michael Kinsman, "Sarbanes-Oxley Act boosts companies' accounting costs, auditors' workload,” San
Diego Union Tribune, Feb. 13, 2005 (citing a report by Financial Executives International).

See "Report of the Size Subcommittee to the Advisory Committee on Smaller Public Companies" (Aug. 10,
2005), p. 32 (citing the Commission's Office of Economic Analysis "Background Statistics: Market
Capitalization of Public Companies").



Advisory Committee on Smaller Public Companies
April 12, 2006
Page 3 0f 3

Suggested Revision to the Report

Lastly, we propose that the Committee delete the following phrase from its
Recommendations I11.P.1. and I11.P.2. in its final Report:

""Unless and until a framework for assessing internal control over financial reporting
for such companies is developed that recognize their characteristics and needs,""

The rationale for this suggested revision is two-fold. First, we recommend that the
Committee adopt a real exemption which will provide issuers and their auditors with clarity and
certainty. Second, this revision is consistent with the recommendations discussed during the
Committee's December 2005 meeting.

In conclusion, we strongly support the efforts of the Committee and its recommendations
in the Report to highlight the problematic application of SOX Section 404 to large and small
public companies in equal fashion. Further, we hope that the suggested revisions to the
recommendations relating to internal controls will serve to strengthen the Committee's efforts.

Thank you in advance for your consideration of these comments.

Sincerely,

Brian L. Klemsz

Brian L. Klemsz, President
GDBA Management



