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It is a2 pleasure to again address the AICPA Hational
Conference on Current BEC Developments., When T appeared
before this Conference & year ago, it was clear that the
accounting profession stood on the threshhold of important
changes.

—= The Metealf Committee Report, the seguel
to a widely-discussed and rather critical
Congressional staff report, had just recently
been Issued,

-- Congressman John Moss had indicated his
intent to hold further hearings on the
accounting profession's role and had
hinted that legistation to regulate
accountants might be forthcaming.

-— In response to these challenges, the
Institute had conceived and begun to
implement its Division of CPA Firms as

a framework for professianal self-regulation.

-- Several weeks before your 1978
ronference, Congress had enacted the
Foreign Corrupt Practices Act, the
accounting provisions of which seemed
te foreshadaw & new role for both
government and accountants in corporate
recorckeeping.

—— Finally, in order to evaluate developments in
this area, the Commission had undertaken to submitc
an annual report to Congress, the first by July 1,
1978, analyzing the progress of accountants'
responses ta the many challenges which

they face.

Quite clearly., 1978 more than fulfilled its promise as
a year of important change in the accounting profession.
pur ing the past 12 months, the 3EC Practice Section has

become opetraticnal, and 1] peer reviews -- perhaps the
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heart of the self-regulatory program ~- have been
or are in the process of being completed. The full
initial membership of the Public Oversight Board, which
I have repeatedly characterized as the key to the Section's
sucgeess, has been appeinted, and the five distingulshed
and able Board members have begun to tackle some aof the
crucial issupes on which the profession regquires their
guidance -- most notakbly the appropriate scope of nonaudit
services provided public ¢lients. During 1978, Congresst
interest in the work of accountants contilnued, and
legislation was introduced to subject the profession tao
much greater federal regulation. The Commission itself
also tonok several significant actions impacting on
acgountants, including new discleosure reguirements bearing
on management advisery services and rules concerning oil
and gas accounting principles, Further, as we had committed
to do, the Commission submltted its first Annual Report
an the accounting profession to Congress in July. As
most of you know, that Report concluded, among other things,
that the profession's pregress In conceiving and implementing
a viable plan had been sufficient to support an interim
apinion that self-regulation was attainable, although

much remained to be accomplished,
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while 1578 wae perhaps partlecularly & year of flux, I

do not belleve we have any reason to expect that it was
unigue or that the years to come will be significantly less
eventful or change-laden, Stan Scott, as you know, put it
this way In his remarks upon stepping down as Chalrman
of the Inatitute:

We' re very much at the peint that the Allies were

in November of 1942 when Winston Churchill loocked

at the War situaticn and sald, "Now this is not

the end. It is not even the beginning of the end.

But, it is, perhaps the end of the beginning.”

You must expect that 1979 -- and the years that follow
-- will be years of challenge and change., A major part aof
the strass that the profession is under stems from its
failure in the past to recognize this reality timely and
fully. The challenges and changes will -- as they already
do ~- embrace the Ffull spectrum of the profession's activities.
Stan was talking specifically about the Institute's efforts
at self-regulaticon, and, in that context, hls "end of the
beginning" characterization Is an apt one. In the larger
context, however, of the challenges, expectations, and
changes which ths profession must Face, there is no "eng"
to look forward to.

f say this not to raise anxieties or dlspair, but to
urge upon the profession a different perspective, attltude,

and responsiveness. Indeed, the advantage -- the essence

"
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-— of a private, independent accounting profession should
be 1ts dynamism and abillty to respond to change. If
agcountants as & group lack that attribute, then they
lack the ability to muster the most telling argument which
can be made against those who would place their profession
under the control of government ~- an Institutinon itself
which 1s characteristically less able to be as responsive
or as Innavative as the private sector.

For that reasen, T want to share with you today some
thoughts concerning the opportunities for accountants
to demonstrate the positive and creative problem-solving
abilities which, I believe, should be the profession's
strangth. It is, of course, easy to urge flexibility
and reeceptiveness to change in the abstract. 7T would,
however, like to make that notion cancrete by relating
it to some of the specific challengas confronting
accountants and the profession today.
The_Dislosure Process and_the Needs of Its Users

In large measure, the accounting prafession exists to
bring reliability and uniformity to the communication af
ecenomic information from business entities to shareholders,
lenders, customers, suppliers, gaovernment, and most other

users of financial information. As is more clearly understood
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today than at any time in the past, the utility of financia)l
dlsclosure 1s no better than the accounting methods and
principles on which it ls based. Unfertunately, however,
the job of insurlng that agcounting principles are in
harmony with the economic envircnment and with the needs
of information users is one which, by lts nature, demands
constant effort. Accountants, it seems to me, should be
the leaders Ln the process of thinking, experimenting,
analyzing, and evaluatlng which that effort entails.

The FASB has, of course, made impertant strides in
ad@ressing some of the fundamental issues inherent in the
standard-setting process. Indeed, the FASB's conceptual
framework project has the capacity to provide a flexible
structure within which accounting issues can be related to
the broad objectives of financial reparting. The Board’s
recent statement, "Objectives nf ¥inancial Reporting by
Business Enterprises," for example, does not limit %the
scope of financial reporting objectives to finangial
statements, but rather ~- and wisely, in my view -- sets
forth those objectives in terms of financial treparting in
general, In addition, lts focus on users of financial
per formance, including earnings, is a significant and

worthwhile step. I am optimistic that a conseguence
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of that focus will be more thought, experimentation,
and timely actlon In recognizling and addressing the
inadequacies in financial information,

In the past, however, the profession has sometimes
aceepted only part of its responsibillty to input in
the standard-setting process. Take, for example, the events
which preceded the Commission's decislen last August to
undertake the development of a new accounting methnd --
reserve recoqgqnitien acenunting -~ for 0il and gas producers.
The accounting profession had recognized for years the
inadeguacies of the two historlcal cost bazed accounting
methods -- full ¢onst and successful efforts == prevalent
in the o0il and gas industry. Leaders of the orofession
-~ in auditing firms, reporting companies and the
academy -- had peppered the literature with criticisms
of existing methods and propesals for experimentation
and change. Uszsers had long agoe made the inadequacias
of existing approaches abundantly clear.

Nonetheless, it was left to the Commission, implement-
ing a Congressional directive, to come to grips with olil
and gas accounting. Ironically, the Commission has been

criticized for proposing reserve recognition accounting,
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the implication being that the Commissloen is Interested
in expanding its role at the expense of the private sector,
In fackt, however, 1 think it is fair to state that the
Commission would very much have preferred that the account-
ing profession take the lead. &t a minimum, a well developed
body of thinking and experimentation with alternative ni?
and gas accaunting methods would have made the FASB's and
the Commission's jobs much easier.

Disclosure of the impact of changing price levels
is anothey example of an opportunity which the profession
ignored for too long. The neesd to deal with the orablems
inhereat in the interplay between chronic inflation
and historical cost-based accounting have been treazted
in the professional literature for some time, And yet,
here too, the Commission provided the impetus reflected
in ASR 190, which introduced a limited requirement
for disclosure of the replacement cost of certain
assets. I am no more prepared to defend ASR 190 as
the ultlmate answer taday than I was when I came to
the Commission, While some, including the Financial

Executives Institupte in a recent study, have guestioned
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the significance and effects of replacement cost data,
others ingreasingly indicate the valur of infarmation
derived from replacement cost disclosure and its usefulness
in addressing areas which historical c¢ost data cannot
illuminate. The FEI's study did fimd that, while corporate
and financlal executives were critical of the need to
disclose replacement cost Infeormation, they viewed the
impact of changing prices on financial statements as an
important issue which reguired experimentation. Wevertheless,
the study alse found that the Commissien's characterlzation
of replacement cost dlsclosure as "experimental" caused
management to be particularly critical of the cost burden
of compliance. Shart of the Commission requirement, however,
the experimentation was virtwally non existent.

Personally, I am fully committed to insuring that
users reaceive adeguate financial information about the
impact of changing prices on ¢orporate earnings and assets.
1 continue to urge that the profession's best efforts
be addressed to that end. The Commission Is prepared
to consider the continued usefulness of ASR 190 in the
context of fouture developments. Whether those future
developments will arise from the the Commission's efforts
or from innovative private sectar initiatives, such
as the FASB's exposure draft on the subject, depends

on the response of the profession.



These observations about oil and gas accounting and
disclosure of the impact of inflation may socund havsh
and are, of ¢nurse, only one side of the coin. The need
for greater sensltivity Lo the need for Innovation ang
change in financial reporting is not z criticism of
the FASH, but rather a éisapprnintment at the Jack of
involvement ¢f others. The lack of constructive efforts
on the part of the profegsion to address the financial
informatlon needs in nil and gas and inflation is a criticlsm
of the entire profession —- independent auditors, manage-
ment acecountants, academics, and others, Further, I
am extremely disappointed at the paucity of user input
and involvement with the profession., 1t is not only
that users have not invoelved themselves, but alsa that
their systematic lnvolvement has not Deen adrquately
called for or insisted upon. The responsibility is one
which all elements of the profession must share.

I would urge therefore that all segments of the
community invest more of their time and effort in what
might be characterized as accoeunting research and
development. Accounting firms, reporting companies,
academics, and users must engage in the develapment of
better means of communicating financial information.

The fundamental problems we face demand imaginative



and progregsive solutions. That, I believe, is the messzaqge
in the Commlission's decision on oil and gas.

The Issues of all and gas accounting methods and
the appropriate response to inflatlon are areas where,
to a degrea, accountants have, by default, invited the
Commizssion to assume a leadership role more properly
the profession’s. Nevertheless, there remains plenty
of opportunity in both oil and gas and accounting for
inflation for the private secktor to shape and determine
the end result.

Fpreign Corrupt Practlces Act

Another area where accountants can make an impertant
contribution is the complex and thorny prablem of compliance
with the accoenting provisions of the Foreign Corrupt
Practices Ack,

As most of you are undoubtedly aware, Sectien 102
of that Act regquires every public issuer of securities
to make and keep accurate boeks and records and to
establish and maintain a system of internal accounting
control which provides reasonable assurance that four
specified obiectives are met -- objectives which were

taken from Section 320.28 of Statement on Auditing

Standard No. 1. While the Foreign Carrupt Practices

e e T ——— ———



Act adds an additional dimenslen to the consideration

nf internal controls, the establishment and maintenance

of saund control systems have always been important
responsibilities of management, At & minimum, the

Act reaffirms that an adeguate system of internal
accounting control is a necessary component of both
management's ability to provide shareholders and investors
with reliable financial information on a2 timely hasis

and of management's broader duty of accountablility

far the manner in which assets are utilized.

The work of the AICPA's Speclal Rdvisory Committea
an Internal Accounting Control! -- the Minahan Committee
-- helps put internal accounting controls into perspective.
In that Report, the Commitiee noted that

[F]he internal accounting control environment

established by management has a significant

impact on the selection and effectiveness of a

company' s accounting control procedures and

technigues . . . [I]t 1is important to recognize

that a poor internal accounting control environ-

ment would make some control procedures

inoperative for all intents and purposes because,

for example, individuals would hesitate

to challenge a management override of a specific

contral procedure.

This statement 1s particularly impoartant because it high-
1ights a point that I helieve has been averloonked in the
furor over Ehe Fareign Corrupt Practices Act -~- that is,

the importance of the veontrol environment.” In my view,
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it 1= only possible realistically to assess the
aeffectlveness af internal accourting contrels when they

are examined In the context of the environment in which

theay operate, I have no doeubt, for exampile, that many, and
perhaps most, of the companies invalved in sensitlve payments
problems had well designead systems of ilnternal accounting
control. However, the people who administered the system
eithey ignored or intentlonally circumvented the controls,
with rezults whieh became front-page news and spawned the
Congressional cencern which In fturn groduced the Agt. And,
similarly, Congreess, in my judgment, did not intend the

new legislation to impose simply a reguirement that a
theoretically sound internal contrel system be in place,

On the contrary, the Act, I believe, wlll be read to reguire

that management also foster an environment which is conducive

to the effective functioning of contrels, In particular
circumstances, that may regquire codes of c¢onduct for corporate
employees, enhanced internal audit mechanisms, changes

in the way the company responds tnlthe recommendations

of independent auditors, and possibly other approaches

out.side the vocabulary of those who are used to thinking

of controls narrowly and in isolation from the environment

in which they operate.
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The Commission's staff is, as I have stated pthlicly
before, working on rule proposals to reguire managemornts to
report oh thelr systems of internal accounting controls. &
possible corollary to that type of reperring may well be a
requirement that independent public accountants evaluate
and report on management's representations or possibly on
the c¢ontrols themselves. The Commission will, of course,
give careful thought to these recommendations when they
reach ns, and {f we decide to propose rules, the accounting
profession’s input in this area Is obviously extremely
important.

The concept of a management opinion on internal controls
taises, howewver, $ host of difficult guestions. Buditors,
of course, are skilled in assessing controls from the
standpoint of determining whether and to what extant they
may be relied upon in conducting the audit. The result
of that assessment 1s a judgment concerning the scope
of the audit and the selection of audit technicues. While
management's evaluation of controls for purposes of the
Foreign Corrupt Practices Act may require it to draw heavily
on the skills and knowledge auditors have thus developed,
it goes well]l beyond traditicnal concerns -- roughly stated,
the ohjective of the evaluation is to determine whether

the control and recordkeeping system affords a2 reasonable
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measure 0f management accountability for the dlspasition
af corporate assets, And, as I mentioned a mament age,
that issue cannnt be divorced from the environment in
which the system operates,

Independent audltors cannot, af gaurse, be expegted to
make legal judgments ¢oncerning compliance with the Act.
They must, however, be sensitive to the need for changes
in the control environment and specific controls., If the
Commission proposes rules which would reguire auditors’
involvement in reporting on internal controls, we will
need the best thinking the profession can muster concerning
the potentiz]l scope of its review, Similariy, just
as the Commissicn has traditionally relled on the
accounting profession to develop comprehensive auditing
standards, we wlll expect accountants to take the
lead in formulating techniques and procedures for
forming a conclusion on management's representations
concerning its system of internal accounting contrel.

Before leaving the Fereign Corrupt Practices Act, I
want to raise one final implication which I find In the
Minahan Commlttee Report's suagestlon that the effective
functioning of a system of internal controls depends
heavily on the corporete envircament in which contrels
nperate. In & previous talk, I Indicated that nne

Facter to be considered by companies seeking assurance
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that they are in cnmpfiancp with the Act, and high standards
of corporate accnuntability in general, iz the nffectlive
use of their internal auditors. I indicated im that talk
that careful consideratlon should be given to the appropriate
executive to nversger the work of the iInternal audit staff ang
that the Internal audit staff generally should not report ta
aither the chief financial officer or the chief acecounting
officer.

These commants have provoked considerable controversy.,
My point, however, was not tn suggest that I view Ehe
Foreign Corrupt Practices Act as prescriptive about the
internal lines of authority issuers must establish. This
determination in any given situation depends on the specific
organization structure, specific duties of the individuals,
and alternative reporting pegsibilltles. The welght te be
given to the internal audit activity must be judged factually,
based on the competence and adegquacy of the staff and the

reporting relationships. §Statement on Auditing Standards No. 9

states the principle very well:

When consldering the objectivity of internal
auditors, the independent auditor should
consider the organizational level te which
{nternal auditnrs report the results nf theilr
work and the organizational leavel tn which
they report administratively. This
freguently is an Indication of the sxtent
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of their ability to act independently of the

individual respansible for the functions

being audited.
I would urge that acgountants explore with their clients
the ramifications of this statement In terms of the
client's particular program to insure compliance with the
Forelgn Corrupt Practices Act and the importance of the
independence of the internal audit staff &n an effective

system of internal controls.

Audit Committees

Another Important contronl environment facter for
companles to consider in seeking assurance that they are
in compliance with the Act 1s the existence of an audit
committee. Last year at this time, in the context of the
evolving pregram of self-regulation, I reguested that the
Institute either establish an auditing standard reguiring
accountants to insure that their public clients maintained
independent audilt committees or analyze for the Commission
the reasons why this was not feasible. As I am sure you
are aware, the Commlssion has long been on record in support
of audit committees comprised of directors whe are
unaffiliated with corporate management. Indeed, the Commission
has been endorsing the audit committee concept since at
least 1940, and the desirability of audit committees has

been formally recognized by many groups, including the
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New ¥York Stock Exhange and the American Bar Asscciation
in their Guide for Corporate Directars,

The Institute, on the recommendation of the special
commifttee which it chartered to analyze this gquestion,
has recently declined to establish an audit committee
regquirement and has set forth its reasons. 1In so doing,
the Institute reiterated its support for the avdit committee
canpcept, and the committes's report lndicates how widespread
audit committees have become. The report cites several
surveys which indicate that, not only had a majority of
NYSE corporations formed audit committees prior te the NYSE
reguirement, but alsc that 68 percent of NASDAQ companies
have audit committees of some type.

The commission staff presently is studying the AICEA
cnmmitfee fepnrt, and as I have s5aid many times before,
the matter is one of serious concern to the Commission,

I am cognizant of the difficult issues which audit
committees may raise with respect to smaller companies,
T am also aware of the related concern expressed by some
about the impact of andit committees on the retentinn
of registrant clients by smaller and medivm-sized accountling

firms. Many smaller accounting firms are cemplaining that
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newly-appointed eudit commlittees feel under some presaure
to appolnt a Big 8 firm az independant auditors. wWhile
audlt committees may have legitimate reasonz for awiteching
to Big 8 accounting flrma, I am concerned that toc often
their emphasis is solely on size or the dealrs for a "name"
accounting firm. There are many smaller auditing filrms
which have excellent, well-deserved reputations and azxe
fully capable nf providing guality audits to mast
American corporations. Moreover, the existence of the
SEC Practice Section of the AICPA Division of CPA Flrms,
with its mandatory perr reviews and other reguirements,
should provide a basic level of assurance that the members
of the Section -- be they large or small ~-- conduct their
practice at a zatisfactory level of gquality. The Boazrd
of directore of the AICPA has adopted a prlicy statement
on this issue which was recently reaffirmed in the Institute’'s
committee' s reportc.

In carrying out this function [to evaluate

select, and appoint the independent

auditor] . . . audit committers shoowld . . .

recognize that all CPA firms whase partners

are members of the AICPA are subject ta the

same stringent rules of conduct with respeet

to maintaining their independence and must

comply with guality control reguirements

described in Statement on Auditing Standards

No. 4. . . . Thus, the capability of

audlting publicly-held companies ls shared

by a large number of CPA firms and size
alone should not be the determinative factor
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in eelecting and appolnting independent
sudltars,

I would urge that audit committees include this
gtatement in thelr dellberations coneerning esuditor
gelection. The declsion to engage a varticular firm must,
of eourse, depend on 2 wide range of factors bath tangibls
~— such as the cost of its services and any special
expertise of its members -- and intangible -- such as the
trust and confidence which the firm inspires In management
and the directors., In my view, however, the avdit
committes which limits its consideration to the largest
firms should welgh very seriously the rols it may Dbe
playing in creating a publ ic accounting profession
comprised solely of fewer than twenty Ffirms. If we ave o
maintain a profession which includes firms of all sizes
-— and there are many who believe as I da, that this is
oxtremely importamt =- it is vital that audit commlttens
carefully consider all factors == that blgger is not
synonymous with better.

The mere existence of an audlt committen, however,

does not end the inguiry. Frem the prafession's standpoint,
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whether or not it mandates asudit committees, it ieg clear
that it benefits significantly from effectively Functioning,
responsible audit committees, and, conversely, will pay
the price, along with the corporate community, for auwdit
committees that exist primarily in name only. The
independent auditor can play a key role in helping awdit
committees be effective, while, at the same time, serving
his or her personal interest, Indeed, 1% i3 in the auditexr's
vital interest that the audit committee be functioning
effectively, with full understanding of its resgponsibilities,
if and when the auditor needs it. Otherwise, independent
auditors cannot expect to derive much comfert or protection
from the committee.

Management Advisery Services

Just as the implementation of the Foreign Corrupt
Practices Act presents an opportunilty for auditugs £0
demonstrate their commitment to pre~empting government
control, ancther important gquestlon facing the profession
which currently is undergeing careful reexamination
and study is the practice of many accounting firms of
providing certain types of nonaudit services to their
publicly held audit clilents. This issue has been before

the profession since at least the 1960s and is oresently
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being studied by the Public Oversight Beard. The Commission
has postponed consideration of the appropriate scowe of
services until after the POB completes its deliberations.

While the prohibition of some nonaudit services raises
complex factual issues, the guestion of whether management
services should be disclosed is far less difficult, As
the Cohen Commisslon stated:

{Tihe goncern of users that provision of

other services impailrs the auditor's

independence decreases as thelr knowledge

about the service increases. The best

way to dispel conecerns of any potential

conflicts of interest is to disclaese the

facts.

Accordingly, the Cohen Commission recommended "that all
companies disclose in their management report information
on the nature of other services provided to them by their
their independent auditor * * *" and went on to suggest
that if management fails te make this disclosure, the
Cohen Commission would call upenm the auvditer to make
appropriate disclosure in his own report.

The Commission concluded that the scope of services
provided by a public company's independent accountant is
important information for investors to evaluate in order
to better understand a registrant's relationship with its

independent accountants. We therefore adopted, In

Bccounting Series Release No. 250, a reguirement calling
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for diasclosure of such services and of whether the board
of directors or its audit committer hasa approved each
such servies,

Some have critlelzed the Commisslen's disclasure
reguirement because, they aasert, it has resulted {n some
companies detarmining not to wutilize menagement advisory
gervices. In addition, the rule has been criticlzed for
failing to offer any guidance to the audit committee or
board concerning the factors they are to consider —-— other
than independence -~ in determining whether to engage
thelr auditors to perform nonaudit services. The Commission's
disclasure regquirement was not intended to prejudice or
preclude guch services where a company's board or awdit
committee concludes that the services are appropriate in
the context of independence; similarly., our rule does not
indicate that the Commission has in any way prejudged
the more complex guestion of what, if any, services might
warrant prohibition. Whether or not we are compelled to
glive guidance on that point depernds —- lilke many of the
other points I have treated today ~- on whether the
profession itgelf is able to take meaningful actlon,

The fundamental issue with respect tn management
advisory services, as I see it, is whether the provision
of nopaudit services impalrs, in fact or in appearance,

ths independence of auditors. I believe that the disclosure
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regulrement that we have adopted in this area will help
to promote the objective of strengthening public confidence
by providing investors with Factual information about
other relationships between I1ndependent accountants and
their clients and glve reassurance that the audit committee
has considered the Implications of such relationshipa, I
trust that the new dlsclosure regquirements alone will
not lead issuers to terminate indiscriminately management
services arrangements, and we want to know if it does,
It is important to acknowledge that there often are benefits
to registrants in having their accounting firms provide
cartain nonaudit services. IF the new regulcement does
result in managerial decisians not ko utillze lts auvditing
Firm for certain services, we all should consider seriously
the implications of these decisions -~ not only aconomically,
but in relatioen to the underlying lssues and concerns
raised about "scope of service," Any relationship which
cannot stand the light of investor scrutiny or which reporting
companies choose to avoid rather than disclase may well
reflect circumstances or implications which we all ought
to examine.
SEC Practice Section

Turning to an area where the profession has made

dramatic strides toward effective sel f-requlation,
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I would like to spend a few minutes discussing the SEC
Practice Section. The establishment of this Section
demonstrates that the profession is clearly capable of
fashioning a meaningful alternative to government regula-
tion in order to maintain private sector <¢ontrel. In
estahlishing the Section, the prafession had no model to
build on or toe copy; it has, nevertheless, created a nucleusa
which has the potential tao become a comprehensive self-
regulatory structure. There are, however, several important
isgsues affecting the efficacy and credibility of the =elf-
regulatory efforts of the Section which remain, I am,
for example, concerned that a significant number of smaller
firms whigch audit public clients have apparently nnt yet
jolned the SEC Practice Section, While they collectively
audit a small percentage of public c¢ompanies, no matter
how well the program is organized it cannoet succeed if
a significant segment of the profession is unwilling tu_
suebmit to and abide by its regquirements, T am mast anxicus
to hear from such firms and understand their reloctance,
It may be vital to the success of the program.

The credibility and vzlue of the peer review process
is another open issus, although important progress has

been made. The Commission had expressed some concern about
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firm=-on-firm reviews and the need for assurance as to the
nobjectivity of these reviews. The decision to use a Quality
Control Review Panel in cases where firm-on-firm reviews
are elected should improve the credibility of firm-on-firm
review, since the Quality Control Review Panel will be
ultimately responsible for the review and wil] issue Its
own report without merely expressing reliance on a report
of the firm engaged to perform the review. Similarly, the
declsion to make public not only the reviewars' overall
evaluation of the reviewed flrm's system of quality
contral, but also the reviewers' tecommendations
for improvements in the reviewed firm's system, and
the reviewed firm's responses to those recommendat ions,
shouid provide significantly more credibility to the
process,

There ace other questions concerning peer review
with which the profession must deal. These inciude
the role of the Commission in the peer review Process,
particularly the ability of the Cammission's staff to
appropriately evaluate the adequacy aof the programs the
ability of reviewed firms to uyniiaterally sxelude certain
engagements, such as those which are the subject of litiga-=

tion, from the scope of the review; and the exclusion of
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work prrformed outside the United States, The manner in
which the profeassion addresses these issues is particularly
inportarnt for the future of itz self-regulatory efforts.
The Commission will be issuing its next report to Congress
in July, and substantial progress must be made befare

that time,

A I have said many tlmes before, I have no desire to
see the transfer of regulation of the accounting professian
or the setting of acg¢ounting standards from the private
sector to the public sector. It is, however, a familiar
law in both physics and government that vacuums are
abhorent -- to the extent that the profession fails
to come to grips with the difficult issues confronting
it, the Cemmission or some other government body will
aimest surely £ill the woid.

I have outlined today the reasons why, in my view,
1979 -~ like its predecrssor -- will be a year of change,
In particular, the profession's self-regulatory efforts
will succeed only to the extent that the profession is
abblie to identify and address adeguately and timely the
changing needs aof those who rely upon accountants'
independent assurances of corporate accountabliity. If

the profession is, however, content to patch holes for
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the purpase of addressing the concerns of Congress, the
Commiselan and athers, rathex thanm assumlng the Initlative,
it is, in the long run, destined to suffer increased
governmental regulatien and legislation. he

respansibility for chocsing which course te follow is
yours, and 1 look ferward to your success,

Thark you.



