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Background[ edit ] In , Sarbanesâ€”Oxley was named after bill sponsors U. Oxley R - OH. As a result of
SOX, top management must individually certify the accuracy of financial information. In addition, penalties
for fraudulent financial activity are much more severe. Also, SOX increased the oversight role of boards of
directors and the independence of the outside auditors who review the accuracy of corporate financial
statements. These scandals cost investors billions of dollars when the share prices of affected companies
collapsed, and shook public confidence in the US securities markets. It created a new, quasi-public agency, the
Public Company Accounting Oversight Board , or PCAOB, charged with overseeing, regulating, inspecting,
and disciplining accounting firms in their roles as auditors of public companies. The act also covers issues
such as auditor independence, corporate governance , internal control assessment, and enhanced financial
disclosure. Bush signed it into law, stating it included "the most far-reaching reforms of American business
practices since the time of Franklin D. The era of low standards and false profits is over; no boardroom in
America is above or beyond the law. It also creates a central oversight board tasked with registering auditors,
defining the specific processes and procedures for compliance audits, inspecting and policing conduct and
quality control, and enforcing compliance with the specific mandates of SOX. Auditor Independence Title II
consists of 9 sections and establishes standards for external auditor independence, to limit conflicts of interest.
It also addresses new auditor approval requirements, audit partner rotation, and auditor reporting requirements.
It restricts auditing companies from providing non-audit services e. Corporate Responsibility Title III consists
of eight sections and mandates that senior executives take individual responsibility for the accuracy and
completeness of corporate financial reports. It defines the interaction of external auditors and corporate audit
committees, and specifies the responsibility of corporate officers for the accuracy and validity of corporate
financial reports. It enumerates specific limits on the behaviors of corporate officers and describes specific
forfeitures of benefits and civil penalties for non-compliance. It describes enhanced reporting requirements for
financial transactions, including off-balance-sheet transactions, pro-forma figures and stock transactions of
corporate officers. It requires internal controls for assuring the accuracy of financial reports and disclosures,
and mandates both audits and reports on those controls. It also requires timely reporting of material changes in
financial condition and specific enhanced reviews by the SEC or its agents of corporate reports. Analyst
Conflicts of Interest Title V consists of only one section, which includes measures designed to help restore
investor confidence in the reporting of securities analysts. It defines the codes of conduct for securities
analysts and requires disclosure of knowable conflicts of interest. Commission Resources and Authority Title
VI consists of four sections and defines practices to restore investor confidence in securities analysts. Studies
and reports include the effects of consolidation of public accounting firms, the role of credit rating agencies in
the operation of securities markets, securities violations, and enforcement actions, and whether investment
banks assisted Enron , Global Crossing , and others to manipulate earnings and obfuscate true financial
conditions. It describes specific criminal penalties for manipulation, destruction or alteration of financial
records or other interference with investigations, while providing certain protections for whistle-blowers. This
section increases the criminal penalties associated with white-collar crimes and conspiracies. It recommends
stronger sentencing guidelines and specifically adds failure to certify corporate financial reports as a criminal
offense. Corporate Tax Returns Title X consists of one section. Section states that the Chief Executive Officer
should sign the company tax return. Section recommends a name for this title as "Corporate Fraud
Accountability Act of ". It identifies corporate fraud and records tampering as criminal offenses and joins
those offenses to specific penalties. It also revises sentencing guidelines and strengthens their penalties. This
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enables the SEC to resort to temporarily freezing transactions or payments that have been deemed "large" or
"unusual". The spectacular, highly publicized frauds at Enron , WorldCom , and Tyco exposed significant
problems with conflicts of interest and incentive compensation practices. The analysis of their complex and
contentious root causes contributed to the passage of SOX in The Senate Banking Committee undertook a
series of hearings on the problems in the markets that had led to a loss of hundreds and hundreds of billions,
indeed trillions of dollars in market value. The hearings set out to lay the foundation for legislation. We
scheduled 10 hearings over a six-week period, during which we brought in some of the best people in the
country to testify The hearings produced remarkable consensus on the nature of the problems: Prior to SOX,
auditing firms, the primary financial "watchdogs" for investors, were self-regulated. They also performed
significant non-audit or consulting work for the companies they audited. Many of these consulting agreements
were far more lucrative than the auditing engagement. This presented at least the appearance of a conflict of
interest. Boards of Directors, specifically Audit Committees, are charged with establishing oversight
mechanisms for financial reporting in U. These scandals identified Board members who either did not exercise
their responsibilities or did not have the expertise to understand the complexities of the businesses. In many
cases, Audit Committee members were not truly independent of management. The roles of securities analysts,
who make buy and sell recommendations on company stocks and bonds, and investment bankers, who help
provide companies loans or handle mergers and acquisitions, provide opportunities for conflicts. Similar to the
auditor conflict, issuing a buy or sell recommendation on a stock while providing lucrative investment banking
services creates at least the appearance of a conflict of interest. Inadequate funding of the SEC: In the case of
Enron, several major banks provided large loans to the company without understanding, or while ignoring, the
risks of the company. Investors of these banks and their clients were hurt by such bad loans, resulting in large
settlement payments by the banks. Others interpreted the willingness of banks to lend money to the company
as an indication of its health and integrity, and were led to invest in Enron as a result. These investors were
hurt as well. Investors had been stung in by the sharp declines in technology stocks and to a lesser extent, by
declines in the overall market. Certain mutual fund managers were alleged to have advocated the purchasing
of particular technology stocks, while quietly selling them. The losses sustained also helped create a general
anger among investors. Stock option and bonus practices, combined with volatility in stock prices for even
small earnings "misses," resulted in pressures to manage earnings. With a large stock-based bonus at risk,
managers were pressured to meet their targets. Bush and the SEC. Senator Sarbanes introduced Senate Bill to
the full Senate that same day, and it passed 97â€”0 less than three weeks later on July 15, The conference
committee relied heavily on S. The next day, both houses of Congress voted on it without change, producing
an overwhelming margin of victory: Conclusions from several of these studies and related criticism are
summarized below: These costs have continued to decline relative to revenues since Cost for decentralized
companies i. Survey scores related to the positive effect of SOX on investor confidence, reliability of financial
statements, and fraud prevention continue to rise. However, when asked in whether the benefits of compliance
with Section have exceeded costs in , only 22 percent agreed. This annual study focused on changes in the
total costs of being a U. Each of these cost categories increased significantly between FY and FY Their book
proposed a comprehensive overhaul or repeal of SOX and a variety of other reforms. For example, they
indicate that investors could diversify their stock investments, efficiently managing the risk of a few
catastrophic corporate failures, whether due to fraud or competition. However, if each company is required to
spend a significant amount of money and resources on SOX compliance, this cost is borne across all publicly
traded companies and therefore cannot be diversified away by the investor. This research paper analyzes
whether SOX enhanced corporate transparency. Corporate transparency is measured based on the dispersion
and accuracy of analyst earnings forecasts. This research paper indicated that SOX indeed led to conservative
reported earnings but also reduced â€” rightly or wrongly â€” stock valuations of small firms. Rice and Weber
show that shows that, only a minority of SOX reports provide any advance warning of the possibility of
impending accounting problems. Reporting incentives of the firms, like the need for raising additional external
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capital, larger firm size and decreased external auditor objectivity, might prohibit firms reporting the weakness
of internal control in advance. Therefore, SOX alone might not achieve its intended results. This research
paper indicates that borrowing costs are much lower for companies that improved their internal control, by
between 50 and basis points. Do the Benefits of Exceed the Cost? A study of a population of nearly 2,
companies indicated that those with no material weaknesses in their internal controls, or companies that
corrected them in a timely manner, experienced much greater increases in share prices than companies that did
not. Institute of Internal Auditors The research paper indicates that corporations have improved their internal
controls and that financial statements are perceived to be more reliable. This research paper indicates that
firms with reported material weaknesses have significantly higher fraud. Roe, "Public Enforcement of
Securities Laws: Preliminary Evidence" Working Paper January 16, London based Alternative Investment
Market claims that its spectacular growth in listings almost entirely coincided with the Sarbanes Oxley
legislation. On the other hand, the benefit of better credit rating also comes with listing on other stock
exchanges such as the London Stock Exchange. Piotroski and Srinivasan examine a comprehensive sample of
international companies that list onto U. Using a sample of all listing events onto U. In contrast, they find that
the likelihood of a U. The negative effect among small firms is consistent with these companies being less
able to absorb the incremental costs associated with SOX compliance. The screening of smaller firms with
weaker governance attributes from U. Disclosure controls[ edit ] Under Sarbanesâ€”Oxley, two separate
sections came into effectâ€”one civil and the other criminal. Section of the Act mandates a set of internal
procedures designed to ensure accurate financial disclosure. The signing officers must certify that they are
"responsible for establishing and maintaining internal controls " and "have designed such internal controls to
ensure that material information relating to the company and its consolidated subsidiaries is made known to
such officers by others within those entities, particularly during the period in which the periodic reports are
being prepared". The SEC interpreted the intention of Sec. In it, the SEC defines the new term " disclosure
controls and procedures," which are distinct from " internal controls over financial reporting ". This is in
addition to the financial statement opinion regarding the accuracy of the financial statements.
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It also concerns other stakeholders, such as creditors , consumers , the environment and the community at
large. One of the main differences between different countries in the internal form of companies is between a
two-tier and a one tier board. The United Kingdom, the United States, and most Commonwealth countries
have single unified boards of directors. In Germany, companies have two tiers, so that shareholders and
employees elect a "supervisory board", and then the supervisory board chooses the "management board".
Recent literature, especially from the United States, has begun to discuss corporate governance in the terms of
management science. While post-war discourse centred on how to achieve effective "corporate democracy"
for shareholders or other stakeholders, many scholars have shifted to discussing the law in terms of
principalâ€”agent problems. Reducing the risks of this opportunism, or the "agency cost", is said to be central
to the goal of corporate law. Corporate constitution A bond issued by the Dutch East India Company , dating
from 7 November , for the amount of 2, florins The rules for corporations derive from two sources. The law
will set out which rules are mandatory, and which rules can be derogated from. Examples of important rules
which cannot be derogated from would usually include how to fire the board of directors , what duties
directors owe to the company or when a company must be dissolved as it approaches bankruptcy. Examples of
rules that members of a company would be allowed to change and choose could include, what kind of
procedure general meetings should follow, when dividends get paid out, or how many members beyond a
minimum set out in the law can amend the constitution. The United States, and a few other common law
countries, split the corporate constitution into two separate documents the UK got rid of this in It states which
objects the company is meant to follow e. In the event of any inconsistency, the memorandum prevails [17]
and in the United States only the memorandum is publicised. Another common method of supplementing the
corporate constitution is by means of voting trusts , although these are relatively uncommon outside the
United States and certain offshore jurisdictions. Some jurisdictions consider the company seal to be a part of
the "constitution" in the loose sense of the word of the company, but the requirement for a seal has been
abrogated by legislation in most countries. Balance of power[ edit ] Adolf Berle in The Modern Corporation
and Private Property argued that the separation of control of companies from the investors who were meant to
own them endangered the American economy and led to a mal- distribution of wealth. The most important
rules for corporate governance are those concerning the balance of power between the board of directors and
the members of the company. Authority is given or "delegated" to the board to manage the company for the
success of the investors. Certain specific decision rights are often reserved for shareholders, where their
interests could be fundamentally affected. There are necessarily rules on when directors can be removed from
office and replaced. To do that, meetings need to be called to vote on the issues. How easily the constitution
can be amended and by whom necessarily affects the relations of power. It is a principle of corporate law that
the directors of a company have the right to manage. In the United Kingdom , the right to manage is not laid
down in law, but is found in Part. This means it is a default rule, which companies can opt out of s. UK law
specifically reserves shareholders right and duty to approve "substantial non cash asset transactions" s. During
the Great Depression , two Harvard scholars, Adolf Berle and Gardiner Means wrote The Modern Corporation
and Private Property , an attack on American law which failed to hold directors to account, and linked the
growing power and autonomy of directors to the economic crisis. In the UK, the right of members to remove
directors by a simple majority is assured under s.
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and practice of company accounting in Australia / by Trevor R. Johnston, Martin O. Jager and Reginald B. Taylor.
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vi Fundamentals of Business Law Chapter features Each chapter contains a number of helpful features to guide you
through each topic. Learning objectives Show the referenced CPA Australia learning objectives.
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Practising in Australia Currently, sole practitioners make up more than 50 per cent of CPA Australia public practice firms.
However, firm structures are continuing to evolve.
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PROPONENTS OF FEE SHARING FROM BOTH professions, arguing that the major issues could be addressed
satisfactorily by rule changes, note that MDPs already exist in Australia, Canada and many European countries, where
the Big Five U.S. accounting firms are in some cases the largest law firms.
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