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This so-called “Corporate and Auditor Re-
sponsibility Act” is nothing more than a polit-
ical document for Republicans to appear like
they are protecting investors and workers
when, in fact, they are protecting corporations
and CEOs. H.R. 3763 would actually increase
the likelihood of another Enron situation be-
cause it limits the SEC’s authority to prohibit
Enron’s corporate officers and directors from
serving in such positions in the future if they
are found guilty of misconduct.

What happened to the GOP mantra of hold-
ing executives accountable for corporate mis-
conduct? H.R. 3763 fails miserably to hold
CEOs even remotely accountable for their ac-
tions. Even President Bush thinks it makes
sense to have a company’s CEO certify the
accuracy of their financial statements. This bill
fails to take even that small step.

The Enron scandal happened less than 6
months ago, yet my Republican colleagues
have quickly forgotten some of its major com-
ponents. While thousands of Enron employees
were being told to invest their retirement sav-
ings in Enron securities, Enron’s CEO sold
millions of dollars worth of company stock.
Corporate officers knew that hollow deals
were taking place to prop up the stock price,
and the employees had to pay the price.

Shouldn’t company CEOs be responsible for
signing on the dotted line and verifying the
company’s books? Of course they should!
Which makes it all the more unfathomable that
the GOP would submit a bill without a provi-
sion to hold CEOs responsible for the veracity
of their company’s bottom line. Our Repub-
lican friends are basically saying to Ken Lay:
feel free to get another CEO gig, create some
new tax shelters for the company, prop up the
stock price and then walk away with millions
in personal profit. Today’s bill does nothing to
prevent that.

In contrast, the Democratic substitute ad-
dresses the more egregious corporate mis-
conduct issues.

First and foremost, the Democratic sub-
stitute requires the CEO and chief financial of-
ficer (CFO) of publicly-traded companies to
certify the accuracy and veracity of the com-
pany’s financial statements. This is a reason-
able first step to ensure that executives be
held accountable for misleading investors and
employees.

Next, the Democratic substitute allows the
Securities and Exchange Commission (SEC)
to recover all executive compensation re-
ceived (including salaries, commissions, fees,
bonuses, and stock options) for any period
during which the executive falsified a com-
pany’s financial statements. The Republican
bill only allows the SEC to recover stock trans-
action proceeds for the six months prior to a
corporate restatement of earnings. Under the
Republican bill, an executive making a $3 mil-
lion salary, who falsifies company financial
records, will be able to keep it. He can also
keep hundreds of millions of dollars in stock
option proceeds accumulated under falsified
accounting from previous years.

Finally, the Democratic substitute bill will
empower the SEC to bar directors and officers
found guilty of corporate misconduct from
holding similar positions in the future. CEOs
who mislead and defraud their investors and
employees must not be allowed to return to
similar positions. Without a strong provision
such as this, incentives will continue to
abound for CEOs to choose personal profit
over corporate integrity.
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This Republican bill is another sham on the
American public who expect Congress to pass
effective legislation to restore corporate ac-
countability. | urge my colleagues to vote for
the Democratic substitute and no on the Re-
publican bill.

Mr. PAUL. Mr. Chairman, seldom in history
have supporters of increased state power
failed to take advantage of a real or perceived
crisis to increase government interference in
our economic and/or personal lives. Therefore
we should not be surprised that the events
surrounding the Enron bankruptcy are being
used to justify the expansion of Federal regu-
latory power contained in H.R. 3763, the Cor-
porate and Auditing Accountability, Responsi-
bility, and Transparency Act of 2002 (CARTA).

So ingrained is the idea that new Federal
regulations will prevent future Enrons, that to-
day’s debate will largely be between CARTA’s
supporters and those who believe this bill
does not provide enough Federal regulation
and control. | would like to suggest that before
Congress imposes new regulations on the ac-
counting profession, perhaps we should con-
sider whether the problems the regulations are
designed to address were at least in part
caused by prior government interventions into
the market. Perhaps Congress could even
consider the almost heretical idea that reduc-
ing Federal control of the markets is in the
public’s best interest. Congress should also
consider whether the new regulations will have
costs which might outweigh any (marginal)
gains. Finally, Mr. Speaker, Congress should
contemplate whether we actually have any
constitutional authorization to impose these
new regulations, instead of simply stretching
the Commerce Clause to justify the program
de jour.

CARTA establishes a new bureaucracy with
enhanced oversight authority of accounting
firms, as well as the authority to impose new
mandates on these firms. CARTA also im-
poses new regulations regarding investing in
stocks and enhances the power of the Securi-
ties and Exchange Commission (SEC). How-
ever, Mr. Speaker, companies are already re-
quired by Federal law to comply with numer-
ous mandates, including obtaining audited fi-
nancial statements from certified accountants.
These mandates have enriched accounting
firms and may have given them market power
beyond what they could obtain in a free mar-
ket. These laws also give corrupt firms an op-
portunity to attempt to use political power to
gain special treatment for Federal lawmakers
and regulators at the expense of their com-
petitors and even, as alleged in the Enron
case, their employees and investors.

When Congress establishes a regulatory
state it creates an opportunity for corruption.
Unless CARTA eliminates original sin, it will
not eliminate fraud. In fact, by creating a new
bureaucracy and further politicizing the ac-
counting profession, CARTA may create new
opportunities for the unscrupulous to manipu-
late the system to their advantage.

Even if CARTA transformed all (or at least
all accountants) into angels, it could still harm
individual investors. First, new regulations in-
evitably raise the overhead costs of investing.
This will affect the entire economy as it
lessens the capital available to businesses,
thus leading to lower rates of economic growth
and job creation. Meanwhile, individual inves-
tors will have less money for their retirement,
their children’s education, or to make a down
payment on a new home.
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Government regulations also harm investors
by inducing a sense of complacency. Investors
are much less likely to invest prudently and
ask tough questions of the companies they
are investing in when they believe government
regulations are protecting their investments.
However, as mentioned above, government
regulations are unable to prevent all fraudulent
activity, much less prevent all instances of im-
prudent actions. In fact, as also pointed out
above, complex regulations create opportuni-
ties for illicit actions by both the regulator and
the regulated, Mr. Chairman, publicly held cor-
porations already comply with massive
amounts of SEC regulations, including the fil-
ing of quarterly reports that disclose minute
details of assets and liabilities. If these disclo-
sures rules failed to protect Enron investors,
will more red tape really solve anything?

In truth, investing carries risk, and it is not
the role of the Federal Government to bail our
every investor who loses money. In a true free
market, investors are responsible for their own
decisions, good or bad. This responsibility
leads them to vigorously analyze companies
before they invest, using independent financial
analysts. In our heavily regulated environment,
however, investors and analysts equate SEC
compliance with reputability. The more we
look to the government to protect us from in-
vestment mistakes, the less competition there
if for truly independent evaluations of invest-
ment risk.

Increased Federal interference in the market
could also harm consumers by crippling inno-
vative market mechanisms to hold corporate
managers accountable to their shareholders.
Ironically, Mr. Chairman, current SEC regula-
tions make it difficult for shareholders to chal-
lenge management decisions. Thus govern-
ment regulations encourage managers to dis-
regard shareholder interests!

Unfortunately, the Federal Government has
a history of crippling market mechanisms to
protect shareholders. As former Treasury offi-
cial Bruce Bartlett pointed out in a recent
Washington Times column, during the 1980s,
so-called corporate raiders helped keep cor-
porate management accountable to share-
holders through devices such as the “junk”
bond, which made corporate takeovers easier.
Thanks to the corporate raiders, managers
knew they had to be responsive to share-
holders needs or they would become a poten-
tial target for a takeover.

Unfortunately, the backlash against cor-
porate raiders, led by demographic politicians
and power-hungry bureaucrats eager to ex-
pand the financial police state, put an end to
hostile takeovers. Bruce Bartlett, in the Wash-
ington Times column sited above, described
the effects of this action on shareholders,
“Without the threat of a takeover, manaagers
have been able to go back to ignoring share-
holders, treating them like a nuisance, and
giving themselves bloated salaries and perks,
with little oversight from corporate boards.
Now insulated from shareholders once again,
managers could engage in unsound practices
with little fear of punishment for failure.” Iron-
ically, the Federal power grab which killed the
corporate raider may have set the stage for
the Enron debacle, which is now being used
as an excuse for yet another Federal power
grab!

If left alone by Congress, the market is per-
fectly capable of disciplining businesses who
engage in unsound practices. After all, before
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the government intervened, Arthur Andersen
and Enron had already begun to pay a stiff
penalty, a penalty delivered by individual in-
vestors acting through the market. This shows
that not only can the market deliver punish-
ment, but it can also deliver this punishment
swifter and more efficiently than the govern-
ment. We cannot know what efficient means
of disciplining companies would emerge from
a market process but we can know they would
be better at meeting the needs of investors
than a top-down regulatory approach.

Of course, while the supporters of increased
regulation claim Enron as a failure of “rav-
enous capitalism,” the truth is Enron was a
phenomenon of the mixed economy, rather
than the operations of the free market. Enron
provides a perfect example of the dangers of
corporate subsidies. The company was (and
is) one of the biggest beneficiaries of Export-
Import (Ex-Im) Bank and Overseas Private In-
vestment Corporation (OPIC) subsidies. These
programs make risky loans to foreign govern-
ments and businesses for projects involving
American companies. While they purport to
help developing nations, Ex-Im and OPIC are
in truth nothing more than naked subsidies for
certain politically-favored American corpora-
tions, particularly corporations like Enron that
lobby hard and give huge amounts of cash to
both political parties. Rather than finding ways
to exploit the Enron mess to expand Federal
power, perhaps Congress should stop aiding
corporations like Enron that pick the tax-
payer’s pockets through Ex-Im and OPIC.

If nothing else, Mr. Chairman, Enron’s suc-
cess at obtaining State favors is another rea-
son to think twice about expanding political
control over the economy. After all, allegations
have been raised that Enron used the same
clout by which it received corporate welfare to
obtain other “favors” from regulators and poli-
ticians, such as exemptions from regulations
that applied to their competitors. This is not an
uncommon phenomenon when one has a reg-
ulatory state, the result of which is that win-
ners and losers are picked according to who
has the most political clout.

Congress should also examine the role the
Federal Reserve played in the Enron situation.
Few in Congress seem to understand how the
Federal Reserve system artificially inflates
stock prices and causes financial bubbles.
Yet, what other explanation can there be when
a company goes from a market value of more
than $75 billion to virtually nothing in just a
few months? The obvious truth is that Enron
was never really worth anything near $75 bil-
lion, but the media focuses only on the possi-
bility of deceptive practices by management,
ignoring the primary cause of stock overvalu-
ations: Fed expansion of money and credit.

The Fed consistently increased the money
supply (by printing dollars) throughout the
1990s, while simultaneously lowering interest
rates. When dollars are plentiful, and interest
rates are artificially low, the cost of borrowing
becomes cheap. This is why so many Ameri-
cans are more deeply in debt than ever be-
fore. This easy credit environment made it
possible for Enron to secure hundreds of mil-
lions in uncollateralized loans, loans that now
cannot be repaid. The cost of borrowing
money, like the cost of everything else, should
be established by the free market—not by
government edict. Unfortunately, however, the
trend toward overvaluation will continue until
the Fed stops creating money out of thin air
and stops keeping interest rates artificially low.
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Finally, Mr. Chairman, | would remind my
colleagues that Congress has no constitutional
authority to regulate the financial markets or
the accounting profession. Instead, responsi-
bility for enforcing laws against fraud are
under the jurisdiction of the state and local
governments. This decentralized approach ac-
tually reduces the opportunity for the type of
corruption referred to above—after all, it is
easier to corrupt one Federal official than 50
State Officials.

In conclusion, the legislation before us today
expands Federal power over the accounting
profession and the financial markets. By cre-
ating new opportunities for unscrupulous ac-
tors to maneuver through the regulatory lab-
yrinth, increasing the costs of investing, and
preempting the market’s ability to come up
with creative ways to hold corporate officials
accountable, this legislation harms the inter-
ests of individual workers and investors. Fur-
thermore, this legislation exceeds the constitu-
tional limits on Federal power, interfering in
matters the 10th amendment reserves to state
and local law enforcement. | therefore urge my
colleagues to reject this bill. Instead, Congress
should focus on ending corporate welfare pro-
grams which provide taxpayer dollars to large
politically-connected companies, and ending
the misguided regulatory and monetary poli-
cies that helped create the Enron debacle.

Mr. BLUMENAUER. Mr. Chairman, | rise
today in support of H.R. 3763, the Corporate
and Auditing Accountability and Responsibility
Act. This bill moves policy in the direction nec-
essary to strengthen corporate and auditor
oversight needed to prevent future debacles
that we have seen recently at Enron and
Global Crossing, and in the past with the Sav-
ings and Loan catastrophe.

These oversight failures have led to the loss
of hundreds of billions of dollars of savings by
innocent investors and employees. These
losses have shattered the lives of families, in-
cluding those in my district who are employed
at Portland General Electric, which was pur-
chased by Enron in 1997. Congress owes it to
the American public to put in place measures
that will eliminate conflicts of interest, lack of
independence, and special protections given
to accountants and lawyers, which have all
been critical factors leading to corporate and
industry failures.

Due to the severe impact that these cor-
porate failures create, | urge the House to im-
plement more significant reforms by passing
the Democratic Substitute amendment, which:

Creates an independent regulatory board
that can set strict standards for auditor inde-
pendence, with sweeping investigative and
disciplinary powers over audit firms.

Holds corporate CEOs accountable by re-
quiring them to certify the accuracy of their fi-
nancial statements and empowers the SEC to
bar those guilty of wrongdoing from serving as
corporate officers or directors at other compa-
nies.

Prohibits auditors from doing consulting
work for the same clients they are in charge
of auditing, thereby insuring that auditors re-
main independent and are not subject to con-
flicts of interests.

Bans analysts from owning stocks in the
companies on which they report and prohibits
their pay from being based on their investment
firm’s banking revenue.

The Democratic approach ensures that our
corporate leaders, financial statement auditors,
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and stock analysts have adequate inde-
pendent oversight and regulations to fulfill their
professional duties. However, | also support
the underlying bill, H.R. 3763, which begins
the process of putting in place the reforms
needed to prevent future tragedies that are so
devastating to the savings and lives of Amer-
ican workers and investors.

Mr. SHOWS. Mr. Chairman, today | rise in
favor of commonsense legislation that pro-
vides necessary reform for the auditing profes-
sion.

The Corporate and Auditing Accountability,
Responsibility, and  Transparency  Act
(CAARTA) offers the appropriate framework
for addressing the concerns raised by the
Enron debacle and the revelation of impropri-
eties by its auditor, Arthur Andersen.

The consumers, employees, and investors
affected by the demise of Enron due to unlaw-
ful misrepresentation of financial information
deserve both answers and solutions so that
confidence in accounting independence, ob-
jectivity, and integrity is restored. However,
government should not overreact with pre-
scriptive regulations. Instead, we should pro-
vide thoughtful and balanced measures that
encourage sound auditing practices yet man-
date compliance.

Auditors must maintain an independent rela-
tionship with businesses whose books are
under review. CAARTA establishes the appro-
priate guidelines for determining true auditor
independence without treading the slippery
slope of unnecessary and debilitating regula-
tion. Small businesses throughout Mississippi
rely on their local accountants to provide more
than just auditing services. These businesses
rely on advice and counsel for all types of ac-
counting problems such as bookkeeping, pay-
roll services budgeting, and income tax prepa-
ration. We must keep local accountants and
small businesses in Rural America in mind
when we legislate policy that might impact
these relationships in the future.

With these small businesses and local ac-
countants in mind, | oppose any provision re-
quiring auditors of publicly traded companies
to meet a netcapital requirement of 50% of its
annual audit revenue from publicly traded
companies. | agree that auditors of SEC re-
porting companies ought to have enough cap-
ital and insurance to cover the liability they
incur when an audit is performed; however,
my concern remains with the small businesses
and accountants in Rural America whose
practices could eventually fall under the same
requirement, devastating local, small-town ac-
countants and debilitating the services they
currently provide.

| support CAARTA'’s creation of a public
regulatory organization (PRO) made up of
both members of the public and members of
the accounting profession. The American pub-
lic and the accounting profession will be better
served by this independent governmental body
that is given the authority to sanction and dis-
cipline those accountants who violate codes of
ethics, standards of independence and com-
petency, or securities laws.

As United States Comptroller General David
Walker identified in his written testimony be-
fore the Financial Services committee on April
9, 2002, the current self-regulatory system for





