Sarbanes-Oxley Act of 2002
Key Provisions For Accounting Firms 

	
	
	Status
	
	Recommendations

	· Register, pay fees, and submit periodic reports to the new Public Company Accounting Oversight Board (“Board”) with SEC oversight
	
	
	
	

	· Comply and cooperate with the Board’s standards, quality control inspections, investigations, and disciplinary process
	
	
	
	

	· Secure the consent of foreign firms to supply documents to the Board where the U.S. firm relies upon the foreign firm’s audit services
	
	
	
	

	· Be subject to Board sanctions, including fines, censures, suspensions, or bars
	
	
	
	

	· Rotate lead audit and review partners every five years
	
	
	
	

	· Comply with a “cooling off” period before audit engagement team members can accept certain positions with an audit client
	
	
	
	

	· Attest to management’s assessment of internal controls in annual reports and present an “evaluation” of certain aspects of the internal control structure and procedures
	
	
	
	

	· Obtain audit committee pre-approval for audit and permitted non-audit services 
	
	
	
	

	· Report to audit committees on alternative accounting treatments
	
	
	
	

	Note: These provisions are effective upon establishment of the Board and firm registration, or upon SEC rulemaking.


	Key Provisions for Issuers 



	
	
	Status
	
	Recommendations

	· May not extend credit to directors or corporate officers, with certain specified exceptions
	
	
	
	

	· Must make “real time” disclosures concerning  material changes in the financial condition or operations of the issuer
	
	
	
	

	· Must include in 10-K an internal control report stating management’s responsibility for adequate internal controls and its assessment of the effectiveness of internal controls 
	
	
	
	

	· Must disclose all material off-balance sheet transactions
	
	
	
	

	· Must reconcile pro forma information with GAAP and not omit information that makes financial disclosures misleading
	
	
	
	

	· May not engage its auditor for nine specifically prohibited non-audit services 
	
	
	
	

	· Must disclose pre-approvals of non-audit services
	
	
	
	

	· May not hire auditors who have been suspended or barred by the Board
	
	
	
	

	· Accelerates Exchange Act Section 16 reporting of securities transactions by corporate “insiders”
	
	
	
	

	· Must disclose whether they have adopted codes of ethics for their senior financial officers
	
	
	
	

	· Longer statutes of limitations for private securities fraud lawsuits
	
	
	
	

	· New “whistleblower” protections for employees
	
	
	
	

	· Enhanced penalties for securities law violations
	
	
	
	

	· New Public Company Accounting Oversight Board (“Board”)  can compel testimony and audit work papers related to an issuer
	
	
	
	

	· Must wait one year before hiring an audit engagement team member to be CEO, CFO, CAO or equivalent
	
	
	
	

	· Must fund the Board’s and FASB’s operations
	
	
	
	


	Key Provisions for Issuers
(Specifically Related to Corporate Boards of Directors and Officers)



	
	
	Status
	
	Recommendations

	· Two separate CEO/CFO certification requirements:

· An immediately effective, criminal provision requiring certification in each filed periodic report containing financial statements stating that the report (i) “fully complies” with Exchange Act requirements (no materiality qualifier); and (ii) “fairly presents, in all material respects, the financial condition and results of operations of the issuer,” and 

· A civil provision, effective upon SEC rulemaking within 30 days of enactment, requiring officer certification that  (i) the financial statements and other financial information “fairly present in all material respects” the company’s financial condition; and (ii) the officer accepts responsibility for and makes several other representations regarding internal controls.
	
	
	
	

	· Officers, directors, and others may not “fraudulently influence, coerce, manipulate or mislead” their auditors
	
	
	
	

	· CEO and CFO must disgorge certain bonuses and profits from securities sales after restatements due to misconduct
	
	
	
	

	· SEC can bar “unfit” officers and directors
	
	
	
	

	· Officers and directors are prohibited from trading during pension “blackout” period
	
	
	
	

	· CEO or chief legal counsel must take appropriate remedial actions in response to attorneys’ reports of evidence of a material violation of securities laws or breaches of fiduciary duty or “similar violations”
	
	
	
	

	· SEC has authority to temporarily freeze the pay of corporate officers
	
	
	
	


	Key Provisions for Issuers
(Specifically Related to Board Audit Committees)



	
	
	Status
	
	Recommendations

	· Must be directly responsible for auditor appointment, compensation, and oversight 


	
	
	
	

	· Must be given authority and funds to engage advisers as needed
	
	
	
	

	· Members must be independent of the issuer (cannot have vendor relationship)
	
	
	
	

	· Issuer must have a “financial expert” on the committee (or issuer must disclose reasons for lack of expert)
	
	
	
	

	· Must establish complaint procedures regarding accounting and auditing matters
	
	
	
	

	· Must receive reports from the auditor on alternative accounting treatments
	
	
	
	

	· Must pre-approve all audit and non-audit services
	
	
	
	

	· Can delegate non-audit service pre-approval authority to a single member
	
	
	
	


	Discussion of Auditor Independence Provisions



	
	
	Status
	
	Recommendations

	· Audit firms are prohibited from providing specifically listed services to audit clients.
	
	
	
	

	· An audit firm may provide any other non-audit service to audit clients, provided such services are pre-approved by the audit committee.
	
	
	
	

	· The SEC will issue rules clarifying the non-audit service prohibitions and pre-approval requirements within 180 days after enactment.
	
	
	
	

	· For purposes of the Act itself, the statutory service prohibitions and pre-approval requirements become effective only after establishment of the Board and firm registration with the Board, which could take up to 450 days after enactment. Note, however, that the implementation of these provisions could be expedited through SEC rulemaking.

	
	
	
	

	· Audit committees should begin to consider the processes under which they will implement these future requirements.
	
	
	
	


	Services Prohibited Under the Act



	
	
	Status
	
	Recommendations

	1. Bookkeeping or other services related to the accounting records or financial statements of the audit client; 
	
	
	
	

	2. Financial information systems design and implementation;
	
	
	
	

	3. Appraisal or valuation services, fairness opinions, or contribution-in-kind reports;
	
	
	
	

	4. Actuarial services;
	
	
	
	

	5. Internal audit outsourcing services;
	
	
	
	

	6. Management functions or human resources;
	
	
	
	

	7. Broker or dealer, investment adviser, or investment banking services;
	
	
	
	

	8. Legal services and expert services unrelated to the audit; and
	
	
	
	

	9. Any other service that the Public Company Accounting Oversight Board determines, by regulation, is impermissible.
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