CONFIDENTIAL MEMORANDUM

To: Marshall S. Armstrong
From: J. T. Ball

Subject: Notes on January 5 Meeting at SEC

The following are my notes on our meeting at the SEC in Washington, D.C. , .
On Fnday, January fifth. The conference started about 10:00 A.M. and lasted
slightly over two hours. 1t was attended by:

John C. ("Sandy") Burton ~ Chief Accountant, SEC

A. Clarence Sampson - Associate Chief Accountant, SEC
Marshall S. Ammstrong - Chairman, FASB

J. T. Bdll - Staff, FASB



MSA opened the discussion by stating his interest in keeping the linss of
communication open but at the ;ome time makiné it cleor l‘;ﬂai' he would have to await
the funcfi‘oning of the full FASB before being able to talk in other than general tefms
on any particular topic. Burton cgked when the other members Qould be ncmed and
MSA indicated a press release naming some members could be expected on or about -
January fifteenth with the remaining merﬁbers named by January fhin‘y—-ﬁrsf.‘ MSA
indicated that a banker had extended a $1 million line of credit to the FASB with a
willingness to grant more and Burton suggested that the banker had probably insisted
on a compensating balance (a jest in reference to a currently proposed SEC disclosure -
- requirement). |

'Burfon stated the SEC doesn't want the job ofvsefﬁng qccéunﬁ_ng standards
but can't avoid its statutory responsibilif);. -He éoin.‘ed out that the SEC doesn't hcvé .
‘the sl’ch.o.r resources that the FASB will have. .He personq”y wished fllxe FASB every
. success and thought the SEC could be helpful in éoinﬁng out problem areas.

| MSA suggested that most of the problems of accounting that ha\}e bean i.n the
public spotlight have .in reality been auditing problems rather than accounting problems
per se, also noting that the tremendous number of "good” ;:dses are never.menﬁoned.
Burton ﬁgreed cx}:d said that he and his staff have to guard cgcﬁ_nsl‘ the fegling that all
cases are "badk" because only the cases with problems qré brought to the qi;tenrion of the
. Chief Accountant's Ofﬁ;:e. |

Burton stated he felt companies and their accountants too often tried to meet
only-’rhe words of the rules and knowingly violated the spirif; beccuse-of this he had been

working on an ASR on "form vs. substance" but had found this to be a very difficult topic
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to come to grips with - his only success so far had been in using specific cases as
éxomples. He.illusfrared by referring to ASR 130 to 'decn‘l with the "bailout" problem
in poolings and ASR 132 to deal with an oﬂémpf to keep liabilities off the balance
sheet through leasing. There was some discussion of these two examples, espeacially
the latter where Burton explained that a "sham" dummy corporation had been established |
for $1,000 and had used its parent's credit to sell commlerciol paper which it plénned to
"roll over" in the future to finance a purchase which was in r-urn leased fo the parent
‘with fhs intent that the parent would reflect only a $1,000 invesfmenf‘in. its balance
sheet.

Burton also gave an example of a company that expensed R&D but set up a.re- :
search subsidiary to improve earnings by érrfecl'ively capitalizing R&D. Ad\,;ances to the -
sub to uhdertake research projects wére proposed to be carried as addi‘.ﬁoncl' investments
rather than being expenséd as R&D as incurred.

Thé subject shifted to land sales and the considerable publfcify ‘ond controversy
that had surroundéd this topic. Burton acknowledged that this was a cc;se of a breok;- -
down in communications but thought theSEC had not been kept adequately informed. |
MSA noted the WSJ that morning had reported Phil Defliese as estimating a 15 to 3 vote
in favor of the APB ;;osifion (of accepting éccrucl accounting in some cases rathgr than
installment acc;:nfing only). MSA asked for Burton's reaction. Burton replied l‘hgl‘ he
would not 'recommen.d to the Commission to go counter to a firm APB stand on occruc;f
accounting but thought the APB was wr;)ng in this case. “He stated: "The APB used up a |

hell of a lot of its goodwill with the Commission over this one!” He thought a long time

might be needed to repair the damage.
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After some discussion covering several of the topics previdusly mentioned,
Buﬁon asked MSA to discuss the matters the FASB might consider in its ﬁrsrvyear. At
this point Burton was called from the room to an unexpected meeting of the Commission
and he gave a list of topics in front of him to Clcfence Sampson, MSA said he fhéughr‘
four topics very likely were: (1) leases, (2) marketable securiﬁ_es; (3) full costing,
and (4) the accounting éb]ecfives study. While Sampson, MSA and JTB were discussing
 the research and consideration that might be needad for the question of ‘capitalizing
leases, Burton returned. He immediately-ventured that the FASB should "move én this
one in short order.” JTB stated that the research to date lw_as so?ﬁewhcf #Uf)erfiéial oﬁd
" he felt using it as a basis for action would cause an immediaretloss of public confidence
in the FASB. Burton agreed that some research on the impact of alternativas might be
needé_d but thought this should not require too much time.
MSA asked Burton what topics Burton thought the FASB needed to consider.
Burton suggested leases, marketoble securities, full costing, interim financial sfctemenl*s,
_ extraordinary items, and business combinations. There was also some discussion of
catastrophe reserves by insurance companies, w‘irh the matter to be undertaken by an
AICPA Committee but perhaps coming under the FASB, Under prodding, Burton said the
APB exposure ‘draft on lease disclosure was not enough and the question of ccpimii“zaﬁon
had to be resolved soon. He was not greatly concerned about leverc@ed leases at this
aiscussion. He alsothought the APB exposure dr&ﬂ on interim financial statements was
inadequate but didn't see how the APB could dq more., Hé felt rr;uch H';e same ko ut the
quesfion of exa‘rcordincry items, As to business combinations, he thought the question of
pooling should be reopened, indicating that he thought as a minimum that a size test
was requiﬁred r~o“quw pooling to continue. He said fgis was nér a critical quesﬁon,‘

however, and didn't just want to see some patchwork on the APB opinion No. 16.



4 -
MSA-agreed to try but said there was no way to complete leases, marketable se.curiﬁe's
and full costing in 1973. |
Alfﬁough all remarks to this point were perhaps ;omevzhdr guarded, the fone of .
the meeting had been generally cordial on both sides. Howaver, as the meeting
~closed, Burton appeared to give MSA an ulﬁmal‘qm ﬂ'llo.l' q“ future contact between the
FASB and the SEC should be through Burton. He indicated his displeasure at beiﬁg
;'shunnéd" af an earlier meeting by MSA and Ralph Kent. MSA explained that the
Commission had not seen fit to bring Burton into the ecrlier meeting and that he ;lnd
Kent did not want to go counter to the Commission by making @ point of meeting with
Burton lafé} since the Commissior; didn't seem fo‘be encouraging this. MSA promised ..
to keep the lines.of commbnigéﬁon open with Burton and to be sure fhc;t he was inFon_'n;led

regarding FASB activities and asked that Burton also keep the FASB informed.

JTB:ii‘



