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     Executive Summary


     


    At the beginning of this millenium several economic scandals like Enron or WorldCom shocked the US economy and the stock exchanges around the world. To restore the trust of the investors the US government enacted the Sarbanes-Oxley Act. This act increased the demands on the financial reporting of companies registered at the US Securities and Exchange Commission. This act possibly changed also the accounting measurement practices that are less conservative in the US than in other countries.


     


    This assignment analysis if the accounting measurement practices changed to a more conservative accounting after the enactment of the Sarbanes-Oxley Act. This analysis is mainly based on section 404 of this act. Beyond that the assignment gives an overview about the Sarbanes-Oxley Act itself and the value of conservative accounting.
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    1 Introduction


     


    At the beginning of the current millennium several economic scandals shocked the US economy and the stock exchanges all over the world.[1] As a result President George W. Busch singed the Sarbanes-Oxley Act (SOX) on July 30, 2002 that he called:  “[…] the most far-reaching reforms of American business practices since the time of Franklin Delano Roosevelt.”[2] The aim of this act is to restore the trust of the investors in the financial reports of the issuing companies and to avoid that scandals like Enron or WorldCom can recur. This act increased the demands on the financial reporting and costs a lot of effort for the companies which have to be SOX compliant. Especially the implementation and the maintenance of section 404 is very complex and focus the issuing company on its risks and its internal control structures and procedures.[3] Thus it could be possible that the accounting measurement practices of the issuing companies might have changed after the enactment of SOX. Especially because the US accounting measurement practices were more optimistic compared to other countries.[4]


     


    The question is, if the Sarbanes-Oxley Act and especially section 404 change the US companies’ attitude to a more conservative accounting.


     


    The goal of the assignment is to analyse, if the Sarbanes-Oxley Act and especially section 404 is laid out to change the attitude of the US companies to a more conservative accounting. Beyond that an overview about the Sarbanes-Oxley Act and the requirements of section 404 for the issuing companies will be given. In addition to that the value and the system of conservative accounting will be described.


     


    The assignment is divided into three major parts. In the first part the history of the SOX and an overview of the act will be given. In the second part the requirements of SOX section 404 for the issuing companies will be described. In the third part conservative accounting will be introduced and the implications of SOX on conservative accounting will be analysed. This analysis is mainly based on SOX section 404. The assignment is rounded off by a conclusion. The next chapter will give an overview about the history of SOX.
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