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2009 COSO MONITORING GUIDANCE: 
Frequently asked Questions (FAQs)  
Answered by Co-Author Sri Ramamoorti

In 2007, Grant Thornton LLP was selected to 
lead the development of the new monitoring 
guidance from COSO (see www.coso.org), and 
Trent Gazzaway, national managing partner 
of Corporate Governance, served as project 
leader. Dr. Sri Ramamoorti, a member of the 
Editorial Committee of New Perspectives 
since 2004, is a Corporate Governance partner 
with Grant Thornton LLP and was on the 
COSO monitoring guidance authoring team. 
Sri answers these frequently asked questions 
to provide background information and help 
the readers of New Perspectives understand 
the COSO Monitoring Guidance that was 
issued in February 2009.

1. Who is COSO and why did 
they write guidance on monitoring 
internal control systems?

COSO stands for the Committee of 
Sponsoring Organizations of the 
“Treadway Commission” (the National 
Commission on Fraudulent Financial 
Reporting was headed by Mr. James 
Treadway, a lawyer, and issued its report 
in 1987). The sponsoring organizations 
of COSO are: the American Accounting 
Association (AAA), the American 
Institute of Certified Public Accountants 
(AICPA), the Institute of Management 
Accountants (IMA), the Institute of 
Internal Auditors (IIA) and Financial 
Executives International (FEI). The current 
COSO Chairman of the Board is Dr. Larry 
E. Rittenberg, Ernst & Young Professor of 
Accounting at the University of Wisconsin 
at Madison.

From inception, COSO sought to 
understand and explore the underlying 
source of fraudulent financial reporting, 
typically arising out of weak, 
circumvented, or overridden internal 
controls over financial reporting. 

Accordingly, they developed the 
primary guidance titled, “Internal 
Control—Integrated Framework,” originally 
published in 1992. The COSO Internal 
Controls—Integrated Framework 
established the essential elements of what 
a good internal control system should 
contain and look like in general. It is 
important to understand that it really 
was always designed to be a conceptual 
framework to inform practice about what 
internal control might look like; however, 
it wasn’t designed to be a normative or 
prescriptive standard as to how effective 
internal control should be designed in any 
and all organizations. 

The COSO framework itself has five 
components: control environment, risk 
assessment, control activities that help 
manage or mitigate risk, information 
and communication that make sure the 
internal control system has the right 
information flowing throughout it, and 
sitting on top of it all, the fifth component 
is monitoring. Monitoring is supposed 
to ensure that internal control operates 
effectively and continues to operate 
effectively over time. In that vein, when 
we look at the intent of Sarbanes Oxley 
Section 404, which is for management to 
take responsibility for internal control and 
to be in a position to tell investors that 
they have good internal control, COSO 
already had a model and a mechanism for 
how to support that belief. That model and 
mechanism is the monitoring component. 

If monitoring operates effectively, it 
should not be a great leap to be able to say 
publicly that internal control is operating 
effectively. Yet, we saw companies 
spending huge amounts of time and 
energy to comply with the Sarbanes Oxley 

Section 404 requirements. That had to 
be happening for one of two reasons: (1) 
either companies had good monitoring 
and were not taking credit for it, or (2) 
they didn’t have good monitoring where 
they needed it. All of that has nothing to 
do with Sarbanes-Oxley and everything 
to do with just  what good monitoring 
looks like. So COSO decided, rightfully 
so, I think, that we really needed to 
develop some guidance on what good 
monitoring looks like so that companies 
could recognize and take credit for it and 
fix it where they need it, as well as to get 
away from these massive fourth-quarter 
exercises to evaluate internal control.

2. Who is on the team that 
developed the guidance? What 
process did they follow to create the 
guidance?

To find the list of everyone involved, 
please refer to the published guidance. 
The people involved on the project 
are listed at the beginning of both the 
introduction (downloadable for free from 
www.coso.org) and the three volumes. 

The COSO board has a total of seven •	
members involved in the project.

The Grant Thornton team who •	
worked as the primary writers of 
the material were: Trent Gazzaway 
(project leader), Jim Burton, Russ 
Gates (DuPage Consulting LLC), 
Keith Newton, Sri Ramamoorti, Rick 
Wood (Canada) and Jay Brietz. We 
were the primary team vetting the 
major theoretical issues. 

We also had an internal review •	
team of four people: Andy Bailey, 
Dorsey Baskin, Craig Emrick 
(Moody’s Investor Services) and Phil 
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Livingston (Approva). Their job was 
to review the material before it was 
sent to the COSO board and task 
force to make sure there were no fatal 
flaws.

The COSO board had its own task •	
force. They cover a broad swath of 
professionals representing different 
constituencies—the Government 
Accountability Office (GAO), 
academics, and CFOs. All the major 
accounting firms are represented, 
and both the PCAOB and SEC had 
an observer who participated in 
the meetings and reviewed all the 
preliminary material.

In sum, about 35 individuals were 
involved in the development of the 
guidance.

We would meet, discuss the theory, and 
then we would write and submit our 
material through the various levels of 
review. We made edits as we went along 
until we reached the point where we 
were all in agreement and were ready for 
a public discussion. The guidance went 
through multiple rounds of review with 
the review team, board and task force 
until we were ready with the exposure 
draft of the full guidance. Although 
the whole project took about 2 years to 
complete, in the end, there was a sense 
of unanimity and consensus that we 
had collectively produced some really 
practical guidance on monitoring. 

3. How does this relate to the COSO 
components of internal control and 
the 1992 framework?

What Congress always intended Section 
404 of Sarbanes-Oxley to mean is that 
you need to be in a position to tell 
investors that you have good internal 
control. That’s what monitoring has 
always intended: to provide that 
feedback so that management has a 
reason to believe that at any point 
in time, they have effective internal 
control. It gets to the point that 
you don’t wake up on Dec. 31 and 
say, “Today’s the day I have to be 
comfortable that I have good internal 
control.” You want and should have 
a reasonable basis of believing that 
throughout the year. Monitoring 
provides that feedback mechanism to 
you.

4. What are some of the mistakes 
companies make when monitoring 
their internal controls?

I think there are a couple of things that 
are on opposite ends of the spectrum. On 
one end, they don’t link their monitoring 
to their risk assessment. In other words, 
their monitoring isn’t risk-based and 
in some cases, they spend a lot of time 
focused on monitoring things that don’t 
need as much monitoring attention at 
the expense of things that need more 
monitoring attention. It’s just a matter 
of a proper distribution of resources 
appropriately  allocated to risk. 

On the flip side, one of the biggest 
mistakes that we see  preventing 
effectiveness, is that companies’ 
monitoring stops at a general trust for 
the people that are doing the work. 
There’s a general belief that if there 
hasn’t been a problem in the past, and 
things seem to be working O.K. from 
an operations perspective, everything 
must be O.K. from an internal control 
perspective. Every single restatement 
that has happened due to error or fraud 
originated at some point with a general 
belief that things were O.K. until the 
discovery that things weren’t O.K., 
and then it was too late to correct it 
without a restatement. We would like 
to see companies take a more proactive 
approach for developing the feedback 
mechanisms so they gather direct 
information about the effectiveness of 
internal control throughout the period 
when they need to. 

5. If my company is private, will 
this new guidance apply?

There is a general belief that the only 
companies that need to apply this 

guidance are public companies subject 
to Sarbanes-Oxley. That really couldn’t 
be further from the truth. If you generally 
buy the notion that it is highly desirable 
to have control over everything that 
could materially impact your financial 
statements, then you should not need 
Sarbanes-Oxley to tell you that! That 
should be a goal of every organization.

If you get beyond financial reporting, 
you want to have a reasonable basis that 
your internal control over operations, 
compliance with laws and regulations, 
health and safety issues, and a whole 
host of issues are working effectively 
throughout the year. This monitoring 
guidance is designed to help you do 
that: to help you prioritize the risks and 
understand how monitoring can make 
you comfortable that an internal control 
system is effective, without necessarily 
looking at every single internal control, 
but by focusing on key controls. All the 
notions in the guidance are applicable to 
any company, for-profit, not-for-profit, 
private or public. It doesn’t matter.

6. Why should we follow this 
guidance? What are the risks if we 
don’t?

The biggest reason to have effective 
monitoring is because we know for a fact 
that internal control systems that are not 
monitored effectively deteriorate over time. 
When people aren’t supervised effectively, 
eventually, what they’re supposed to 
be doing doesn’t get done or doesn’t 
get done properly. When that happens, 
risk increases and the longer it happens, 
the more risk increases until there’s a 
catastrophic failure. 

Business is changing so much faster than 
it did 20 years ago. It’s so much more 
complex today. Risk can occur in a much 
quicker timeframe and have a greater 
impact in a shorter period of time than 
it could just 10 or 20 years ago. So the 
importance of monitoring is actually 
increasing as business gets more and 
more complex.

7. Will following the COSO 
guidance reduce overall costs of 
internal control monitoring?

It will reduce the overall cost of the 
internal control system over time. What 
I mean by that is if you don’t have 
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good monitoring, your internal control 
system is going to deteriorate over time. 
Not performing effective monitoring is 
akin to assuming the risk from deferred 
maintenance.

No organization, whether you’re dealing 
with financial reporting, operations or 
compliance with laws and regulations, 
can afford for material errors to occur. 
That’s why they are called material 

errors—they have a significant negative 
impact on the organization’s objectives. 
Although effective monitoring doesn’t 
completely eliminate the risk that a 
material error is going to occur, it does 
significantly reduce it. It should, in theory, 
reduce the overall costs of the entire 
internal control system over time.
Applying this guidance will reduce 
the actual cost of internal control 

monitoring to the extent that 
companies are performing a massive 
fourth-quarter exercise that is 
redundant or being performed solely 
because there is no other monitoring 
information available. It will at least 
spread it out throughout the year 
instead of being focused in one quarter 
and could actually reduce the overall 
cost. NP


