PUBLIC LAW 107-204—JULY 30, 2002

Public Law 85-791
107th Congress
An Act

To protect investors by improving the accuracy and reliability of corporate disclosures
made pursuant to the securities laws, and for other purposes.

Be it enacted by the Senate and House of Representatives of the
United States of America in Congress assembled,
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SEC. 2. DEFINITIONS

(a) IN GENERAL.—In this Act, the following definitions shall apply:

(1) APPROPRIATE STATE REGULATORY AUTHORITY.—The term
“appropriate State regulatory authority” means the State agency or
other authority responsible for the licensure or other regulation of the
practice of accounting in the State or States
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States for a disgorgement fund described in subsection (a). Such gifts,
bequests, and devises of money and proceeds from sales of other property
received as gifts, bequests, or devises shall be deposited in the disgorgement
fund and shall be available for allocation in accordance with subsection (a).

(c) STUDY REQUIRED.—

(1) SuBJECT OF STUDY.—The Commission shall review and analyze—
(A) enforcement actions by the Commission over the five years
preceding the date of the enactment of this Act that have included
proceedings to obtain civil penalties or disgorgements to identify
areas where such proceedings may be utilized to efficiently,

effectively, and fairly provide restitution for injured investors; and
(B) other methods to more efficiently, effectively, and fairly
provide restitution to injured investors, including methods to

improve the collection rates for civil penalties and disgorgements.
(2) REPORT REQUIRED.—The Commission shall report its findings to
the Committee on Financial Services of the House of Representatives and
the Committee on Banking, Housing, and Urban Affairs of the Senate
within 180 days after of the date of the enactment of this Act, and shall
use such findings to revise its rules and regulations as necessary. The
report shall include a discussion of regulatory or legislative actions that
are recommended or that may be necessary to address concerns identified

in the study.

(d) CONFORMING AMENDMENTS.—Each of the following provisions is
amended by inserting “, except as otherwise provided in section 308 of the
Sarbanes-Oxley Act of 2002” after “Treasury of the United States”:

(1) Section 21(d)(3)(C)(i) of the Securities Exchange Act of 1934 (15
U.S.C. 78u(d)(3)(C)(1)).

(2) Section 21A(d)(1) of such Act (15 U.S.C. 78u-1(d)(1)).

(3) Section 20(d)(3)(A) of the Securities Act of 1933 (15 U.S.C.
TTH(d)(3)(A)).

(4) Section 42(e)(3)(A) of the Investment Company Act of 1940 (15
U.S.C. 80a—41(e)(3)(A)).

(5) Section 209(e)(3)(A) of the Investment Advisers Act of 1940 (15
U.S.C. 80b-9(e)(3)(A)).

(e) DEFINITION.—As used in this section, the term “disgorgement fund”
means a fund established in any administrative or judicial proceeding
described in subsection (a).

TITLE IV -ENHANCED FINANCIAL DISCLOSURES

SEC. 401. DISCLOSURES IN PERIODIC REPORTS.
(a) DISCLOSURES REQUIRED.—Section 13 of the Securities Exchange Act of
1934 (15 U.S.C. 78m) is amended by adding at the end the following:

“(i) ACCURACY OF FINANCIAL REPORTS.—Each financial report that
contains financial statements, and that is required to be prepared in
accordance with (or reconciled to) generally accepted accounting
principles under this title and filed with the Commission shall reflect all
material correcting adjustments that have been
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any person engaging in activities with a broker, dealer, or issuer for
purposes of issuing, trading, or inducing or attempting to induce the
purchase or sale of, any penny stock. The Commission may, by rule or
regulation, define such term to include other activities, and may, by rule,
regulation or order, exempt any person or class of persons, in whole or in
part, conditionally or unconditionally, from inclusion in such term.”.
(b) SECURITIES ACT OF 1933.—Section 20 of the Securities Act of 1933 (15
U.S.C. 77t) is amended by adding at the end the following:
“(g) AUTHORITY OF THE COURT ToO PROHIBIT PERSONS FROM
PARTICIPATING IN AN OFFERING OF PENNY STOCK.—

“(1) IN GENERAL.—In any proceeding under subsection (a) against
any person participating in, or, at the time of the alleged misconduct, who
was participating in, an offering of penny stock, the court may prohibit
that person from participating in an offering of penny stock,
conditionally or unconditionally, and permanently or for such period of
time as the court shall determine.

“(2) DEFINITION.—For purposes of this subsection, the term ‘person
participating in an offering of penny stock’ includes any person engaging
in activities with a broker, dealer, or issuer for purposes of issuing,
trading, or inducing or attempting to induce the purchase or sale of, and
penny stock. The Commission may, by rule or regulation, define such
term to include other activities, and may, by rule, regulation, or order,
exempt any person or class of persons, in whole or in part, conditionally
or unconditionally, from inclusion in such term.”.

SEC. 604 QUALIFICATIONS OF ASSOCIATED PERSONS OF BROKERS AND DEALERS.

(a) BROKERS AND DEALERS.—Section 15(b)(4) of the Securities Exchange
Act of 1934 (15 U.S.C. 780) is amended—

(1) by striking subparagraph (F) and inserting the following:

“(F) is subject to any order of the Commission barring or suspending
the right of the person to be associated with a broker or dealer;”; and

(2) in subparagraph (G), by striking the period at the end and inserting
the following: *‘; or

“(H) is subject to any final order of a State securities commission (or
any agency or officer performing like functions), State authority that
supervises or examines banks, savings associations, or credit unions,
State insurance commission (or any agency or office performing like
functions), an appropriate Federal banking agency (as defined in section
3 of the Federal Deposit Insurance Act (12 U.S.C. 1813(q))), or the
National Credit Union Administration, that—

“(i) bars such person from association with an entity regulated by
such commission, authority, agency, or officer or from engaging in
the business of securities, insurance, banking, savings association
activities, or credit union activities; or
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“(ii1) constitutes a final order based on violations of any
laws or regulations that prohibit fraudulent, manipulative
or deceptive conduct.”.

(b) INVESTMENT ADVISERS.—Section 203(e) of the Investment
Advisers Act of 1940 (15 U.S.C. 80b-3(e)) is amended—

(1) by striking paragraph (7) and inserting the following:

“(7) is subject to any order of the Commission barring or suspending
the right of the person to be associated with an investment adviser;”;

(2) in paragraph (8) by striking the period at the end and inserting *;
or”’; and

(3) by adding at the end the following:

“(9) is subject to any final order of a State securities commission (or
any agency or officer performing like functions), State authority that
supervises or examines banks, savings associations, or credit unions,
State insurance commission (or any agency or office performing like
functions), an appropriate Federal banking agency (as defined in
Section 3 of the Federal Deposit Insurance Act (12 U.S.C. 1813(q))),
or the National Credit Union Administration, that—

“(A) bars such person from association with an entity regulated
by such commission, authority, agency, or officer, or from
engaging in the business of securities, insurance, banking,
savings association activities, or credit union activities; or

“(B) constitutes a final order based on violations of any laws or
regulations that prohibit fraudulent, manipulative, or deceptive
conduct.”.

(c) CONFORMING AMENDMENTS.—

(1) SECURITIES EXCHANGE ACT OF 1934.—The Securities Exchange
Act of 1934 (15 U.S.C. 78a et seq.) is amended—

(A) in section 3(a)(39)(F) (15 U.S.C. 78¢c(a)(39)(F))—

(i) by striking “or (G)” and inserting “(H), or (G)”’; and

(i) by inserting “, or is subject to an order or finding,
before “enumerated”;

(B) in each of section 15(b)(6)(A)i) (15 U.S.C.
780(b)(6)(A)(1)), paragraphs (2) and (4) of section 15B(c) (15
U.S.C. 780—4(c)), and subparagraphs (A) and (C) of section
15C(c)(1) (15U.S.C. 780-5(c)(1))—

(i) by striking “or (G)” each place that term appears and
inserting “(H), or (G)”; and

(il)) by striking “or omission” each place that term
appears, and inserting “, or is subject to an order or
finding,”; and

(C) in each of paragraphs (3)(A) and (4)(C) of section 17A(c)
(15 U.S.C 78q-1(c))—

(i) by striking “or (G)” each place that term appears and
inserting “(H), or (G)”; and

(i1) by inserting “, or is subject to an order or finding, “
before enumerated” each place that term appears.

(2) INVESTMENT ADVISERS ACT OF 1940.—Section 203(f) of the
Investment Advisers Act of 1940 (15 U.S.C. 80b-3(f)) is amended—

(A) by striking “or (8)” and inserting “(8), or (9)”’; and

(B) by inserting “or (3)” after “paragraph (2)”.
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The committee of conference on the disagreeing votes of the two Houses on the
amendment of the Senate to the bill (H.R. 3763), to protect investors by
improving the accuracy and reliability of corporate disclosures made pursuant to
the securities laws, and for other purposes, having met, after full and free
conference, have agreed to recommend and do recommend to their respective
Houses as follows:

That the House recede from its disagreement to the amendment of the Senate
and agree to the same with an amendment as follows:

In lieu of the matter proposed to be inserted by the Senate amendment,
inserting the following:
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(A) enforcement actions by the Commission over the five years
preceding the date of enactment of this Act that have included
proceedings to obtain civil penalties or disgorgements to identify areas
where such proceedings may be utilized to efficiently, effectively, and
fairly provide restitution for injured investors; and

(B) other methods to more efficiently, effectively, and fairly provide
restitution to injured investors, including methods to improve the
collection rates for civil penalties and disgorgements.

(2) REPORT REQUIRED.—The Commission shall report its findings to the
Committee on Financial Services of the House of Representatives and the
Committee on Banking, Housing, and Urban Affairs of the Senate within 180
days after of the date of the enactment of this Act, and shall use such findings
to revise its rules and regulations as necessary. The report shall include a
discussion of regulatory or legislative actions that are recommended or that
may be necessary to address concerns identified in the study.

(d) CONFORMING AMENDMENTS.—Each of the following provisions is amended
by inserting “, except as otherwise provided in section 308 of the Sarbanes-
Oxley Act of 2002 after “Treasury of the United States”:

(1) Section 21(d)(3)(C)(I) of the Securities Exchange Act of 1934 (15
U.S.C. 78u(d)(3)(C)(i)).

(2) Section 214(d)(1) of such Act (15 U.S.C. 78u-1(d)(1)).

(3) Section 20(d)(3)(A) of the Securities Act of 1933 (15 U.S.C.
771(d)(3)(4)).

(4) Section 42(e)(3)(4) of the Investment Company Act of 1940 (15 U.S.C.
80a-41(e)(3)(A)).

(5) Section 209(e)(3)(A) of the Investment Advisers Act of 1940 (15 U.S.C.
80b-9(e)(3)(A4)).

(e) DEFINITION.—As used in this section, the term “disgorgement fund” means
a fund established in any administrative or judicial proceeding described in
subsection (a).

TITLE IV.—ENHANCED FINANCIAL DISCLOSURES

SEC. 401 DISCLOSURES IN PERIODIC REPORTS

(a) DISCLOSURES REQUIRED..—Section 13 of the Securities Exchange Act of
1934 (15 U.S.C. 78m) is amended by adding at the end the following:

“(i)ACCURACY OF FINANCIAL REPORTS.—FEach financial report that contains
financial statements, and that is required to be prepared in accordance with (or
reconciled to) generally accepted accounting principles under this title and filed
with the Commission shall reflect all material correcting adjustments that have
been identified by a registered public accounting firm in accordance with
generally accepted accounting principles and the rules and regulations of the
Commission.

“(j) OFF-BALANCE SHEET TRANSACTIONS.—Not later than 180 days after the
date of enactment of the Sarbanes-Oxley Act of 2002, the Commission shall issue
final rules providing that each annual
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(b) SECURITIES ACT OF 1933.—Section 20 of the Securities Act of 1933 (15
U.S.C. 77t) is amended by adding at the end the following:

“(g) AUTHORITY OF A COURT TO PROHIBIT PERSONS FROM PARTICIPATING IN
AN OFFERING OF PENNY STOCK.—

“(1) IN GENERAL—In any proceeding under subsection (a) against any
person participating in, or, at the time of the alleged misconduct, who was
participating in, an offering of penny stock, the court may prohibit that
person from participating in an offering of penny stock, conditionally or
unconditionally, and permanently or for such period of time as the court
shall determine.

“(2) DEFINITION.—For purposes of this subsection, the term ‘person
participating in an offering of penny stock’ includes any person engaging in
activities with a broker, dealer, or issuer for purposes of issuing, trading, or
inducing or attempting to induce the purchase or sale of, any penny stock.
The Commission may, by rule or regulation, define such term to include
other activities, and may, by rule, regulation, or order, exempt any person or
class of persons, in whole or in part, conditionally or unconditionally, from
inclusion in such term.”.

SEC. 604. QUALIFICATIONS OF ASSOCIATED PERSONS OF BROKERS AND
DEALERS.
(a) BROKERS AND DEALERS.—Section 15(b)(4) of the Securities Exchange Act of
1934 (15 U.S.C. 780) is amended—

(1) by striking subparagraph (F) and inserting the following:

“(F) is subject to any order of the Commission barring or suspending the
right of the person to be associated with a broker or dealer,”’; or

(2) in subparagraph (G), by striking the period at the end and inserting the
following: “; or

“(H) is subject to any final order of a State securities commission (or any
agency or officer performing like functions), State authority that supervises
or examines banks, savings associations, or credit unions, State insurance
commission (or any agency or office performing like functions), an
appropriate Federal banking agency (as defined in section 3 of the Federal
Deposit Insurance Act (12 U.S.C. 1813(q))), or the National Credit Union
Administration, that—

“(i) bars such person from association with an entity regulated by such
commission, authority, agency, or officer, or from engaging in the
business of securities, insurance, banking, savings association activities,
or credit union activities; or

“(ii) constitutes a final order based on violations of any laws or
regulations that prohibit fraudulent, manipulative, or deceptive
misconduct.”.

INVESTMENT ADVISERS.—Section 203(e) of the Investment Advisers Act of 1940
(15 U.S.C. 80b-3(e)) is amended—

(1) by striking paragraph (7) and inserting the following:

“(7) is subject to any order of the Commission barring or suspending the
right of the person to be associated with an investment adviser,”’;
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(2) in paragraph (8) by striking the period at the end and inserting *“; or”;
and

(3) by adding at the end the following:

“(9) is subject to any final order of a State securities commission (or any
agency or officer performing like functions), State authority that supervises
or examines banks, savings associations, or credit unions, State insurance
commission (or any agency or office performing like functions), an
appropriate Federal banking agency (as defined in section 3 of the Federal
Deposit Insurance Act (12 U.S.C. 1813(q))), or the National Credit Union
Administration, that—

“(A) bars such person from association with an entity regulated by
such commission, authority, agency, or officer or from engaging in the
business of securities, insurance, banking, savings association activities,
or credit union activities,; or

“(B) constitutes a final order based on violations of any laws or
regulations that prohibit fraudulent, manipulative, or deceptive
conduct.”.

(c) CONFORMING AMENDMENTS.—-

(1) SECURITIES EXCHANGE ACT OF 1934.—The Securities Exchange Act of
1934 (15 U.S.C. 78a et seq.) is amended—

(A) in section 3(a)(39)(F) (15 U.S.C. 78c(a)(39)(F))—

(i) by striking “or (G)” and inserting “(H), or (G)”;and
(ii) by inserting “, or is subject to an order or finding,” before
“enumerated”’;

(B) in each of section 15(b)(6)(A)(i)(15 U.S.C. 780(b)(6)(4)(i)),
paragraphs (2) and (4) of section 15B(c) (15 U.S.C. 780-4(c)), and
subparagraphs (A) and (C) of section 15C(c)(1) (15 U.S.C. 780-
S5(e)(1)—

(i) by striking “or (G)” each place that term appears and
inserting “(H) or (G)”; and
(ii) by striking “or omission” each place that term appears and
inserting “, or is subject to an order or finding,”; and

(C) in each of paragraphs (3)(A) and (4)(C) of section 17A(c) (15
US.C. 78q-1(c))—

(i) by striking “or (G)” each place that term appears and
inserting “(H), or (G)”; and

(ii) by inserting “, or is subject to an order or finding,” before
“enumerated” each place that term appears.

(2) INVESTMENT ADVISERS ACT OF 1940.—Section 203(f) of the
Investment Advisers Act of 1940 (15 U.S.C. 80b-3(f)) is amended—

(A) by striking “or (8)” and inserting “(8), or (9)”; and

(B) by inserting “or (3)” after “paragraph (2)”.

TITLE VII—STUDIES AND REPORTS

SEC. 701. GAO STUDY AND REPORT REGARDING CONSOLIDATION OF PUBLIC
ACCOUNTING FIRMS.
(a) STUDY REQUIRED.—The Comptroller General of the United States shall
conduct a study—
(1) to identify—



	CONFERENCE REPORT
	TITLE IV.—ENHANCED FINANCIAL DISCLOSURES
	TITLE VII—STUDIES AND REPORTS


