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Introduction 

Chairman, Barbara Hackman Franklin 

 

...was on time and Senator Sarbanes is right here. (Applause) We are especially privileged this 

evening to have these two guests with us together. As a measure of their fame there is a song 

running around on the Internet called the Sarbanes Oxley Blues. It is in the county style, I can’t 

sing, but one line goes something like this, I really miss the good olé days when I told my board 

what to do; now my audit committee is slapping me silly. I’ve got the Sarbanes Oxley Blues. 

(Applause). Sarbanes and Oxley, these two names are now joined at the lips as firmly as Cass-

Hartley(?), Gramm-Rudman or Mason-Dixon. They are of course two very different, very 

separate people, from different states, different parties, different houses of Congress, but the law 

put together by the two of them, the two committees and the two houses of Congress and signed 

by President Bush in July of 2002 has linked them forever together especially among those of us 

who care about corporate government, corporate accounting and corporate integrity and about 

the means by which we seek to insure and promote those things. The good thing is that both men 

have made their mark in Congress not as showmen but as serious legislators and it was in that 

spirit in the wake of the Enron Scandal and the others that followed that each of them set out to 

do something serious about the problem. After a long arduous and sometimes contemptuous 

legislative process the result is the law with the formal title The Public Company Accounting 

Reform and Investment Protection Act, or as everyone now knows it, Sarbanes/Oxley or just 

plain SOT. As it happens I was keenly interested in all of this process. I served on the audit 
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committees of four public companies and chaired two of them. So while it was being debated I 

was monitoring each version draft by draft and when it finally passed I sat down after a long 

night, and I will never ever forget, in a big easy chair and committed the whole bill to memory. 

Which turned out to be one of the best things I have ever done. Knowing the content intimately 

has served me very well in the boardroom. So now it is a very special pleasure to introduce, not 

an impersonal SarbanesOxley one word, but two very distinguished, very different, quite human 

gentlemen who we are greatly honored to have with us here tonight. Senator Paul Sarbanes and 

Chairman Michael Oxley. Senator Sarbanes was a Rhodes Scholar at Oxford. Summa cum laude 

graduate of Princeton and a graduate of Harvard Law School. He has already represented 

Maryland in the United States Senate longer than anyone else in that state’s history. He is a 

ranking minority member of the Banking Housing and Urban Affairs Committee. A committee 

he was chairing when Sarbanes/Oxley passed. He also served on the Foreign Relations and Joint 

Economics Committee. Chairman Oxley has represented his Ohio District since 1981. He too is a 

lawyer and earlier in his career learned something about dealing with malfeasance as an FBI 

Special Agent. He chairs the Financial Services Committee in the House of Representatives. A 

committee that oversees the whole suite of financial services of the Banking, Insurance and 

Securities industry. He played a major role in the 1999 deregulations that broke the barriers 

among banks, security firms and insurance companies. Incidentally this evening’s dinner 

represents a swap of sorts; Sarbanes/Oxley brought the creation of the new Public Companies 

Accounting Oversight Board. The first Chairman of which is our own Bill McDonough who of 

course was chairman of this club. So with Senator Sarbanes and Chairman Oxley appearance 
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here, we feel we are getting back something for giving you Bill McDonough. Our two guests 

have agreed between them that Chairman Oxley would go first. To be followed immediately by 

Senator Sarbanes. Please give a warm welcome to Chairman Oxley. 

 

Michael Oxley, Chairman 

Financial Services Committee/House of Representatives 

 

Barbara thank you very much for that wonderful introduction for both Paul and myself, and the 

Sarbanes and members of the dais and guests, we are thrilled to be here, and Barbara I want to 

thank you for your service to our nation as Secretary of Commerce. It was good working with 

you when you were there and you really did make a mark and we thank you very much for that.  

 

It is an honor for me to appear before this 97 year old organization. I asked about the origins of 

this group and I was told, well it is really nothing on paper. So I take it that it is really sort of an 

economic version of Skull and Bones. I will just keep quiet if I can. 

 

My wife is here tonight at Table 11, Pat will you stand up and (applause) if you would recognize 

my wife Pat. (Applause) Even though she is a native of Philadelphia, she loves New York and I 

love New York and we met here in the Big Apple when she was a flight attendant with the 

airlines and I was a relatively young FBI agent. So we always enjoy the opportunity, Barbara to 

come back to the Big Apple and we truly enjoy the opportunity and we even came up a day early 
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to be with you. It is quite intimidating to read the list of previous speakers. Bush, Carnegie, 

Gandhi, Greenspan, Herschel, Kennedy, Khrushchev, Kissinger, Thatcher just to name a few. So 

my first question to you Paul is, what are a couple of guys from Maryland and Ohio doing here. 

This has been an unbelievable honor roll of speakers as I was looking at the back of the program, 

and I think I am safe in saying I am the second buckeye after the President William Howard Taft 

to speak to this August group. Paul has been great in doing a number of joint appearances around 

the year anniversary of the Sarbanes/Oxley Bill signing. Sometimes there is a little confusion; 

particularly with the international folks who think sometimes we are the same person. (Laughter) 

 

The last time...I went to Davos last year to an economic forum there was a gentleman from Asia 

who saw my name tag and said, he just had to shake hands with Sarbanes Oxley. And I asked 

him why it was so important to him to meet Sarbanes Oxley and he said he never got a chance to 

shake hands with Glass Steagall. (Laughter) 

 

I think it is safe to say that Paul and I have become the world’s leading corporate governance 

road show and it is just appropriate that we come here tonight to the Economic Club of New 

York to be with you. When we were working towards the end of the last session on a very 

important piece of legislation that dealt with the credit, the Fair Credit Reporting Act and we had 

to re-authorize it and we were working together. We passed it in the House, the Senate passed it, 

and we were going to conference. We were working the bill. We knew we were, I guess at 

deadline, and Paul being his usual strong leader, called me and one of my staffers came in and 
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said, Senator Sarbanes is on the phone. I picked up the phone and he said, this is your first name. 

(Laughter) And in fact, the hardest thing I have had to do in politics is convince my constituents 

that my first name really isn’t Sarbanes and if that doesn’t work I am going to change it on the 

ballot. (Laughter) 

 

I think I speak for both of us when I say we appreciate the attention you have given to two 

legislators who in case you hadn’t noticed are not getting any younger. While someday people 

will forget who we are, the large emphasis on good corporate government will have a lasting 

impact and that is as it should be. Sarbanes/Oxley is a classic example of compromise within the 

legislative process. Paul and I probably don’t agree a whole lot on a lot of issues. He comes from 

the east coast, is a Democrat from the east coast, I am conservative Midwesterner. But guided by 

the process that is outlined in our Constitution, we are able to come together and produce the 

Sarbanes/Oxley Act. Over the years that I have been involved in economic and business issues, 

Americans have been willing to modernize our markets and remake our economy when need be. 

We are willing to change, to throw out things that don’t work, even though the future might be 

somewhat uncertain. America would never allow itself to sink in quicksand like the German 

economy or get bogged down by bad bank loans like you find in Japan. The principles of 

Democracy and fairness apply to our government and they also govern our marketplace.  

 

People in America wouldn’t stand for zero competition in the telecommunications business. 

They want a choice and better service and better prices. So the telecommunications business 
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changed. The 1996 Telecom Act was passed. Consequently the amount and accessibility and 

speed of information has exploded. In spite of the burst bubble that set the industry back, 

telecommunications is now on a track of sustained growth. The individual investor looms large 

in the capital markets as well. The markets are constantly evolving and constantly becoming 

more democratic with a small d. Investors were paying too much in spreads under the old system 

of fractional pricing that seems so long ago and we were able to prevail upon the exchanges to 

implement dollars and cents, decimal pricing. Now you see your stock price in dollars and cents, 

and you pay less at Wall Street when you buy or sell and indeed my constituents and Paul’s 

constituents and investors all over the country have paid millions of dollars. Investors simply 

would not stand for fraudulent reporting and accounting in publically traded corporations that 

cause livelihoods and retirement accounts to suddenly disintegrate. They wouldn’t stand for a 

rosy Scenario Analysis that was designed to sell stock shares. So Congress passed the Act which 

has I hope contributed to the renewed sense of investor confidence and economic growth. After 

months of deliberations in the House and Senate and after a year of rule making at the SEC, we 

are beginning to see the impact of the corporate accountability measures mandated in the 

Sarbanes/Oxley Act. 

 

Corporate boards are taking steps to reform in advance of forthcoming lifting requirements. 

Many have adopted new guidelines and they have updated board and audit committee structures. 

Importantly these reforms do not appear to be stifling innovation or creativity in corporate 

management. An increasing number of companies are seeking to become public and to gain 
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listings in US markets. From Ira Millstein the CEO of Cooper Tire and Rubber Company in my 

hometown of Finley Ohio, it has been something that I have discussed time and time again with 

leaders in the business community. I hear remarks like overdue reform; it changed the board 

culture in America. Tough and effective, it transformed the boardroom. In fact, what is being 

now is that many more women are following Barbara’s example in the boardroom and that is an 

important plus in our corporate governance as well. Leading business and academic groups are 

researching ways for corporations to meet and exceed requirements set forth in the Act.  

 

On the self-regulation front, the NAFB and the New York Stock Exchange has worked to rewrite 

the corporate government standards for publically traded companies including new rules to 

increase board independence. Enforcement efforts have also benefitted for the first to shore up 

investor confidence. The Financial Services Committee, held a hearing recently, to hear from 

SEC Chairman Donaldson and former Federal Reserve Bank of New York President William 

McDonough, who I didn’t realize Barbara was the President of this wonderful group. Of course 

Bill chairs the accounting board created by the Act and we thought it was rather...when Bill 

McDonough testified and we found out that the new Public Company and Accounting Oversight 

Board or PCABO, I don’t think they like to be called that, do you Bill, but the Public Company 

Accounting Oversight Board is now housed in the former offices of Arthur Anderson in 

Washington. Now you can’t make that up. (Laughter) 

 

The Public Company Accounting Oversight Board is a cornerstone, obviously, of the Act, and 
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this body bears great responsibility for restoring and upholding integrity in the accounting 

industry and the financial statements of American business. I am confident in Chairman 

McDonough’s ability to lead the board in this endeavor. 

 

Among the many regulations the FCC has issued a rule to ensure auditor independence and 

require financial expertise on each audit committee. I have had the pleasure of meeting a number 

of folks on the audit committee and chairman of the audit committee and not only does my 

gratitude go out to you but my heart as well in your efforts. 

 

Chairman Donaldson and his staff at the SEC deserve great credit for their efforts in 

implementing the new rule with a speed rarely seen in the federal rule making process; the 

commission has worked to give market participants a clear sense of their obligations under the 

new law. In their first joint appearance before the Congress, the two discussed their ongoing 

work to implement the law’s provisions. And like a couple of good strong Irishmen they worked 

together for the best interest of corporations and for investors everywhere. I applaud both of their 

willingness to work with all parties to insure that the goals of the law are met in a most efficient 

and not unduly burdensome manner.  

 

Of course all of the recent positive economic news is not the result of a single policy or a single 

piece of legislation. However the steps taken by the President and by Congress has played an 

integral role in creating a positive environment for economic recovery. There are so many 
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macroeconomic factors at work here, that you simply can’t credit the law for the recovery, lest 

you risk being grouped with the rooster who took credit for the sunrise. Nonetheless, if the 

economic direction was down and the markets continued to decline, surely the Act would be 

blamed one way or another. 

 

In his farewell address to the nation, President Reagan told a story of an economic summit that 

year when one of the world leaders turned to him and said, tell us about the American miracle. 

An important part of the American miracle is the political will and the ability to adapt to 

changing circumstances. Sarbanes/Oxley is a shining example of American economic resilience. 

The ability of our system to reform, to move forward, to solve problems, and to become more 

efficient. No economic system in the history of the world could withstand and overcome the 

body blows that we have taken in the past two years, when oncoming recession, to the horror of 

9/11, to the war in Afghanistan and Iraq, to Exxon, WorldCom and the other corporate scandals, 

and yet we have overcome every obstacle and have met every challenge laid down before us. I 

would dare say there is no other country, no other economic system in the world, perhaps in the 

history of the world, that could make those kinds of adjustments and keep moving forward.  

 

As the calendar turned recently on this amazing century, we have seen terrible evil, and yet 

heroism and sacrifice. We learned of fraud and betrayal, but also of reform and renewal. These 

have been hard lessons but we have learned them well as a country. I know that we will continue 

to succeed as this remarkable and challenging century moves forward. 
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Thank you very much; it is great to be here. (Applause) 

 

Barbara Hackman Franklin: Thank you very much Mike. Please help me give a warm welcome 

to Senator Sarbanes. 

 

Paul Sarbanes 

United States Senator 

 

I would use Barbara’s stand but it might intimidate my colleague Mike Oxley, so I will refrain 

from doing so. It is a pleasure to be here with you this evening and to join my good friend and 

House colleague, Mike Oxley, the Chairman of the House Financial Services Committee. I am 

very grateful to you for....my parents came to this country from Greece as immigrants and 

Barbara with her usual attention to detail has seated me next to one Greek American Pete 

Peterson and right in front of another John Braden. So I thought I was in good company, being 

looked after here at the head table. We have Barbara Franklin, your very able Chair to thank for 

arranging this dinner. Anyone who has received an invitation from Barbara knows how difficult 

it is to turn her down, just saying no, simply does not work. So the only option is to accept and 

here we are. I notice Mike nodding, so I think I speak for the both of us. 

 

Barbara, of course, the very able former Secretary of Commerce, as was Pete Peterson, here at 

the head table, knows where the issues of corporate government lie. Her experience as a director 
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dates back a quarter of a century. In 1979 she was one of the first generation of pioneering 

professional women to enter a boardroom, not to serve coffee, but to sit at the table. Since then 

she has sat on the boards of some dozen public companies, served with pride at companies in 

numerous professional and nonprofit organizations in something like a dozen audit committees. 

 

I also want to salute the Economic Club of New York as it approaches its centennial and the 

distinguished members and guests who are gathered here. I am delighted to see a number of 

familiar faces, many of you are deeply engaged in the effort to restore the integrity of our capital 

markets and the confidence of our investors. 

 

Issues of accounting and corporate governments were long looked upon as dry, theoretical, 

abstract...no longer; today they are an urgent and practical concern. They affect every 

shareholder from the modest individual investor to the major institutional investor, they affect 

the efficiency and transparency of our capital markets as well as the global perception of those 

markets. They affect the stature of the US as a model and standard setter for developing markets 

around the globe, and they have a profound implication for the domestic economy. 

 

The law that now carries my name and Mike’s name, the people in his state wonder why he has 

adopted this strange first name, and the people in my state wonder why I am running around with 

a hyphenated last name. (Laughter) But this law was developed, debated and enacted in response 

to the crisis in the markets that came to the surface but did not begin until the collapse of Enron 
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Corporation in late 2001.  

 

That was a little more than two years ago, although it seems like an eternity. When I became 

Chairman in the early summer of 2001 of the Senate Banking Housing and Urban Affairs 

Committee, all hailed to Jim Jefferson of Vermont if I may say so. (Laughter) I set out a 

committee agenda; it did not include auditing, accounting or corporate government. In October 

of 2001 Enron announced the third quarter loss of a billion dollars. Shortly thereafter an 

additional loss of $1.2 billion in shareholder equity. At the time, Enron was the nation’s 7th 

largest company. A fund manager who did not have Enron in his or her portfolio would have 

been regarded at best with skepticism. Then on December 2nd, Enron announced the largest 

bankruptcy in the nation’s history, until WorldCom surpassed it six months later. 

 

But Enron was not unique; with increasing frequency major companies were resorting to 

convoluted and often fraudulent accounting devices to inflate earnings on their financial 

statement. Statements that had been audited, approved by a major accounting firm and duly filed 

with the SEC. The markets faced not a ripple along the surface but a tidal wave. Some argued 

that these were random events resulting from the malfeasant of a few bad actors or bad apples.   

 

Others saw it differently. According to the Wall Street Journal quote, “The scope and scale of 

the corporate transgression of the late 1990 exceed anything the United States has witnessed 

since the years preceding the Great Depression”. Money Magazine called it “A total breakdown 
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by everyone, a complete breakdown in the system in all the checks and balances.” And just 

yesterday, in an article in the New York Times Sunday Magazine Roger Lowenstein observed that 

the problem was only partly personal greed on the part of those proverbial bad actors. Executive 

Voorhees said, “Helped along the way by lenders and investment bankers, auditors, lawyers, 

analysts, just about anyone whose job should have been to protect the public. It was not that a 

handful of executives got greedy, but that the safeguards supposedly built into our financial 

culture stopped functioning.” 

 

As a number of financial statements continued to rise after the initial Enron shock, there are 

obviously indications of a worrying pattern of behavior. Concern grew among members of the 

Banking Committee, that a legislative response was necessary. That response, of course, had to 

be targeted to issues within our jurisdiction which meant that criminal liability and pensions were 

left to be dealt with by other committees. So we had to decide how to proceed and we concluded 

that we would launch a series of very thorough comprehensive hearings to speak to this, identify 

any systemic weaknesses in the market that had contributed to the crisis. 

 

Beginning in mid-February and extending over a period of six weeks, the committee held 10 

hearings with 3,000 witnesses; John Biggs and John Whitehead who are here at the dais with me 

were amongst those witnesses who made very significant contributions to the hearing. We began 

those hearings with a panel of five former Chairmen of the SEC, appointed by both Democratic 

and Republican presidents and we concluded with the then Chairman of the SEC. In between we 
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had a number of witnesses with long and distinguished experience in accounting, corporate 

government, regulatory matters. We heard from past and present government officials, self-

regulators, investor and consumer groups, business and labor, the accounting profession and 

leading scholars. 

 

We had...I have to tell you this story, we had one very technical hearing with three former chief 

accountants of the SEC. And I have to admit to you myself, it was hard going. (Laughter) And 

one of my colleagues who is sitting there, and his microphone was on, it was an open 

microphone and at one point in the middle of the testimony he lets out this sigh that could be 

heard throughout the hearing room and he says, this is really boring. (Laughter) 

 

Well we have on my committee, Senator Mike Enzi, a Republican of Wyoming, my good friend. 

Mike Enzi is the only certified public accountant in the United States Senate. So he is sitting over 

here, and over here are these three former chief accountants of the SEC, so my colleague over 

here, who is sitting at this open microphone and says, this is really boring. Enzi leaps into the 

discussion and says, it may be boring to you, but I haven’t had this much fun since I came to the 

United States Senate. (Laughter) 

 

There is a remarkable consensus among our witnesses on the major structural and systemic 

problems. They identified inadequate oversight of accounting, a lack of auditor independence, 

core auditing and accounting fees in 1977, accounted for 70% of the revenues of major 
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accounting firms. By 1998, 20 years later, that figured dropped to 34%. Management advisory 

services, the consulting services, accounted for 12% of revenues in 1977 and 20 years later they 

had passed the 60% mark. We thought that, that framed an important question about auditor 

independence. That weak corporate governance procedures, egregious conflicts of interest for 

stock analysts, inadequate disclosure of provisions and grossly inadequate funding of the 

Securities and Exchange Commission, where the staff was overworked and underpaid and one 

out of three were leaving, at an incredible turnover at the Commission. 

 

So we moved ahead with our legislation. Let me very quickly summarize its main points. It 

terminates accounting industry self regulation and establishes the Public Company Accounting 

Oversight Board, the PCAOB, it prohibits auditors from engaging in the specific risk of 

consulting services to the companies they audit, those that were judged to be most likely to pose 

employee conflicts of interest. If they don’t audit the company they can do any consulting 

services they choose. It requires audit committees to be independent of management, CEO’s and 

CFO’s must now personally, for the accuracy of their company’s financial statement, require 

disclosure of material off-balance sheet transactions, requires prompt disclosure of trades in 

company stock by management, 10% shareholders, Ken Lay of Enron was urging his employees 

to buy the company stock at the very time he was selling his stock in the company. And no one 

knew about it, because there was a lag period in there that allowed him to do that. 

 

It gives strong authority to the SEC and to the exchanges, the self-regulating exchanges to adopt 
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rules prohibiting conflicts of interest on the part of stock analysts, provide safeguards to analysts 

against retaliation, the basis of their honest judgment and of course we authorized a major 

increase in the SEC budget, which is of premium importance. 

 

We have seen that budget now increase from $468 million at the beginning of the 2002 fiscal 

year to the point where the budget which President Bush has just submitted to us, provides for 

just over $900 million for the SEC, almost a doubling in their available resources. 

 

The legislation emerged over a period months from give and take among committee members, 

constant consultation with a whole range of constituencies likely to be affected by it. We had 

very much an open door. We were there really to listen, to hear what people’s concerns are, to 

try out different ideas; some have said, well you know, there was a hasty action on the part of the 

Congress. I want to assure you, there was nothing hasty about it. It was very intensive and very 

careful and very deliberate. 

 

We had bipartisan support on the Committee. We brought it out on a 17 to 4 vote, three days 

later WorldCom broke into the news. Which of course gave a tremendous push to this legislation 

moving through the Senate. It went through on a 97 to nothing vote. We then went to conference 

with Mike Oxley. The House earlier passed its own Bill, during the course of time we were 

dealing with the process I outlined, and we were able to resolve the differences and put it on the 

President’s desk and on July 30th President Bush signed it, calling it the most far-reaching reform 
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of American business practices since the time of Franklin Delano Roosevelt.  

 

Now much has been accomplished in the 18 months since the signing. Under the leadership of 

Bill Donaldson the SEC has been reinvigorated and its professionalism restored. I cannot 

overstate the importance of this development. The Commission is now moving forward with a 

very crowded and complex agenda, but it has been given the resources to do the job. 

 

The PCAOB is moving ahead on schedule. As you know, it is fortunate to have Bill 

McDonough, this club’s former President, as its Chairman and four other highly qualified 

members, two of whom are with us tonight, Kayla Gillan and Bill Gradison. I see Bill right here 

at this table and I am delighted to see them here. 

 

Both the SEC and the PCAOB have taken a clear and strong position on many, many issues 

including the one that I am constantly in angst about and that is by the European in particular, 

extraterritoriality and I think it is very clear from the position the SEC and PCAOB have taken 

that, that issue is to be resolved within and not outside the framework of the law. I regard that as 

a responsible and prudent position, which is only underscored by the collapse of companies 

abroad. The law grants to the Commission and the Board significant flexibility to deal with those 

issues. 

 

Another issue into the future which is being worked on is the question of harmonizing the 
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accounting standards set by the FASB and the International Common Standards Board. This 

must be a high priority. The EU is scheduled to adopt the IASB standards by 2005. And it seems 

to me, if we talk about globalization, clearly we need to harmonize these as common standards 

by which judgments are passed on these business enterprises. 

 

But let me say, there is more than just the strict implementation of the law that is at stake. We 

really need as we move ahead to look for not just compliance, but a new way of looking at 

things. A rethinking of long accepted practices. Perspectives are shifting. For example, the 

Conference Board Commission on Public Costs in Private Enterprise, co-chaired by Pete 

Peterson and John Snow before he took the job of Secretary of the Treasury, has done a first-rate 

job of setting out best practices principles. A number of other organizations are working on the 

same agenda. According to a recent story in the Washington Post, New ideas take hold on 

corporate board, Tilting the balance of boardroom power. Stories like this appear with 

increasing frequency.  

 

Speaking from his vantage point at Deloitte Touche, Jim Quigley who is here with us tonight, 

told an audience at the National Press Club, and I quote him, “Audit committees are more 

involved and now ask more probing questions of management and auditors. The number of audit 

committee meetings has doubled and the time spent in the meetings has substantially increased. 

A thorough review of internal control systems is promoting remediation of weak systems.” 
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Now we hear these concerns on the part of some that the cost of compliance is too high. Jim 

Quigley pointed out in that statement at the Press Club, the costs of large public confidence is 

even higher. No one said they are restoring our profession and the public trust in it would be 

easy, immediate or without cost. 

 

We should not forget that every solid market participant is hurt by the actions of the shady 

player. Regulation protects the legitimate from the under-handed. Good regulators and good 

regulations are the supporters, not the adversaries of healthy markets. The issue we have is, it is 

not a matter of cost that come with reform on the one hand and some kind of cost-free status quo 

antics on the other. We really have to talk about one set of costs versus another set of costs. And 

the loss of investor's confidence in the American capital markets is one of the strongest 

motivating factors for me to move on this legislation. Perhaps one of the greatest economic 

assets of this country, is the reputation for integrity and honesty and transparency of the 

American capital markets. And if we move that, it is not only what happens to individual 

investors, but our whole economic system is being significantly weakened.  

 

Now we have heard the arguments that the law creates disincentives to risk taking. On this point, 

Bill Donaldson made a crucial observation and I quote him, “Taking a regulatory risk is a big 

mistake, taking a business risk is absolutely necessary.” And Donaldson, the Chairman of the 

SEC went on to speak persuasively to this point and I want to take just a moment to quote him. 

Bear with me. “The success of a new era under the Act must involve a continued measure of the 
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risk-taking and entrepreneurship that are the hallmarks of honest American business. 

 

There have been suggestions that the recent crackdowns on corporations and executives like 

criminal and civil authorities including the commission, have discouraged honest risk taking. I 

have a different perspective on recent developments. I believe the Act and the other steps that 

have accompanied it, lead to an environment where honest business and honest risk taking will 

be encouraged and rewarded. What should be discouraged are the activities that some have 

thought to disguise as honest business. But that in reality are no such thing.” 

 

I hope a growing attitude will develop that sees the current time as an opportunity to restore 

honest, transparent and ethical business practices. Which is what most people working in our 

economy have followed. 

 

We look forward to your help in that endeavor. Thank you. (Applause) 

 

QUESTION AND ANSWER PERIOD 

 

CHAIRMAN BARBARA HACKMAN FRANKLIN: Thank you very much Paul. As is our 

custom we will turn now to the question period that everyone always looks forward to. We have 

two excellent questioners this evening. On the right side of the dais is John Biggs former 

Chairman and CEO of TIAA-CREF, a long time government advocate. On the other side, 
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Edward Cox, a lawyer, Chairman of the corporate department of the law firm of Patterson 

Belknap Webb and Tyler. John, the first question is yours. 

 

JOHN BIGGS: Thank you Barbara. You could solve the problem of the name which you referred 

to if you just called it the Lay-Evers Act. It seems to me that would certainly be appropriate to 

give them credit for what they got the American public to do. Ed Cox and I talked about 

coordinating our questions and we both had our first question on asking you to comment on the 

unintended consequences of the Act. There were many dire predictions that there would be a ___ 

when the Act was being considered, and there have been many since then. I will address mine to 

Senator Sarbanes and Ed will address his to Chairman Oxley. Floyd Norris, recently in the New 

York Times had a piece describing the concerns of the business community about the specific 

compliance costs related to the internal controls. I was going to then sing a song at the end which 

Floyd referred to but Barbara got there first, so I can’t sing the “Got the Sarbanes Oxley Blues” 

to you, which I understand the business roundtable now has it as its opening song at one of their 

meetings. There have been huge compliance costs with the effects in 404 which requires 

management to review their controls in a very disciplined process and then to have the 

accountants, the auditors attest through their system that they were correct. What has happened is 

the accounting firms in some cases have reported and doubled their audit fees in order to carry 

out this function. Surely that was not an intended affect of the Sarbanes/Oxley Law that the 

accountants would make a lot of money off of the process. However, there is real concern, and I 

work in the business community, that, that is an undue cost. There is concern about the loans, 
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there is concern about did we apply this to the foreign firms in a way that we really intended to. 

But my question to you Senator is that what do you see after a year and a half of some of the 

consequences that were unintended, good or bad, and also any items that you might want to 

comment that you wish you had put into the legislation. 

 

SENATOR PAUL SARBANES: Well we...(AUDIO ENDS AND STARTS AGAIN) ...in front 

of our committee at an oversight hearing because we are trying to follow this matter closely. We 

are very strong on the need for companies to have good strong, effective, internal control and in 

fact, any company that really didn’t have them was falling down on the job. It may cost some 

money...to some extent it is a one-time cost. Once they put the system into place, if they don’t 

have it...in that same Floyd Norris column, Mike O’Dell of Dell Computers said, for big 

established companies that already do the right thing, it is no big thing. McDonough the other 

day gave a speech in Washington. I know that Public Company Accounting Oversight Board is 

very sensitive about working with smaller companies in terms of what is required of them, but 

even they ought to have a system of internal control. Furthermore, we have given a lot of 

discretion here to both the SEC and the Public Company Accounting Oversight Board. So if the 

shoe is pinching unnecessarily, they are probably in a position to address whatever is creating the 

problem. It is interesting, just in that same Norris column is, I read that story very carefully 

obviously (laughter) it said, even the chief executive who is angry over rising costs, conceded 

that his auditors had found issues in the companies treasury operations that needed fixing. 

Additional spending on controls may be wasteful for some companies but improving controls 
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could be critical for others. We are trying to move everything to a different level. I think there 

will be some cost in accomplishing that, I think that is quite true. But look at the costs that were 

involved by what took place and the doubts that were cast on the integrity of our capital markets 

and the danger that, that poses to our economic strength.  

 

EDWARD COX: John Biggs addressed the specific costs of Sarbanes/Oxley. I would like to 

address to Chairman Oxley a question of other unintended consequences and I will quote 

something that was said by Chairman Greenspan of the Fed. He noted that there is a pervasive 

sense of caution in corporate America in the aftermath of the legislative and regulatory reaction 

to the corporate scandals of the post-2000 market crash. Chairman Oxley you have been quoted 

as saying that the SOX and its related rules and effects, “have made corporate America more 

cautious and adverse to risk with unintentional consequences which would adversely affect the 

U.S. economy”. Could you address those unintentional consequences as you see them, and do 

you believe that they will require remedial legislation or will they be overcome in the ordinary 

course of events? 

 

CHAIRMAN MICHAEL OXLEY: I never want to disagree with Chairman Greenspan, 

particularly since he spoke here and he will testify before my committee next week, but having 

said that, I think that what the Chairman was talking about and what I had mentioned on record 

was at least in the short-term there may have been an aversion to risk-taking because the fact was 

that these scandals were a real shock to our system. And the aftermath of major legislation with 
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attention by the media, I think it is just a natural consequence that corporate leaders would be 

somewhat risk-averse in the short-term and indeed I think the figures are pretty clear that, that 

was the case. Now, a year and a half later after passage of the bill, I think that you are starting to 

see that change. Part of the reason is because the capital markets have recovered quite nicely. So 

virtually every corporation at the capital level has risen rather substantially from when the 

market collapsed. That, if anything, has got to give some encouragement to corporate leaders 

that, that has come back. So, as I indicated in my remarks, I think we have to be careful about not 

providing too much credit towards the legislation, as I mentioned groups are taking credit for the 

sunrise, but at the same time, there is, I think out there, much more trust in the marketplace. I 

think my constituents, who invest feel more comfortable in the marketplace. They feel it is fairer, 

they feel that the SEC, the Public Company Accounting Oversight Board are on the job and 

doing good work. That has been reflected in the number of people who have gotten in the 

market. It is just as important as people who didn’t get out of the market to a large extent. I think 

a lot of people, a lot of the doom and gloomers were reporting and predicting that the average 

investor would be spooked out of the market. It didn’t happen. And so this investor class that we 

have developed in this country, the largest investor class in the history of the world...when I 

came to Congress in 1981, less than 20% of the households in the United States were invested in 

securities. This year, there is 52%. So we have clearly created this investor class that is better 

educated, paying attention, and I think their comeback in this market, and the comeback in the 

market itself in capitalization, has put to rest a lot of those concerns. Now, are there some things 

that perhaps Paul and I would change in the legislation? Of course. I don’t think the Congress 
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has ever passed a perfect piece of legislation. You mentioned, or I think John mentioned the loan 

provision, which was by the way an amendment on the floor of the Senate and not considered in 

Paul’s committee. Those kind of issues I think really do need looking at, that is why their 

committee and our committee have been working on oversight to try to refine these and indeed 

Paul made an excellent point. The flexibility that we have created in the law, with the regulators, 

with the Public Company Accounting Oversight Board and with the SEC was absolutely critical 

in making this work. All of us wanted to make this work, but we didn’t want to put in all of that 

time and effort and then have it fail. And we trusted the function of the SEC and PCAOB to do 

the right thing and indeed they are. An example, when I went to Davos, the World Economic 

Forum last year, I was targeted by many of our European friends who talked about the 

extraterritorial issue that Paul had mentioned. And it was interesting because the SEC had just 

completed their rule making and I asked the Europeans, how were you treated, and they said, we 

were treated well. We had an opportunity to present our case to the SEC and that they were very 

interested in accommodating some of the cultural differences in our country versus your country. 

And indeed I think they struck the right kind of balance and it is somewhat ironic that a year 

later, the Europeans who were so sure of their corporate structure now are faced with some of the 

same problems that we faced two and a half years ago. So I think the Act will stand the test of 

time. I think because we have people in the courts and in the regulatory community that the 

rough edges and some of the issues will be rounded off and that we can all look back in saying 

that we really made major strides in restoring confidence for the American investor. And 

ultimately that was really what our goal was, was restoring that confidence. I guess you just have 
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to look at the numbers these days to say that it was a successful effort. 

 

JOHN BIGGS: I have a question for Chairman Oxley that is more to his political philosophy. I 

appreciate very much as a conservative Midwesterner that you had doubts about 

adding...extending federal regulation to major sectors of the economy and yet you were faced 

with a bill that did take the entire accounting profession under federal regulatory regime. And I 

think it is remarkable that you and Senator Sarbanes worked that out and came up with a great 

solution. But, there was a quote by George Will in a piece that he wrote in January 2002, this 

was when Enron had collapsed but it was before WorldCom, before HealthSouth, before all of 

those, when he said, and he is not friendly to regulations, he is as conservative as a conservative 

Midwesterner. He said that Enron suggests, “It suggests an insufficiency of government 

regulation relative to the quantity of private sector vice”. Typical eloquent George Will 

statement. That was just Enron. Since then we have had all of the others and now the mutual 

fund concerns as well. Have these events changed the conservative Midwestern views on the 

need for regulation in the financial services world?  

 

CHAIRMAN MICHAEL OXLEY: Well I think in some respects it has, but let me say, most of 

us agree, that the vast majority of corporations in this country are run by honest people who have 

the best interests of their shareholders and their employees at heart. And so, yes we had problems 

with quite a few corporations but in the overall scheme of things, in a number of corporations out 

there, it is a relatively small number. But I think that our efforts to try to provide more 
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transparency to allow for shareholders to have the kind of information they needed for example 

on insider trades, as Paul mentioned, where in the past, Ken Lay for example, had up to 40 days 

to report insider trade. When we made it basically instantaneous using the new technology of the 

Internet, all of a sudden that investor had almost immediate information that here you had an 

insider selling stock, while at the same time the analyst and they themselves were urging that 

more stock be purchased. So the idea of empowering the investor with knowledge and 

information as instantaneous as you could make it, was a powerful component of the 

Sarbanes/Oxley Act. And the same thing with...and you were right, we basically federalized the 

profession. This was a big deal. It would be as if the Congress of the United States federalized 

the American Medical Association or the American Bar Association. And none of us I think took 

that very lightly. This was a response to what was very real wrongdoing in the area of 

accounting. And having been in law enforcement myself, and believing very strongly in that, I 

think that we had a major responsibility to do that. Let me also say, when I go home, and I am 

sure it is the same thing with Paul, when I go home and speak to my local service clubs, which is 

quite often, and this is middle America, this is fourth district Ohio, these folks are really paying 

attention and they want to make certain that those people who violated the trust pay a price. And 

now with the Justice Department moving and the Enron Task Force and people copping pleas 

and the like, most people feel a little better knowing that the system works for them. Lastly, one 

of the critical components we put in with Paul’s help and the Conference Committee was 

creating the Fair Fund at the SEC. That means that disgorgement money, and find(?) money 

flows into the SEC not to enrich a state coffer but to in fact try to bring some solace and some 
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compensation to wronged shareholders. And that fund has been up and running for actually 

about a year and a half now, it has over $1 billion in it. And that money will be used exclusively 

for trying to compensate these shareholders who lost money. That is a really big accomplishment 

it seems to me that does give some hope to those folks who in many cases lost everything; that 

their government thinks enough of them that we are going to try to restore at least some of that 

money that they lost.  

 

CHAIRMAN BARBARA HACKMAN FRANKLIN: Last question. 

 

EDWARD COX: I would like to move on from Sarbanes/Oxley legislation to mutual funds and I 

would like to address this question to Senator Sarbanes. Senator, Treasury Secretary Snow and 

Chairman Greenspan, in an usual open letter to Congress last fall urged Congress to investigate 

mutual funds in the conduct and to use disclosure requirements to improve the real value which 

the industry should give to investors. You have been quoted as saying that mutual funds will be a 

major issue in this session of Congress. Do you believe that the SEC is doing its job in this area? 

Do you think that the SEC has sufficient powers or is there the equivalent of Sarbanes/Oxley 

legislation needed here? And we have had a very active Attorney General here in New York 

State in this area and what do you think is the proper role of the state’s Attorney Generals? 

 

SENATOR PAUL SARBANES: Well first of all Chairman Shelby has scheduled a series of 

hearings before the Senate Banking Committee on mutual funds and we just have to see what 
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develops in the course of that hearing record. Chairman Oxley and his committee have moved a 

Bill on the house side. The SEC has a very active agenda working on mutual funds. They have 

put out a number of regulations and are considering others, so they are moving I think moving 

ahead on that issue and it may well be that it will be adequately addressed at the regulatory level 

rather than the legislative level. Their proposed regulations actually encompass, if not all, a good 

deal of what is in Mike Oxley’s committee’s Bill. I mean the committee put a standard out there; 

the SEC has taken that standard and in fact in some instances gone beyond it. So they may be 

able to put that into place. Now what was the other, the end of the question? 

 

EDWARD COX: The other question was about the role of the State’s Attorney General. 

 

SENATOR PAUL SARBANES: Well I think the State Attorney Generals have a role to play. 

We have always had a dual system. And a lot of support for securities, a lot of the effort against 

securities fraud have come from the State Attorney General. I think Elliot Spitzer is sensitive to 

the fact that you have to have a national standard and he has in fact said as much in terms of 

what the role of the SEC is. But I think the State Attorney Generals have an important role to 

play and I am very frank to tell you, I think Spitzer has been very effective and obviously very 

energetic in trying to address some of these issues. You have in New York State the Martin Act 

which of course gives a State Attorney General a tremendous legal framework with which to 

work, and he has obviously been prepared to do that and I think it has had a lot of impact. He is a 

very smart and energetic person and what is happening is you are seeing more and more energy 
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now at the state levels with respect to a lot of these issues. The Treasurer of the State of 

California, Phil Angelides of course is pushing very hard on the role of the large institutional 

investors and trying to get corporate governments practices into place and so forth. I think there 

is enough there to be done. We need both a federal and a state response. And the state response, 

well, it looks like it is out of step because there has been a vacuum and they have moved into it, 

in a way that didn’t previously happen. But they have always been there, sort of doing things. Of 

course I spoke earlier about Donaldson’s efforts to restore a high standard of professionalism to 

the SEC and I am very supportive of that. Could I just say one word about the bill and its 

unintended....we work very hard to try to avoid unintended consequences. It is one of the reasons 

we did those long hearings. Some of the changes came on the floor. I want to tell you, we ended 

up, restraining other members of the Congress from what they wanted to do at the time in order 

to make sure we continued to move forward with some sort of fractional approach. On the 

House, we didn’t have jurisdiction over the criminal penalties but they were bidding up the 

criminal penalties left and right. I mean one committee would say we are going to double it from 

5 to 10 years, another committee said, no, no, we are going to double it from 10 to 20 years. It 

was just sort of running out of hand. John Coffey the distinguished Professor of securities law 

here at Columbia, they asked John Coffey, they said, what do you think of all of these doubling 

and tripling of penalties. He said, well I think these bad actors ought to be penalized, he says, but 

I am not sure how effective this is. He says, I am reminded of the story of 18th century London 

and the penalty for pick-pocketing was hanging. And the hangings were public hangings on 

Tyburn Hill, and huge crowds would assemble. So this pick-pocket was apprehended and 
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charged and convicted of pick-pocketing and sentenced to be hung on Tyburn Hill on a certain 

date. The date arrived, a huge crowd, thousands assembled to see the hanging of a pick-pocketer 

and working the crowd were hundreds of pick-pocketers. (laughter) Which is why we work so 

hard to change the system. We are always going to have some people who want to play fast and 

loose but if they can reap some large dollars out of it. But we need to get the watchman, the 

gatekeepers back to playing their role. So we need the auditors to be auditors. We put in a 

requirement that the lawyers had to report up the corporate ladder if they saw something that was 

improper. That their client was not the management official who was doing these things, but was 

the corporation. And in the end they had to go all the way to the Board of Directors. Now there is 

an argument about whether they have to go outside the corporation. That is a difficult issue. I 

recognized that. But we need to get these checks and balances working. Otherwise you get 

dragged down to the lowest denominator. I have accountants who have come to me and have 

said, thank you very much for the legislation. They say, let me tell you what happened to me. We 

had a client, they wanted us to approve some financial trick they wanted to do and we said, well 

we can’t do that. It doesn’t square with accounting principles. And the client says, well my 

competitor down the street is doing it and his accountant is approving it. Of course, carrying the 

threat that there goes the business right out the door. So you know the public company 

accounting standards board will keep that from happening. There is a wonderful AT&T story, 

which I share with you, and I see the Chairman is up, (laughter). AT&T would convene meetings 

of their middle managers and would say to them, you are not doing the job. We are going to 

reorganize. We are going to shake up this operation because you are not producing. Like I talked 
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to some AT&T people who actually lost their job and they would say, well what do you mean, 

we think we are doing a good job. They say here is WorldCom’s latest statement. Here is 

WorldCom’s latest statement, they are our main competitor, and look at what they are doing 

compared with what we are doing. Well the WorldCom figures were only figures, by their own 

admission; thus far, they overstated their earnings by $11 billion. I mean you could go from 

being an absolute failure to a huge success if you can conjure up $11 billion of earnings. So it 

was a corrosive effect on the whole competitive system. And that is why it is important to get the 

system straightened out again. So the likelihood of these events occurring is markedly 

diminished, if not altogether, which we probably can achieve precluding. Thank you all very 

much. (Applause) 

 

CHAIRMAN BARBARA HACKMAN FRANKLIN: We could probably stay all night with you 

two, but we can’t. So I want to thank you both for being here and particular thanks for your 

exemplary service to our country. (Applause)  

 


