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Those of you who have ait~nded the earlier sessions in this series of
talks know that, a~ a rule, 'each ~f the major divisions of the Co~mission
administers some one particula.r A,ct. The Chief Accountant's office, however.
does not tit into this category •. ,Inst:ead it lar~ely serves in an advisory
capacity to the Commission and all of the divisions. In this respect it
functions a good deal like the General Counsel's Office. I like to look

,upon our job as one .of acting as, consultants for anyone within or outside
the Commission who has an accounting problem r~lating to the various Acts
administered by. the Commission.

The Second Annual Report of the Comm1ssion describes the scope of our
activities br~e£lf but with some particularity. It states that:

"THE' CHIEF ACCOUNTANT of the Commission is responsible for the
renderin~ ot advisory service to the Commission in connection with
accounting matters; for the conduct of studies, investigations, and
researches involving accountin~ theory, policy and procedure: for
the conduct of conferences wi\h accounting authorities and members of
the s~aft regardin~ matters involved in the draftin~ ~d interpretation

'of accounting rules and regulations; for the superVision of the account-
ing work 'of 'the Commission whenever unusual ~atters, new procedure, or
new policies are concerned; for superVision over the 'promul~ation and
administration of rules regarding uniform classification of accounts:
for drafting a~d estab~ishing procedure to be followed in the conduct
of aUdits' and accountin~ investigations; for reridering advisory
opinions and inptructions to the accountants assigned to the vario~
divisions and regional offices of the Commission in connection with
the disposition of highly technical aUditing and accounting luestions;
for the preparation of accounting briefs, reports and memoranda re-
garding accounting matters under the Jurisdiction of the Commtssion
in cortnection with the administration and enforcement of the Securities
Act "of 1933, the Securities,Exchange Act of 1934, and the Public
Utility Holding Company Act of 1935."
Many of these duties may be su~marized under the single headin~ "the

standardization ot accounting principles and practices."
t ....

As you know, one of the primary purposes of the Securities Act ot 1933
and the Securities Exchange Act ot 1934 is to bring about the dissemination
of significant information about issuers of corporate securities. This
purpose is 'accomplished 'in part by re~uiring issuers of new securities and
issuers of listed securities to file registration statements and periodic
reports with the Commission and the exchanges. One of the most important
parts of these filings is the financial information about the enterprise.

To ensure that reasonably comparable principles be followed in state-
ments filed" under'the Securities Act of 1933 and the Securities Exchange
Act of 1934 these Acts give the Commission extensiv~ control not only over
the form ~f fi~ancial statements but also over the principles to be followed
in dealln~ with many types of financial facts. These Acts grant the Com-
mission the power by rules and re~ulations " ••• to prescribe the ,form or
formS in which required information shall be set forth, the items or details
to b~ shown in the balanc~ sheet and earning statement, and the,methods to f
be followed in the preparation of accounts, in 'the appraisal or valuation 0
assets and liabilities, in the determination of de~reciatl~n and depletion,
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in the differentiation of recurring and non-recurring income. In the dlf-
f~~el'!tiat~ol1 o~ in~~stment 8l\d" operil t~n~ t~qqJllt:;,. ~4. :~.n.,!,~e ,preJ1.a.r~,tion.
whe~e t~e ~o~iss~~~ dee.s, ~~. n~c~~~~y or :4e~1~~b)e,1 ;9f,~Qn8o~i~t~~ ~lance
sheets or l.nCOb!eacc'ountS, or'-any- pet-holf ,di,rectly. OJ! JJldlz:.~ct,ly .coD,t~ol1ing

&-:l~' },~ _':~ .~.- ~., ~l

~r. con~r.olled _bY,the 1S!suer,. or ,an'$?,pe.t-son.,un4.er' .d';:l:ect ,Q,r, ind,lrec.t cQJJlIIon
j -, , ....... r -n.. J

contr!>l. w~ th tp..e ._,l:s~u:~r.~..•"_!/ .. ~:'. .':'.,'t '. .;. ~I'~ -" .- t" ; .: :

, , It ,Is :thus .up j~)'~t11e"Co.;mi:~';l~~,~~~bx:idt !"J~Aut standa~d's ,'of ~~~~t-ing .-
a.~,d.rep~~_t~rig P!&~~t~d3 w~~ch will ,1'esu~t.+p ~4.e~uate. ~~orJDative and intelL
l1.~lble financial iri£ot-mation be-ing ~ade a~.ll~p~.,to i~ves~ors under,~he
re'luirements of these stat'utes. lihen theseA~ts w~re be1J~-g~onsldered by
~,onf!re~s,.these px:ov~.s~ons w,ere. M1ou,gnt by SOll),~ to pe~mi,t. the '.prescription of
uniform' a.'ccountin,g sy~,t.ellls'.'." Uni£Ot:JItit~, t9, this d,egreehas":i:ts p],.aC?El..'" )then
appl~ed to sUfficiently homogeneouS'gr6uP. of companies; the uniform system
of account.s ,can be 'ef:fective.ly J.J..til;,z,ed, tor -ex8J11ple;.. the uniform classifl-
ca.t.lo~s pr.e's'c~lbed f~r' ~~f.ious type~: .o~ -~t.J.~ity. c~panie_~. '~nq~r: .tJ1e Public
Utnit~, ~ct of 193~'we bave.provi4eli ~n'i.to!.m c~=1s,sifi<;~:t;.o~."o,f,~ccounts for
elect.ric' .arid ~as qtli'l ty' 'holdln~ .co.lllpa.nies and fo~ mutual .serv.ic::;e companies.

~. -' 1 ." '&>'

On th~ pther hand, the le'gislat,fve dis,c::;ussion at the time the Secur,lt1es Acts
~ere before ,Con~~~ss in~,c~~e~ t~~tqniiOr~'~yste.llls were not deemed essen-
tial in: a ttainin~ .-the obje.c't,lves of 'the4~ Acts., appl1'c~'b..l.~..as t}!E!y are to an
inf.inite ~iitfty 't?f~l~s~e;s." nor ~o J.'bel,leve, th,at. it' is :n'e.ces,sary or de-
sirable tbat tully' standardized fQrms .be prescribed £or iinanclal statements.

m "T~"" .,; .;; ... ;. ..... "l. ~., It 1

, , A~ ,the. ttm'e when t~es~, A~ts' b,~~~Jlle,ta~, .a'cc.~~tl~~ 'lla'd de':v~iop-ed to
such a point that -it was ,believed te~~ibl~ to pres~rlbe forms that.in lar~e

\ :. . t...

p~rt aJJked only. for dlsclo.sur,e o( some. of the, JIIore significant. principles (
upon -wid~h :tth~ s'tat'e";ents were' baaed al1d ,for disclosure of a cert~in amount V
of 'informa.tlon ~elieved t,o.'b-e-of 'particular J.mportance 'to lnvtistors. The
form ot pr.e~entation~ the' method .of descrlpiion,the Inc~usl0n of 'information
beyond th4!' m'inimu~'", ~nd t,he !Updamen.toai. res,ppnS lb ill,ty: for. the, '-ll1~~ity of
the statements }o1~re,,'proPleins left, on. tl1e s~o~lsi~i-s' of t'he;'j.s~ue~. a'pd its

'o'fficers'. In. aci~.itlon#;'lt was re~-l1:1ied 'tha,t independ,:pt account"aJlts make a
review and express their opinion of ~he accoqntipg prln~ip~es ~o~~~edAnd

~' _.~ -" l_~

the statements presented.
.. . ....

Pursuant to thes~ re:Luiremen~s regi~tr~nts ~U~lIli~,tinanct~~:~~~~~~~~ts
accompanied by a~cotiDtantst certificates which in-their usual form'state
that: ,-

"In our 'oplni:o~~' baa ed Qpon such, eX~JII~~~tic?~,~' ~~e', aCCOJllpa~i~g
balance siu~et and re.late,d sttateJllent of inc~ 'and .fI~p~us' 'fairly, .. "
present, in" eeccr-dance. Wl.th ~c.cep~ed princIples, of account;lng ,con;~.
si~iently maintained b.y t~e Company.durin!! ~h..e,.Jie:!lr ~~.dex; ~~vl~~~: 'J

,l.ts position at December 31, 19__, an:d the .x:esult~of ,J:~!il .. op~r~~~o~
for the year."

The 'PO'~i~y foll~ed by t'h~ COJIUII'is~i~, t'he '~t.ft~~ 'of the: Acts ~as. no:(
.been entirely successful. Th.e reports, .fil,ed ~.t.,th the"~9Qm~~,~sl~~ re",'e~l the

, .pplicatlo~ ot a..~~d~ varie:ttY'l.of acco~t1ng :',p,rl~"'i~e~~ .:~~~./,~~C?t~:':~~, ,o£. D1o~e
,or less ~eneral .aceep tance Q~t often hii1nly qontJ'~_dJc.~~u,." A,. r.e~le~ ,of
statements fl.'i~d"~l us a~d ~th_eaccompanYing ~~~t.\.f~qa~~.;'~Jl~.s'~hat in
many 'area.s' of ~ccoUniing ..the:t')e 8;lflst ~~arl:Y "cila,uje~r..!P*).~' O~pO$~d' ".
theories.' The:,need ro~ ..th~ de.ve.iopment' Of)lJi.ff'~~J!i~s.~at?:d~~r4,~'an.4 pra,ct!qe
-Ln :1I~j or accou%1~P1_.=!ue.~!lq~ ~s :ci~ar. I ,90n~'!1'::~~~~.t~t "~i~ari~i~~::' . ~~,

~ 
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'statements can be so drawn as to enable a casual reader to ~et a thorough
kDowled~e of' the enterprise. °1 do mean that financial statements aDd the
accounting principles back of them ought to be such that a reader with
moderate training or experience in business and finance caondraw reasonable
co~clusions about t.he £lnanclal condition and operatln~ results. This is
t~e ~oal we have in mind and our efforts are lar~ely devoted to ~ettin~ more
a~c1,lloreuni£orlftstandards and practice in lIlajoraccountin~ :Iuestionsand
more informative and useful statements.

In part this ori~lnal policy taited and the Commission found it neces-
sary to take measures to 'implement directly the provisions of the statute
dealing with the form and content of financial statements and with the ac-
counting, pri~ciples reflected therein4 As a first step we started nearly
~wo years ago a seri~s of opinions of the Chief Accountant, for the pur~08e
of contributing to the development of uniform standar~s and practice in
Iftajoraecounting ~uestlons. .

The prpblems which.become the SUbject of Accounting Series Releases
are presented to us in various ways. The more important and controversial
problems whl~h Bay arise with respect to a particular set of financial
statements probably will be known to the company or its accountants before
the statements are actually filed. Under such circUIIlstances,correspondence
,or in so~e cases .informal discussions, in advance of filin~ have proved that
a solution can ~enerally be found which will be acceptable to the Commission,
the company and its accountants. The advantages of such correspondence and
round-table conferences are apparent ~'not the least of them being that we
get to know something of the company'. probleMS while they see ours, otten
for the first time.

Once a filin~ has been made, an examination ot the financial statements
follows as a matter of course. Under the 1933 Act, each registration state-
ment. as you have already been told, is assigned to a group consisting of an
accountant, a lawyer, an analyst and appropriate assistants. A memorandum of
de£iciencies is prepared from reports of tne several experts. As to ac-
countin~ matters, the deficiency memorand~ is then reviewed by a supervlsin~
accountant. Under-the 1934 Act a comparable procedure is followed as to ap-
plications for registration and annual reports. Before forwardin~ the de~

'ficiency memorand~, however, novel and important luestions of accounting
policy and principle are expected to be taken up with the Chief Accountant,
and in exceptional cases with the Commission.

If the re~istrant disagrees with any of the deficiencies cited and the
matter is not sa~lstactorily settled by correspondence, a conference may be
arranged between the re~lstrant and members of the examining staff for the
purpose of clarifyln~ the issues involved and obtaining further information
as to the facts and circumstances of the particular probleJII. If no solution
can be reached as to the accounting difficulties and the matter is of suffi-
cient importance, further discussion or correspondence with ~he Chief
Accountant may be re~uested by the registrant, and a~ain, if necessary, the
staff may present the,~ssues to the Commission for its consideration

. Ordinarily. however. a~reement is reached as to an appropriate method of
occDrrecting by change ~r _disclosure the ~oints which have been 1uestloned
. Here 'again ,getting the :other fellow's l)oint of view often irons out,what

appear at first to be major disputes.

•
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If the subject of the controversy is of limited application, a declsi~
made in the case may ~o no further. If the matter is'one of broad applica-.
tiqn, it-ma~ be made the sUbject of a memorandum for-the guidance of all mem
bers of the Commission;s staff. If ~he issue involves a general principle

.of "accounting, it Il,ayJe.adto.a public release. The sUbject matter of
thes~ rcl~a3es so~etl~es dev~l~ps'in the manner descri~ed from tHe problems
of a p';r+'i'::~l~:.ll' rt(.is'\..rantor may have be-en"sulS~e$tedin t,hecourse of a

'~en~..aL snr<rey of £tc.t,.!IDE'ntsorr £ile~ In either case, th.ewhole area.in (
which th~ Fr0blem falls is fi~s~ thoroughly canv~~sed oy members of the
sta i i', A 11 ~'T3.il<. bLe writt.enmaterial is consulted and registrations in-
volyin~ the:.,luestionare revLeved, ,In.some Lnst.arice s specLaL opLnLons are
obtained frum accou~tants and others in much the same mar,;leras in connec-
tion wit~l the G.rufti~g of important.'forn:s. I think I may safely 'say,
h oweve r, that ne-tyet ha.vewe sought,an op~'l)ionand received an unanimous
answer. lHth these op.inionsdigested, a' Renersl conclusion is'reached and
an appropriate release drafted. In not a few ca.sesp the ~onclusion is that
no release should be drawn.

One .of the Account~ng Series ,Releases issued last sprin~ is worth
repeatin~ here since it su~gests, in broad way, our present approach to
the problem of standardizing accountinR. It is number foul'in the series
of public rele~ses announcing these opinions.

"In cases where financial statements filed .with this Commission
pursuant to its rules and regulations under the Securities Act of
1933 or the Securities Exchange AC.t of 1934 are prepared in accord-
ance with accoun~ln~ principles for which there is no substantial
authoritative support, s~ch financi~l statements wil~ be presumed
to be misleading or Lnaccur-at.e despite dIscLcsures cont.aLned in the
certificate of the accolli1tantor in footnotes to the statements pro-
vided the matters inyolved are material. In cases where there is

difference of opinion between the :o~mission and the registrant
as to the proper principles of accounting to be followed, disclosure
will be accep~ed in lieu of correction of the financial statements
t.hen seLves only if the points involved are such that there is sub-
stantial auttoritative support for the practices followed by the
registrant and the position of the Commission has r-otpreViously
been expressed in rules, regulations or other official releases of
the Co~mission, includin~ the pUblished opinions of its Chief
Accountant
This release should result in a careful sifting of accounting prin-

ciples 3nd the isolation of controversia~ points. Amendments in which
financial statements are chan~ed will henceforth indicate the correction
of violations of generally recognized accQunting principles. Amendments
resulting in disclosure as to the principle followed will indicate the
areas in which the pr.inciples to be followed are in controversy. There
will thus be available a valuable record of the development of accountin~
principles.

(

Deve~opment of this sort is necessarily a slow.process. It is a
matter of ~rowth. Not only must we carefully study each problem ourselves
but we also consult with representatives of ~roups th~~ would be affected. ~-4

Prior to final approval and publication of a release; tJleviews of
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cooperating committees of the AMerican Institute of Accountants, the Con-
trollers Institute of America and the American Accountin~ Association are
also obtained'- We think tha~,thls procedure ~ets a better acceptation of
our views 'and make~ our ~elea8es, and rules and regulations, more effective.

These duties are perhaps our most important functions with relation
to the ~evera~ Aots bu~ the~ are otten pus~ed into the background b~ the
press of more current problems. You, have learned from Mr. Lane how the
~eneral Counsel's oftice serves a'l1 of the ot.her,divisions of the Commis-
sion in rega~d.to legal problems. ,In somewhat the same wa~ we are called
upon from time to tlme to participate in activities assigned in the first
instance, to another di~islori. 'Right now, for example, most of the staff
which I am ~upposed tO,have is on the West Coast engaged in the investiga-
tion at a lar~e bank holding company. When I try to use the remainder I
find half of them are assigned to some of the other cases ~ou have been
reading about. This is because in connection with the enforcement work
under th~ two Acts we are fre~uentl~ called upon to participate in various
tiPes of hear-ings or assist in the preparation of the cases. Where in
hearings under the Securities Acts accountants are found to have violated
ruies:ot ethic~, to h.ve certified false financial statements and not to
have b~en independent, it becones our dut~ to take ,their cases up with the
state boards at accountanc1 to whose jurisdiction the~ are subject. Some-
times w~ take ~n active pari in the conduct of the hearin~s. You doubt-
less have heard ot the recent phantom drug company which involved some
serious ~uestions from our point of view as to the auditing procedures
followed by the public accountants certi£~in~ to the financial statements
tor use under the Securities and Exchange Act •. Because of workin~ on this
case you May recall r had to postpone until n~ the privilege of talkin~ to
you about our work. In that case we organized and conducted the portion
of the hearings dealln~ directly with findln~ out what accepted auditing
practice is ~t the present time~

When hearings have been completed we are ordinarily asked to assist in
the drafting of an opi~ion so fa~ as it concerns accounting problems.
Occasionally, our participation ~oes even further. Recently in a case where
a stop order issued, one ot our men who assls,ted in the preparation of the
stop order opinion went before the Grand Jury in connection with criminal
char~es brou~ht against officers of the registrant.

I think I have indicated most of the points on which we tr~ to be of
some assistance to the Registration Division and the General Counsel's
Office. As to the Public Utilities Division, ~ou have already learned of
the general scope and nature ot the problems which confront them. You ma~
recall that many of the evils alle~ed to have existed in pUblic utilit~
holding companies prior to the passa~e of the Act had their genesis in the
accounting practices of those companies. It is not surplsin~ therefore to
find that the Public Utility Holdin~ Compan~ Act included broad powers of
control over the accounts and accounting methods of the subject companies.
In connection with this work under the direction of my predecessor uniform
s¥stems of accounts and reports .were prescribed both for pure holding com-
panies and for mutual and subsidiary service companies. Naturally th~ m
substantive re~uirements of these reports follow pretty closel~ the unifor
classifications ot accounts prescribed by the various state commissions.



They were, however, drawn up t o  take ca re  of  t he  p o s s i b i l i t y  of  abuses 
p e c u l i a r  t o  holding companies and conta in  s p e c i f i c  r u l e s  on such mat te rs  
a s  the t rea tment  of t r ansac t ions  i n  holding company s tock ,  the ques t ion  
of  dividends on subs id i a ry ' s  s e c u r i t i e s ,  t he  amount a t  which the  inves t -  
ments may be c a r r i e d  and the  like: While the re  is a l a rge  s t a f f  of  
accountants  ass igned t o  the  U t i l i t i e s  Divis ion  who work exclus  iveLy on 
these  ma t t e r s ,  t he re  a r e ,  from time t o  time, many xuest ions involving 
problems of po l i cy  and problems not  d i r e c t l y  covered by the  c l a s s i f i c a t i o n .  
In  the  d i scuss ion  and s o l u t i o n  of these  we spend a  good p a r t  of our  t h e .  

As t o  the o the r  d iv~ i s ions  of t h e  Commission, such as t he  Reorganization 
Division and the  Investment Trust  Study, w e  o f f e r  s e rv ice  i n  the  na ture  of 
s p e c i a l  s t u d i e s  and comment and conference on accounting problems a r i s i n g  
i n  t h e i r  work. 

From what I have s a i d  before,  it may seem t o  you t h a t  very  l i t t l e  of  
our work has t o  do with people ou t s ide  of t h e  Commission. However, i n  t h a t  
d i r e c t i o n  i t  seems t o  me sometimes a s  i f  we were looked upon by the  publ ic  
a s  a  s o r t  of information bureau on accounting. I n  add i t ion ,  of  course, 
our work on accounting problems involving r e g i s t r a n t s  and our work on the  
r e l e a s e s  as t o  accountinp p r i n c i p l e s  n a t u r a l l y  brinQ us i n t o  d i r e c t  con- 
t a c t  wi th  the  accountants  and, l e s s  f r e l u e n t l y ,  the  a t to rneys  represent fnp  
p a r t i c u l a r  r e g i s t r a n t s .  Then too  a t  the p resen t  time the p ro fes s iona l  
s o c i e t i e s  a r e  very a c t i v e l y  s tudying  ways and means t o  improve both ac- 
counting and audi t ing .  This ,  of  course,  is one of our ch ie f  i n t e r e s t s  a s  #$ 
well .  I n  connection with i t ,  we a r e  cons tan t ly  giving,  a s  w e l l  as receiving, 
cooperat ion.  

I th ink  it is probably apparent ,  from what o the r  speakers  on your 
program have s a i d ,  t h a t  a knowledge of f inance  and  of law is e s s e n t i a l  
t o  those  who seek the  f u l l e s t  progress  poss ib l e  wi th in  the  Commission. I 
hope t h a t  what I have ss id has ind ica ted  somewhat the  importance of 
accounting f o r  t h i s  purpose s ince  accounting i s  t he  language i n  which a r e  
w r i t t e n  nany of t h e  problems wi th  which t h e  Commission is faced. 


