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U.S. Securities and Exchange Commissi

Provide Input to the Advisory Committee

The SEC Advisory Committee on Smaller Public Companies is seeking input
from the public on ways to improve the current regulatory system for small
companies under the securities laws of the United States, including the
Sarbanes-Oxley Act of 2002 (*SOX"). The Advisory Committee is especially
interested in hearing from smaller companies and their managements about
their experiences with the existing regulatory framework. The Advisory
Committee is also very interested in hearing from investors. The questions ¢
forth below have been prepared by the Advisory Committee. The question:
and statements set forth below have not been prepared by and do n
reflect any position or regulatory agenda of the Commission.

You should not assume that there is a set cut-off in size of smaller companir
in responding to the Advisory Committee's request. For example, answers
reflecting experiences of management or investors regarding companies wit
sales or market capitalization of $100 million, or $750 million, or even more
are appropriate where answers provide a basis for considering the company
be a smaller company. You should indicate in your answers the size of the
company or companies and the basis of measurement (e.g., sales, market
capitalization, number of employees) to which your answers relate.

Answers should be received on or before August 31, 2005. Questions
about this request should be referred to William A. Hines, Special Counsel, ¢
(202) 551-3320, Office of Small Business Policy, Division of Corporation
Finance, Securities and Exchange Commission, 100 F Street, NE, Washingta
DC 20549-3628.

The Advisory Committee welcomes responses that answer any or all of the
questions, and that provide answers in whatever order or format the respor
chooses. Responders that prefer to provide general responses rather than
responses to specific questions may prefer to respond in paper rather than
online at this Web site address. Paper submissions should be sent, in triplic:
to Jonathan G. Katz, Committee Management Officer, Securities and Exchar
Commission, 100 F Street NE, Washington, DC 20549-9303. You may also f
your submission to 202-772-9324, Attn: Committee Management Officer. A
paper submissions should refer to File Number 265-23.

The Advisory Committee intends to keep individual identifying information
(such as names, personal phone numbers and e-mail addresses) confidentie
and publish only a compendium of answers given in response to these
questions, without individual identifying information. However, you should
submit only answers that you would not object to becoming publicly availab

You are encouraged but not required to provide the following information:

Name I

Organization I
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Street Address
City

State / Province
Country

Zip or Postal Code
Telephone Number

E-Mail Address
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And for those responses that relate to a specific company:

Company

Street Address
City

State / Province
Country

Zip or Postal Code

Company Market
Capitalization

Other Company
Size and Basis
of Measurement

|
! [

|United States ~|

—
!

General Impact of Sarbanes-Oxley Act

1. Has SOX changed the thinking of smaller companies about becoming or remaini
a public company? If so, how?

2. Has SOX affected the relationship of smaller companies with their shareholders”

so, how?

3. Do you believe SOX has enhanced, or diminished, the value of smaller compani

Please explain.

4. Has the current securities regulatory system, including SOX, increased or

http://www.sec.gov/cgi-bin/acspc-questions 8/4/2005



Provide Input to the Advisory Committee Page 30f 8

decreased the attractiveness of U.S. capital markets relative to their foreign
counterparts for companies? For investors? Please explain.

5. Does the current securities regulatory system adversely impact or enhance this
country's culture of entrepreneurship? Has the current system impaired or
enhanced the ability of American companies to compete on a global basis? If so
how?

6. Has SOX resulted in a diversion of the attention of company management away
from operational activities, or otherwise imposed an opportunity cost on the
management of smaller public companies? If so, have the benefits of SOX justif
the diversion or opportunity cost? Please explain.

7. Does the current securities law disclosure system properly balance the interests
investors in having access to complete and accurate information for making
investment decisions with the need for companies to protect information for
competitive reasons? Please explain.

8. Has the current securities regulatory system had an impact on the amount and
type of litigation to which smaller companies are subject? Has the overall impac
on companies, investors and markets taken as a whole been positive or negativ
Please explain.

9. Has SOX changed the capital raising plans of smaller companies? If yes, how ha
those plans changed?

Has SOX affected the thinking of smaller companies about buying or being
acquired by other companies or looking for merger partners or acquisition targe
Explain your answer and indicate any way in which SOX has changed a smaller
company from a buyer to a seller of a business, or vice versa.
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10.

11.

12.

13.

SOX Section 404/ Internal Controls

In developing a "risk-based" approach for assessing and auditing internal contrc
over financial reporting for smaller companies under SOX Section 404, what
criteria would you use to categorize internal controls from the highest risk to the
lowest risk controls?

Do you believe that at least some SOX Section 404 internal controls for smaller
companies can be appropriately assessed less often than every year? If so, wha
SOX Section 404 internal controls do you think need to be assessed by
management every year?

What controls do you think need to be assessed at least every two years?

What controls do you think could be assessed only once every three years?

Current standards require that the auditor must perform enough of the testing
himself or herself so that the auditor's own work provides the principal evidence
the auditor's opinion. Are there specific controls for smaller companies for whict
the auditor should appropriately be permitted to rely on management'’s testing :
documentation? Are there specific controls for smaller companies where this is
particularly not the case?

Is the cost and timing of SOX Section 404 certification a deterrent to smaller
companies going public? Are there companies where this deterrent is appropriat
(l.e., are there companies that should not go public and is SOX Section 404 one
appropriate control on the process?) If there is such a deterrent, would it be
appropriate to provide some exemption or special consideration to companies tt
have recently gone public, and for how long would you extend this special
treatment?
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14.

15.

16.

17.

18.

Do the benefits of SOX Section 404 outweigh its costs for smaller companies?
Please explain.

Would you support a total exemption from SOX Section 404 requirements for
smaller companies? Why or why not?

Would such an exemption have a negative effect on investors' interests or
perception regarding smaller companies? Why or why not?

Accounting/Auditing

Has SOX affected the relationship of smaller companies with their auditing firms
yes, how? Is the change positive or negative?

Are the current accounting standards applied to all U.S. companies appropriate
smaller companies? If not, please explain what revisions to existing standards
might be appropriate.

For smaller companies, would extended effective dates for new accounting
standards ease the burden of implementation and reduce the costs in a desirabl
way? How would such extensions affect investors or markets? Would allowing a
company's independent auditors to provide more implementation assistance thg
they are able to currently reduce such burdens or costs? Would such a step
positively or negatively affect the quality of audits? Please explain.

[The Advisory Committee is particularly interested in responses to questions 18
from companies with a market capitalization of $100 million or less.]

Would auditors providing assistance with accounting and reporting for unusual ¢
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19.

20.

21.

22.

infrequent transactions impair the auditors' independence as it relates to smalle
companies? Would providing such assistance reduce the cost of compliance for
smaller companies? What would be the impact on the quality of audits, investor
markets? Please explain.

Is the quarterly Form 10-Q or Form 10-QSB information valuable to users of the
financial statements of smaller companies? Would a system that required semi-
annual reporting with limited revenue information provided in the other quarter:
reduce costs of compliance without decreasing the usefulness of the reported
information to investors? Please explain.

Is segment information useful for smaller companies? Please explain.

Should accounting standards provide smaller companies with different alternatiy
for measuring accounting events that would reduce the amount of time that wol
otherwise be spent by smaller companies to comply with those accounting
standards? If these alternatives were available to smaller companies, would
smaller companies take advantage of them even if the results of the
measurements obtained from the alternatives were less favorable to them in the
short term? Why or why not?

Corporate Governance/Listing Requirements

Are the listing standards of the New York Stock Exchange, the American Stock
Exchange, other exchanges or Nasdaqg that require a majority of independent
directors and independent audit, nominating and compensation committees (or
the alternative, in the case of Nasdaq, that nomination and executive
compensation decisions at a minimum be recommended or determined by a
majority of the independent directors) creating a hardship for smaller companie
Are there benefits to companies and investors of these listing standards in the
context of smaller companies? Do the hardships outweigh the benefits in the ca:
of smaller companies? If so, should these standards be revised for smaller
companies, and, if so, how? In each case please explain.

Are smaller companies experiencing difficulty finding independent directors to
satisfy these listing standards (including independent directors with the requirec
level of financial literacy and sophistication for audit committee service)? What
steps are being undertaken to meet these requirements?
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23.

24.

25.

26.

27.

Other than director independence and concerns related to SOX Section 404-
mandated internal controls, do you believe other aspects of governance and
disclosure reform are unduly burdensome for smaller companies, taking into
account the benefits they provide to investors and markets? If so, please explai
which items are unduly burdensome and the extent of such burden. How could 1
burdens be appropriately ameliorated?

Is the loan prohibition contained in SOX creating a hardship for smaller compan
If so, explain the manner in which this hardship is being created. Do the benefit
companies and investors outweigh the hardships? Should the prohibition be
clarified to exclude certain types of transactions where conflicts of interest or a
likelihood of abuse may not be present?

Disclosure System
Is the relief provided by SEC Regulation S-B meaningful? Why or why not?

Should the SEC provide an alternative disclosure framework for smaller compan
in the context of securities offerings and periodic reporting? Should the alternati
framework be available to a broader category of companies than Regulation S-E
currently? Should the alternative framework be based on Regulation S-B or on ¢
different approach? Could these steps be taken without impairing investor
protection?

Are the costs of preparing and distributing printed paper versions of proxy
statements and annual reports to shareholders unduly costly for smaller
companies? Describe the extent of such costs, and the amount that could be sa
if the SEC allowed complete electronic delivery of documents.

Will the phase-down to the final accelerated reporting deadlines for periodic rep
under the 1934 Act for companies with $75 million market capitalization

(ultimately 60 days for Form 10-K and 35 days for Form 10-Q) be burdensome
smaller companies? If so, please explain the manner and extent of this burden.
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Does the burden outweigh benefits to investors and markets for smaller
companies?

28. Should the current limit on the amount of securities that may be sold under
Securities Act Rule 701 or the $5 million threshold that triggers an additional
disclosure obligation under that rule be increased or modified in any way? Pleas
explain.

Miscellaneous

29. If there is any other matter relating to the securities laws applicable to smaller
companies that you wish to comment on or to bring to the Advisory Committee’
attention?
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