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‘The free-wheeling unregulated securities trading practices of the early twentieth century, which led to the stock
market crash of 1929 and the Great Depression, also brought the govemment into the markets in an attempt to
require better information for investors, and to prevent fraud and misrepresentation by companies offering

investments. The acts of 1933 and '34 represented the first major govemment regulation of the securities
markets.

The Securities Act of 1933 qoverns the primary markets. including the initial issue of stocks and other securities.
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The 1933 act requires extensive disclosures in an effort to ensure investors have adequate and accurate.
formation before investing.

The Securities and Exchange Act of 1934 govems the secondary trading markets, and established the
Securiies and Exchange Commission as an independent govemment agency to oversee the sale and trade of:
securities, with extensive enforcement powers against fraud in the markets.
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Sarbanes-Oxley Act of 2002

* Response to unscrupulous financial
practices and corporate governance

* Corporate America’s moral failings

* Managers’ excess at stakeholders’
expense
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‘America’s moral failings. It's a stark reminder of the implications of being seduced by charismatic leaders, or
more specifically, those who sought excess at the expense of the their communities and their employees. In the
end, those misplaced morals killed the company while it injured all of those who had gone along for the ride.”

In 2002, the government again stepped in, passing the Sarbanes-Oxley Act

Silverstein, K- (2013). Enron, ethics and today’s corporate values. Forbes.com. doi: http:/lonforb.es/11AVAUq
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Sarbanes-Oxley Act of 2002

* Accounting and audit responsibility and
reform

* Auditor independence
Individual responsibility and accountability
* Criminal penalties

intable for financial reporting. The
fines and jail time, for individual
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Sarbanes-Oxley Act of 2002

* Protection for whistleblowers

* Requires publicly traded companies to set
up confidential internal reporting systems

* Employees can report breach of ethics or
law
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Dodd-Frank

Dodd-Frank Wall Street Reform and
Consumer Protection Act of 2010

* Response to financial services industry
practices and “Great Recession”

* Changes in government oversight
» Systemic, government approach
The most recent and far reaching example of law created in response to ethical lapses is the Dodd-Frank Wall

Street Reform and Consumer Protection Act of 2010. The impetus for Dodd- Frank was the practices within the
financial services industries that brought about the 2008 “Great Recession." Uniike Sarbanes-Oxley, however,

Dodd-Frank seems to favor a broader government oversight response, rather than focusing on accountability for
individual actions within companies. The law has created more new agencies, taking a systemic govemment
approach.
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‘The law is taking effect over the course of several years, so only time will tell whether this approach will be any
more effective at stopping the cycle of new laws followed by new crimes seen to date.
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Future?

New crimes, new penalties

New technology, new opportunities
Government fraud and abuse

Must rely on individual ethical and moral
compass of Christ

“For what the law could not do by itself,
because it lacked the power to make the old
nature cooperate, God did by sending his own
Son as a human being with a nature like our
own sinful one [but without sin]” (Romans 8:3,
CJB).
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/And so the cycle continues.

Every new law defines new crimes with new penalties, but soon the boundaries of ethical behavior are broken
again.

New technology provides new tools to commit old crimes as well as new ones, and so the govemment creates.
new laws and regulations to address those challenges.

And it's hard to imagine that even the most encompassina qovernment scheme can break the cycle. when the.
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government itselfis often full of fraud and unethical behavior, aimed at the personal gain of the employees rather
than the public.interest. The scandals plaguing the Veterans Administration, the NSA, and the IRS in 2014 give
litle reasstirance that more legislation can ever fully address the ethical issues in either private or public entities.
We began our discussion with Paul in Romans 7; let us complete it here in Romans 8. As we have seen time
and time again, law and regulation can define the problem, but they cannot fix it. That will depend on each of us.
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as individual managers relying on the power and direction of Christ in order to make ethical business decisions.
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BUSI 561

Legal Issues in Business

Ethics Laws Aim to Prevent
Business Crimes
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Bad Acts Lead to New Laws

» Continuing cycle of new scandal, leading
to new law

* False Claims Act — 1863

« Securities laws — 1933, 1934
* Sarbanes-Oxley — 2002

e Dodd-Frank — 2010
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We'll look at the federal False Claims Act, enacted in 1863, and
the securities laws that were passed in 1933 and '34.

Then well consider Sarbanes-Oxley, enacted in 2002,

and Dodd-Frank, created in 2010.
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False Claims Act

1863

* Unscrupulous contractors supplying
provisions to Union Army

* Qui tam provisions
* Protection for persons using the law to sue
their employer
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pay a reward of a percentage of any damages that are recovered. Provisions also include some of the earliest
whistleblower protections to shield employees if they report fraud by their employers.

The acthas been successfulin uncovering fraud by govemment contractors, and the basic model s stillin use.
today, much as it was 150 years ago.
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Securities Regulation

Response to stock market crash of 1929
First major regulation of securities markets
Securities Act of 1933

« Primary markets, initial issues

Securities Exchange Act of 1934

« Secondary markets, resale, trade

« Established Securities and Exchange
Commission




