SOX (Sarbanes-Oxley Act) Overview
Summary

The Sarbanes-Oxley Act (SOX) is a U.S. federal law enacted in 2002 (Pub. L. 107-204) to
enhance corporate governance, financial transparency, and accountability in response to major
corporate scandals (e.g., Enron, WorldCom). Administered primarily by the Securities and
Exchange Commission (SEC), SOX aims to protect investors by ensuring accurate financial
reporting, strengthening internal controls, and increasing corporate responsibility. It applies to
publicly traded companies in the U.S. and certain foreign issuers, focusing on financial reporting
integrity and data security. Non-compliance can lead to significant penalties, including fines up
to $5 million, imprisonment up to 20 years for executives, and delisting from stock exchanges.
SOX has influenced global corporate governance standards and remains a cornerstone of
financial regulation as of October 2025.

Key Requirements

SOX imposes stringent requirements on financial reporting, internal controls, and corporate
governance. Key provisions include:

1. Section 302: Corporate Responsibility for Financial Reports:
o CEOs and CFOs must personally certify the accuracy and completeness of
quarterly and annual financial reports filed with the SEC.
o Certifiers are responsible for establishing and maintaining internal controls and
disclosing any deficiencies or fraud.
2. Section 404: Management Assessment of Internal Controls:
o Companies must document, test, and maintain effective internal controls over
financial reporting (ICFR).
o Annual reports must include a management assessment of ICFR, audited by an
independent external auditor.
o Requires robust IT controls for financial systems (e.g., data integrity, access
controls).
3. Section 409: Real-Time Issuer Disclosures:
o Companies must disclose material changes in financial condition or operations
promptly (within days) to the public.
4. Section 301: Audit Committee Independence:
o Public companies must have independent audit committees to oversee financial
reporting and external auditors.
o Committee members cannot accept consulting fees or have affiliations with the
company.
5. Section 406: Code of Ethics:
o Companies must disclose whether they have a code of ethics for senior financial
officers and report any waivers.
6. Section 802: Records Retention:
o Financial records and audit-related documents must be retained for at least 5
years.



o Willful destruction or alteration of records to obstruct investigations is punishable
by fines or up to 20 years imprisonment.
7. Section 906: Corporate Responsibility for Financial Reports:
o False certifications of financial reports can lead to criminal penalties (fines up to
$5 million, imprisonment up to 20 years).
8. Section 1107: Retaliation Against Whistleblowers:
o Protects employees who report fraud or violations from retaliation; penalties for
violations include fines or up to 10 years imprisonment.

Key IT Focus (2025 Context): SOX emphasizes IT security for financial systems, requiring
encryption, access controls, and audit trails to prevent data manipulation. Recent SEC guidance
(2023-2024) highlights cybersecurity disclosures and incident reporting to align with evolving
risks like ransomware.

Compliance Process:

e Annual audits by independent CPA firms (e.g., PCAOB-registered auditors).
e Regular internal control testing and documentation.
e Submission of SEC filings (e.g., Form 10-K, 10-Q) with SOX certifications.

Who Is Affected

e Public Companies:
o U.S. publicly traded companies listed on stock exchanges (e.g., NYSE,
NASDAQ).
o Foreign issuers with SEC-registered securities (e.g., ADRs).
o Includes subsidiaries and controlled entities.
o Executives and Boards:
o CEOs, CFOs, and board members (especially audit committee members) face
personal liability for compliance failures.
o Employees and Whistleblowers:
o Finance, accounting, IT, and compliance staff managing financial systems or
controls.
o Employees reporting fraud are protected from retaliation.
o External Auditors:
o CPA firms conducting SOX audits must be registered with the Public Company
Accounting Oversight Board (PCAOB).
e Third-Party Vendors:
o IT service providers, software vendors, or consultants supporting financial
systems must align with SOX controls.
o Investors and Regulators:
o Investors benefit from transparent reporting; SEC and PCAOB enforce
compliance.
e Impact of Non-Compliance:
o SEC fines (e.g., $1M—$5M for severe violations).
o Executive imprisonment (up to 7-20 years for fraud or false certifications).



o Stock delisting, shareholder lawsuits, and reputational damage.

Relevance to Scholarships: If your scholarship is funded by or partnered with a publicly traded
company, SOX compliance ensures donation processes are transparent and financial data (e.g.,
student payments) is securely handled. Your scholarship website may need SOX-aligned IT
controls if processing financial data for a public company. (Clarification: SOX relevance applies
only if the scholarship is funded by or partnered with a publicly traded company.)

Informational Resources

e SEC SOX Resources: sec.gov/spotlight/sarbanes-oxley.htm (official guidance, FAQs,
and rulemaking updates).
o PCAOB Website: pcaobus.org (standards for auditors, SOX Section 404 audit
guidelines, inspection reports).
e U.S. Code (SOX Text): govinfo.gov/content/pkg/PLAW-107publ204/pdf/PLAW-
107publ204.pdf (full text of the Sarbanes-Oxley Act).
o SEC EDGAR Database: sec.gov/edgar (access to public company filings, including
SOX certifications).
e Training and Tools:
o AICPA SOX Compliance Toolkit: aicpa.org (templates for internal controls, audit
checklists).
ISACA COBIT Framework: isaca.org (IT governance for SOX compliance).
Free webinars from Deloitte, PwC, or EY on SOX 404 and cybersecurity (e.g.,
deloitte.com/us/en/pages/risk/topics/sarbanes-oxley.html).
¢ Industry Resources:
o “SOX Compliance for Dummies” (free e-book via AuditBoard or similar
vendors).
o Corporate Compliance Insights: corporatecomplianceinsights.com (SOX articles,
case studies).
e Community Support: CFO.com and FEI (Financial Executives International) forums for
peer advice on SOX implementation.



