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INTERVIEW CF
COMMISSIONER WILLIAM CARY
SECURITIES AND EXCHANGE COMMISSION
Tﬁe Interview with Commissioﬁer Cary and Chief

~Accountant Andrew Barr of the Securities and Exchange

Commission commenced at ten o'clock a.m., in Suite 206, Hay- ‘

Adams House, Washingtop, D. C., Messrs. Carey, Linowes and
Trueblood present for the American Institute of Certified
Public Accountants.

MR, TRUEBLOOD: Perhaps you or Andy or both might
well get some 1deas off the top of your head and start off
that way.

COMMISSIONER CARY: Sure.

I am not trying to be unduly humble but because I
have taught law and accounting once in my life, ene year in
my law school career, I asked you Jjust to see what they are
going to do there with 1t, George Thompson, who teaches at
Columbia, and I have done a good deal in the tax field as
well as the corporate fleld, written a lot of stuff, but

since I have been here -- Andy can attest to this -- that our

- principal focus or my principal focus has been toward getting,

as I see 1t, the agency revitalized to some extent in certain

other areas and I have felt that the area urder the general

supervision of Andy 3arr on the one hand and to some extent




the Division of Corporation Finance on the other have been
very well and responsibly run over the years and therefore
this is the area in which I had least to get myself involved.

For that reason my reactions in the accounting
field are perhaps less based on current experience than they
would be in almost any other figld, whether dealing in
trading in mafkets, or bankruptey rporganizaéions, particularlm
in the investfient company field, or perhaps sometimes where
we should go even once in a while in the registration field,
I would say much less, and I regret this because it happens
to be one of my major interests, but I did feel it was where
the focus, or that the focus hhould be in other places.

So that is the basis on which I want to state that
my experience 1s current experilence.

As far as I am concerned, I am willing to provide
any iittle attitude that I might have developed.

MR, TRUEBLOOD: Would you llke to make any general
comments about- your observations past and present of the
relationship of the prqfession to the Commlssion and its
functions? | |

COMMISSIONER:CARY: 1I'11 try.

First of all, I would say that my own personal
blas has always been exceedinzly favorable toward the

accounting profession. I told Mr., Carey years ago, I told him




several years ago -- that years ago, namely, about 10 or 15
when the battle between the accountants and the lawyers was
rife that the American Bar Association group, committee, called
me up and invited me and théy urged me to reply to an article
that he had written which appeared, I guess, in the Journél
of Accountancy.

MR. CAREY: Rocky Mountain Law Review, if I remember
correctly.

COMMISSIONER:CARY: Oh, yes, that was it,

And I read it over and, maybe they asked me because
my name is Cary too --

(Laughter.)

But I was a Professor at Northwestern University
Law School at the time and I read i1t over and found it
unexceptionable and in fact excellent and I agreed with him,
so I said, No.

That shows a general attitude.

Now, &s to the role of the accounting profession
in this fleld in which I am totally involved at the moment,
I must say that I suspect I share the views Andy has and

others that we ought to be mcving toward a greater reliance

e o

on the accounting profession than we have in the past,
—————erw'*mqu.~, .

I could, i1f I chose, wanted to be critical for a )




moment Just note I think that what we need sometimes is a \
more lindependent accountant. In other words, I don'!t accept
the fact that they are always independent, Wé have had

a rather dramatlc case not too long ago in which the senior

chief executlve officer said, Well, I can get the accountant
to do anything We feel is what we want, and we've seen this
in a number of cases in the past and I Just think that that
is a shade of the past and should definitely be eliminated
in the future,

| I have a particulérly strong feelling about lawyers

versus accountants in that the accountants have a greater

e e et <ot i T s L et

........

because of the economics of the thing., Most accounting
I‘\
firms can affiord to lose a client. I am not sure how much
. RS g \
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a law firm today can afford to lose a client. In the old days

you used to be sort of going out and getting indépendent

"opinions of a highly skilled lawyer, perhaps a lawyer's

lawyer, 1f you like. Today a filrm represents in all phases

a particular client and at that point it seems to me it's

difficult to get independence because they're so tied in

wlth overhead and the like that they simply cannot afford this.
On the other hand, there is a competing effect as

major companles begin to have their own law offices within them




then they begin to go to independent lawyers for a function,
and then I still think that the lawyers have the same kind of
opportunity for independence that the accountants have, but

I don't feel that necessarily they have quite the potential
in the future that the accounting people have, if they want
to exercise it,

O f course, this 1s one thing I would be obviously‘)y
strongly in favor of, ilncreasing lndependence.

I think that 1s about all that I had to say to start
off with in connectlon with the role of accoﬁntants, except
for one other point, and it 1is suggested by a few comments
that were made 1n these papers with respect to management
services,

I feel that we in the SEC should move ahead so far
as possible 1in giving more responsibllity to accountants, and
I personally 1nitiatea the 1dea -- maybe I shouldn't take the
~full credit, maybe Joe Weiner should have some, but I have
had a few peopie in to sort of develop i1deas as we went along
-- the idea of placing a great-deal more responsibility on
the accountants in the fleld of inveﬁfgggt company work,
going beyond normal auditing into really certifying with
respect to a number of questlons which we would have to

gxamine by reason of our responsibility for inspectlion pursuant




to the mandate of the investment Company Act of 1940, We
pushed in the direction of getting the accountants to do a
great deal of this work, béyond the traditional auditing.

I personally am very strong for it. Now the
accountants had to meet in commlttee fqrum to try to decide
how far they could go. I suppose that's all right, although
frankly -- and I don't know really how rellilctant s or whether
there was any reluctance on thelr part, There was a siow
process of their taking 1t on or even saying that they would
take it on, |

I don't mind thelr being reluctant, occasionally to
say, VWell, we can't give you an opinion, this is essentially
a law opinion, on that point,

On the other hand, if I were they I would have
selzed on this as sort of a'great opportunity fo; their '\
representing these investment companies and I suppose they !
have the problem of the rather embarrassing problem of j
saying, well, we represent you and now we have to take on 7
other roles which are perhaps to some extent oversight over
you and therefore in terms of our business relationships this
may be a little obJectionable or worrisome.

But I think in principle the accounting profession

simply ought to seize on this as hastily as they can to
Anmane SIS
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foilow their own apparent set of objectives, I have no
reason to criticise them in thls area, because I think they
have moved ahead now, Don't you think so, Andy?
| MR. BARR: They're moving ahead,

COMMISSIONER CARY: It took a little time.

MR, BARR: They were feeling something out, to
reconsider certain aspects of it,

MR, CAREY: DBut there 1s, ; think now, a willingness
on our part --

MR. BARR: Yes.

MR, CAREY: -- to go in.

MR, TRUEBLOOD: I think that they are reluctant
about everything, Mr, Cary, =--

COMMISSIONER CARY: They're conservafiye.

MR, TRUEBLOOD: -- that's new,

COMMISSIONER CARY: They're just conservative. )

MR, TRUEBLOOD: I think this is a matter of classi-
ficatlon of material.,

COMMISSIONER CARY: Unimaginative sometimes, out
of reluctance,

MR. TRUEBLOOD: Reluctant about everything that

they haven't done.

COMMISSIONER CARY: Yes.
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MR, CAREY: Of course, it's got to be auditable
material,

COMMISSIONER CARY: That I agree with,

MR, CAREY: But I agree with you, We have moved in
on the small business investment companles and this area and F
over considerable reluctance but we're in now. They're doing 1
it.

COMMISSIONER CARY: Yes,

MR, BARR:. This 1s the same type of approach.

MR, LINOWES: Of course, one of the problems here
might a concern by some memoers of the profession of getting
involved in areas outside of the attesf and audit function
and Jeopardizing their 1ndependeﬂée.

MR. BARR: Thils is an attest mzbtter,

MR, LINOWES: Yes, but it goes ceyond it, does it
not, in this investment company area?

COMMISSIONER CARY: It i1s still an attesst.

MR, BARR: It goes teyond the financial statement.

MR, LINOWES: Does it not request more or less of
an evaluation of the desirablliity of the investment or the
nature of the investment?

MR, BARR: No, 1t does not.

COMMISSION=R CARY: Mo, it does not.




MR, LINOWES: It does not do that at all?

COMMISSIONER CARY: No. It's simply an evaluation
of whether or not the action taken falls withlin the requilre-
ments set by the Investment Company Act of 1940, and not a
question of Judgmeﬂt as to whether or not their judgment
was sound,

MR, CAREY: It's compliance.

COMMISSIONER CARY: I%'s cogg}iance.

MR, TRUEBLOOD: It opens up a very broad area of
what we talk about as compllance examinatidné -

COMMISSIONER CARY: That's cérréct. Although
curlously. enough the\investment company industry seems to
bridlé at the word "compliance".

(Laughter, )

MR, TRUEBLOOD: This 1s the thing, com;liance with
what?

MR, CAREY: Actually, I think, without knowing 1it,
it's being done by CPAs in other areas,

MR, TRUEBLOOD: This 1s the thing that bothers me,
about our fai%yre to be receptive to these“kinds of things,
pecause it's always been my position that indirectly we are

attesting to Just one devil of a lot of things that we don't

spell out in the four sentences of the standard certificate or
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whatever it 1s, and maybe 1t's a matter of education amongst
our'30,000 practicing members or whatever it 1s, to make
them reallze that they are in effect taking one devil of a
lot of responsibility over and beyond what the words say

as you take the stereotyped certificate and attach it to a
financial statement,

MR, CAREY: I'm glad you expressed slight dis-
appointment at our reluctance &nd you're not golng to be
quoted, |

COMMISSIONER CARY: One of our big Jobs, as'I gee
it 1s to develop any improvements, within our own agency
particularly, 15 to simply be pushing people, pushing them
beyond what they have been thinking in the past, and I have
pushed in a speech I made before the Independeﬁt Bankers

LY

Assoclatlion a year ago, I really pushed, needled the

e

investment company industry and similarly I didn't do that
with respect to accounting but I can do it here 1in this

way. It's really a gentle prod in a sense, because I Just

~—

think that they ought to be much more aggressive, if they

S— [P Py T D e W VNI AT et

really have any lidea, 1f this is one of their own precepts,
MR, CAREY: It seems to be a characteristic of the
Carey family. ‘

(Laughter., )
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MR, BARR: That sharpened the needle,

COMMISSIONER CARY: That!s right, absolutely, .

MR, TRUEBLOODS: As we are moving in that direction,
though, I suppose amongst ourselves, for the good df the
public, the government and what-have-you, there has to be

et v

a rather carefu;_gg}ineation of the areas in vhich we permity
. . e
ourselves to take positions.

COMMISSIONER CARY: Correct, Oh, no doubt, I am
not questioning that second point. Once you overcome the
reluctance to get into it at all, then I think thét you have
a responsibllity to choose those things on which you have
any competence to speak, and that's a different question,

I'm not questloning how far they have gone, I'm
not getting into that kind of analysis here,

MR, CAREY: I think one cause of the réluctance is
their legal 1ligbility and this 18 a pretty serious matter,

We have a very unfortunate line of court decisions on
audiéor's liabllity, and whenever something happens a 3ury,
in the light of the hindsight can easlly see that the auditor
should have done better than he did, he should have found 1it,

I think this has: resulted in kind of a rigigity
among the firms that makes them very cautlous about putting

their names on anything except that insurance policy language

e
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that is falrly well established.

COMMISSIONER CARY: Sure,

MR, CAREY: I wish we could dlscover some way of
loosening up, ﬁecause, és we understand 1t, the English ang
the Canadlians have far better Judiclal law on audibor!'s
liability than we have, as you probably know.

We don't qulte know how to go about 1t., Some people
have wondered whether there is any statutory remedy, It would
seem to us that 1s not the answer as far as common law
liability 1s concerned. I can't think of any way.except to
keep fighting cases that are sound and getting the best
expert testlimony you can get,

Unfortunately, nobody wants to dispute this
very much, so most of these things get settled,

You wouldnt!t have any suggestlon along\that line?

COMMISSIONER CARY: I don't really have any because
I Just literally haven!t been iﬁvolved in that phase of it
ever In my life, either in practlce in New York or elsewhere
or teaching or here, so I Just don!'t have any immedlate
reaction,

Andy, have you got any views on that {ield?

MR, BARR: We have struggled wlth the manner of

expression in our stop order opinions to avoid language which




would put the liability or responsibility beyond what we
think is reascnable, Of course, the most outstanding one was
not asiop order,. it was the MoKeéson case, and ve tried to
distinguish there between dilscovery of a gross fraud and
- minor dlscrepancies which we recognize audit ﬁrocedure is
not expected to turn up ln every case,

MR, CAREY: In other words, you were not giving the
courts any more ammunition than you felt was necessary,

MR. BARR: Than we thought was reasonable for the
profession to assume, We have had to fight a tenﬂency among

— ]

some accountants to limit their responsibility more than we
f____‘.-.-—ln--—""'-—‘-«--"‘ T T TN ——— ~
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think they should.

———

I don't think the accounting professlion can claim
to be auditors if they disavow any responsibllity for the
discovery of gross fraud, \

‘MR, TRUEBLCOD: I dor't think there'!s any quarrel
about that.

MR, BARR: But they're very cautious about the
kind of language they put into auditing obulletins and we have
had to watch that very, very closely,

MR, CAREY: It seems %o me there's a valld distinc-

tlion between responsib;lity, professional respensibility and

absolutely unlimited financlal independent. I mean, 1f the
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thing gets to the point where any user can sue the accounting
firm for the total amount of its loss claiming it relled on
the statements, you'!d zget millions of dollars of damages,
you'd wipe people out, and there's a distinction thers.

I don't know any other profession that has to do
this,

MR, TRUEBLOOD: What about the legal profession?
You must have fegponsible lawyers who have glven an opinion
that didn't turn out, and yet you never hear about clients
or the public suing lawyers. |

COMMISSIONER CARY: Of course, they do have policies
today, and there are situations within our knowledge of where
law firms have in effect reimbursed cllents for derelictions

—

that resulted in damazes to those clients, In fact, we have
T e o
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had a case within the last year, to my knowledge, in which
there was a fallure on the part of the law firm, I take it,
to have their client, or have the shareholders or the Board
of Directors ratify a contract which they were required to do
under the law, and where, I think, the law firm turned back
to the cllent a very substantial amount of money as sort of
dameages for it. Now, whether or not they were insured for
that particular type of dereliction, I don'!t know, I didn't

inqulre.




You see rather frequently these cases but there are
a great many more sltuations than there are law cases in
which liability 1s imposed, or it is accepted, you might say.

MR, CAREY: Would 1% be a return of fee type of
thing or real damages?

COMMISSIONER CARY: It would te 1n damiges.

MR. CAREY: Damagés? |

COMMISSIONER. CARY: YLB.

MR, TRUEBLOOD: 1Is there a distinction between the
problems of the two professions in the sense that'we are
more directly exposed to the public than the lawyers?

COMMISSIONER CARY: I think because pf your.attest

. function you tend to have more vulnerability than we where
gt vt st ST N Sy,

our opinions -- it may not even be an opinion ‘that 1s involved
-- 1% 1s really only a letter presumably writtenkby fhe
firm, thé law firm to the company, which the company itself
may have in 1ts flles, 1t may not be a published thing;
whereas, you do have this with your attest in the publication
of the material, balance sheet, income sheet and so forth,
notes,

Yours 1s much more subject to broad vulnerability

et e gt eeloviholtatte

than we are in connection wlth legal opinions.

MR, CAREY: It's very hazardous, It puts all the
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firms and partnerships and personal fortunes of everybody at
stake evefy minute,

COMMISSIONER CARY: Yes,

MR, TRUEBLCOD: I havéd.often:thought that 1t would be
well to statutorily decree that Lloyds shall no longer lissue
insurance, and maybe the courts and the public and certain
other bodles would revise their courses of action.

MR, CAREY: It .shouldn't have any bearing, should 1t?
The fact that insurance exists?

MR, LINOWES: It should not.

MR, TRUEBLOOD: It does, though,

MR. LINOWES: Mr. Cary, in your opening comments
you made reference to what I gathered was the fact that you
wereé directing your effcrts towards placing greater reliance
on the role of the accountant, if I may use suchta term as
that, that i1s the Commisslion. Do I gather from what you have
indicated that you would tend to the practice of the
Commission, accept the CPAB opinion on its facefor the
financlal statements presented by the client?

COMMISSIONER CARY: I would think on a long term
basis we ought to be moving in that direction. I think
until you can accept the principle of uniformly high quality

we probably can't go that far,
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MR. CAREY: In a sense you do that now, except for
desk review,

MR, BARR: That's what-I was going to ask, because
the Acts in effect say that we do this, but our review 1s
intended to identify areas where we might have questions as
to the quallty of the work that has been done or the
aﬁplication'of proper principles ind the preparatién of the
statement,

Basically, we do rely on the profession so far as ¥
the financial statements go,

COMMISSIONER CARY: And I'm sure that review l1s
less with respect to a firm or a partlcular partner of a firm
where, Andy, for example, has confidence,

Of course, if I were in the business, ? probably
might regin to differentliate between partners of firms as
distinguished from Just a firm., It a2ll depends, recause I
know law firms well enough to say tﬁat they are not uniform
in quality, and I am sure that accounting firms are the same
way.

A MR, BARR: We get pretty well acqualnted with btoth
lawyers aﬂd accountants, |

COMMISSIONER CARY: That!s right.

MR, BARR: As to their competence within firms and




the firm overall has an excellent reputation,

COMMISSIONER CARY: That's right. There'isn't any
question about that.

MR. TRUEBLOOD: I suppose you also get pretty well
acquainted, don't you, Andy, with internal quality control
procedures firm by firm which may temper your attitude about
the performance of a particuiar partner on a particuvlar Job?

MR, BARR: Vie do,

COMMISSIONER CARY: We have those cases right
before us even at the moment, that is right.

MR, CAREY: On Dave's point, you'd probably like
Andy to answer this question related to your earlier remark,
I was qurious as to whether the thing gets better or worse
or stays about the same with respect to independence of tne \\

.

CPA and with respect to tne percentage of filings that you do

]
: i
have to challenge? Is there a trend that you are aware of, °*

better or worse?
COMMISSIONER CARY: Andy can answer that technically

but I can answer it one way, that probably for a while the

.

3
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trend might have been the other way in the sense that it
depends 1n great part on the trend of fillings we're getting.
MR, CAREY: YQSQ

COMMISSIONER CARY: When you take the '61 and '62




floodtide of filings where so many companles wére going to
public for the first time, they frequently had accountants
who were unsophistocated.

MR, CAREY: Yes,

COMMISSIONER CARY: Now, with that, if you were
looking at it then at that time, you'!d say all this past
accumulated experience 1s prorably not really carried over
among them and therefore, if anything, our filings were in
worse shape.

However, we are now in this year, 1963, geting
less of a flood of fillngs, but they are mostly from
experlienced counsel and experlienced accounting firms and of
estaollshed companies which have been with the public before
and therefore I dare say at this time you are seginning to
nave far less pressure than you had in the past.\ But when
you nad the whole real estate iIndustry beginning to flow in,
and all of these new vyroblems in '61 and '62 that was
scarcely typical of sort of an evolution.

MR. CAREY: How about the rscurring '24 Act filings®
Do you get muech trcoble?

COMMISSIONER CARY: Andy can speak tc that much

tetter than I.

MR. BARR: Let me add a 1ittle sometnlng to what lMr,
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Cary has saild about this perlod from about !59 through '62,
At one time 1t reached a peak of 70 per cent of fllings
being from companies that had never come 1ln »efore, and a
very large proportion of that 70 per cent was being served
by accountants, lawyers and a new fringe of underwriters with
little experience, so we wae experlencing there a revival
of what the Commissioner experienced in its very early days,
some 25 years before, going througﬁ the same problems of
education of a new group of people. So we had a gréat deal
of trouble during that perlod, and Mr. Orbach and I have
talked before accounting societies all over tae country
about the problems of the new registrants,

To get to the '34 Act, there are some of these
that are now under flling obligatlion under Section 15-D where
we have to look at them more carefully than the glder
companies, so we are gettling that falrly well in hand due to
the relaxation of the'pressure of the '33 Act fllings.

‘Welre pretty well on top of it.

COMMISSIONER CARY: Right.

Ong thing more, I we move ahead now and the bill
vhich i1s now before the Congress 1s enacted, which &ould then
bring into our reporting requirement another substantial

block of companies presently unlisted, still vnlisted but

N\
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nevertheless subject to our reporting requirements, I think
we might have a problem somewhat cémparable to that which
Andy uniquely had and :the Corporation Filnance Division also
had in the period of !'61, '59, '60, '61 with respect to certain
companies coming to market for the first time, and I think
then you wlll have new accountants having to be‘educated

and coﬁpanies which have never been to the public -- well,
.they have been to the public at one time or another, but
perhaps 1t!s been a Regulation A or an interstate dffering

or something 1ike that, 80 they have really never had the
kind of careful accounting relatlonship with the SEC or the
public that we would réquiré.

So I think we are golng to conceivably, say, next
year, 1f this happens -- I don't lmow whether the bill is
going to go through, but I like to belleve it will, and we
will certainly have another problem somewhat analagous, if
not wholly #naiogous.

MR, BARR: It will be very much the same,problem.

COMMISSIONER CARY: To '59, '60, and !'61,

MR, BARR: I might say too that this 1snt't going to
be limited just to'the small companies wheﬁ this group comes
in, We have seen this in '33 Act filings., The companles have

have
reen closely held and registered for the first time and/some

Al S

. o o
et Bye it



entrenched accounting policles that are geared to tax
i —— o

practices arthe minimization of taxes that have had to revamp \
their aé:;:;ting completely, and we are golng to see some of
that in this new group. They are waking up to the fact that.J/
tax law doesn't govern.good reporting praétice in every

aspect.

Mﬁ. TRUEBLOOD: IL2t me move this over to c;ur
instituvtional problém for any ideas we might get, if I may.

MR, LINOWES: May I ask one questlion in the same
area béfore we leave, It relates alsc to remarks you made
in connection with the independence. You were relating
independence of the accountant to the .independence of the
lawyer, and you made the statement, somethiné to the effect
that the accounting firm perhaps could afford to lose a
client more than a law firm., Therefore you appa;ently placed
emphaslis on the economlic aspects insofar as it relates to
independence,

The question I have is: In your evaluatlon of
accounting firms and their work, do you in toying to determine
the degree’ of independence explore the economic "dependence'
on the client fhat that particular accounting firm might
have

COMMISSIONER CARY: I dont't really «icw, I would

1
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think you probably dont't do it in tha%t form, Of course, 1f
they own stock or otherwise -- I mear, that brings them into
the category of having some relationship thgt would mar
their independence, But 1et{s say that wot1ld begin to force
us into an analysis of primarily the small firms and we would
get this small-firm-versus-big-firm problem which I can't
speak to because I haven't had any direct experience,

I suppose that basically even big firms are
beginning to hafe the problem in thls sense, that the
Des Moines office, let's say, of a blg firm, after all, if
accounting firms are anything like any other business
operation, part of 1t is whether or not they have clients
to keep them, and therefore I wouid suppose they well may
be dependent on a blz Iowa company as thé:shalle? type of
{irm, | f ”

This poses, thils isn't -- when I made this statement,
I recognlzed that 1t isn't too easy to ascertain and I
don't belleve we ever analyze filrms out 1n that sense, as
to thelr dependence. I think we have on some occasions, at
‘east as T recall an opinion or two, worked 1t thmough 8o that
we literally find that thg so-called 1ndependent.certifier
waé simply an employee 6f the company. That's a different!

question,




.Andy, you may want to summarize it,

MR, BARR: I could add & little to this, I thinik,

This 1s a very delicate area. |

COMMISSIONER CARY: Yes,

)R, BARR: And the profession 1tself and our staff
and Qome of our critics who think they are independent like
some college professors will get very skeptical aboﬁt the
ability of an accountant to resist pressures of the management
where most of his.revenue comes from one large client,

I must say we look with particular care at some of
these statements where we know that relationship exists, If
you don't see any indication of influence altering the
effect of the reporting, we're 1n no position to say that
that man shouldnt't keep the client,

MR, CAREY: It've always argued when this question
comes up that therﬁﬁre people of character who resist even
under préssures ané éven from the point of view of self-
interest; if a man's spent a lifetime bullding up an accdunting.
firm, hls reputation 1s wcrth more to nhim in the long run than
the $10,000 or whatever 1t 1is,

So I wouldn't certainly hate to see a rule passed

that you aren't independent if X per cent of your fees came

from one cllenty Or two clients or thfee clients,
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MR. TRUEBLOCD: I don't think really one can relate
1t only to the economilcs of'the.situation.- True enough large
firms have a broader base therefor theﬁloss of Client X, even
though it's a major fee, rides 1t through, and even though 1t'§
in Des Molnes, they.can always close the office,

‘COMMISSIONER CARY: Yes.,

MR, TRUEBLOOD: But they are allke in liability.
There 1s a publlic relations kind of problem here, Certain
firms are l1dentified with certain major prestige ceclients and
loés of those in a purely public relations sense of the word
may be a hell of a lot more serious than the loss of the fee
involved,

May I preés back, because this institutional problem
worries me very, very much in two ways. We have a recent
analysls -- Jack, you can correct me on the figures, but I
think the magnitudes are about right -- roughly 12,000 firms
are represented in the Institute, of which 6,000 have one
member in the Institute --

MR, CAREY: 8,000,

MR, TRUEBLOOD: 8,000. And another two or three have
only two members in the Institute.

Now, we also have talked to a number of representativeg

of our principal users, bankers, corporate presidents,




;
investment bankers, and so on and wlthout attribution I think °

many of them in effect say we have no alternative but to
encourage our borrowers, our clients in the direction of a
certain seiect group, be it 8 or 25 or 50 or 150 or 500
CPA firms.

MR, CAREY: CPA flrms,

MR, TRUEBLOOD: ©Now, institutlionally what can or
should we do about it? I mean, we know damn well that these
3,000, except for one or two or three, wouldn't know an SEC
filing 1f they saw one.

Should we splinter? Should we say, These are
high levei technicians and you belong in that group and the
other 3,000 firms belong in another group? Should we go the
route of accreditation or specialization, or do you just
let the market place take care of it?

COMMISSIONER CARY: 1It's a nice problem, Of course,
if you do set thlis sort of of a special accreditation, you
prevent, really, the free flow of entry into the higher level
of dompetent people, competent firms, I suppose as a
principle that's a very bad thing. Therefore my own reaction
would bz I recognize the problem and I recognize also the
inevitabillity of a conslderable amount of concentration in

the accounting industry or profession, the commercial banking

it
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industry, if you like, and the brokerage industry, for
instance, with which I have been dealing rscently. All of
these are going through measures and movements toward
concentration in order to fulfil their obligations to the
large-scale clients which they are destined to service.

But I suppose If I had a reaction it would be
to believe that recognizing the ilnevitability of some increase
in concentration and also an increase in the use of this
. top Zroup of firms, nonetheless it would Qerhaps be unfortunate

to go 32,533—33-L9 exclude the others.

That would be my reaction., I have never given that

— —

any direct thought.

Andy, have you got any views in this area?

MR, BARR: I spent a lot of time the last few years
trying to prctect the profession from the charge that the
top 8 or driving all the others out of business. I have %ried
to educate the smaller ones and I think I mentioned toyou
the other day that some of the léaders of the profession nave
done the same thing, past preslidents of the Institute, John
Queenan, Jack Seidman and others, have done their best to
alert the smaller practitioners to the fact that he must bring
his level of knowledge up to whére he 1s competent to do work.

That's what the Institute 1s trying to do in their Education




Program,

MR, CAREY: We have an SEC course. . . .

MR, BARR: To upgrade the quality'of practice,

MR, CAREY: We also have a new practice review
committee where reports. may be submltted for criticism,

MR, BARR: e see some very flne work from the
middle bracket and smaller accountants wherz thelr cllents
are of an appropriate size for them to handle it,

MR, TRUEBEOOD: .St1ll generally speaking you are not
talking about the bottom 8 or 10,000, generally speaking.,

MR, BARR: No, generally speaking, we don't see
them, that's right, We see about ?«BENEEE,EiEEEf

MR.,.CAREY: Even in your broker and dealer situa-
tions?

MR. BARR: Broker-dealers add a llttle more but not
very many more. I doubt 1f we heve more than 1,000 firms

.
all together.

IR, CAREY: Would it be possible -- I don't know
if 1t's confidential or not -- you used to have a list of
firms and it would help us perhaps in a way if we could
identify people who were cdoing thils type of work. As it is,

youse, we don't xnow who they are, We might direct special

attention to them in the way of seminars or courses cor

Al
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exhortations of one sort or another, and if we knew which
firms were of a size that they are likelj to get into the
SEC's orblt., We can't really tell that from our own records,
though.

MR, BARR: I think the records of the courses on
SEC that you ran this summer and you're repeating this fall
and winter will lIndlcate who are taklng them and who are the
SEC practitioners.

MR.‘CAREY: They've beeﬁ very successful.

MR, TRUEBLOOD: And very well done.

MR..BARR:~ And I belleve these courses have been
. successful,"

MR, CAREY: They've been very well received by the
peorple,

MR, BARR: The real problem ls where a 8mall firm
atteripts to do a blgger Job than he's staffed to do and we
see that weakness every once in a while.

MR, TRUEBLCOD: I think we are dolng one further
thing here which is a development of the past three years,
various committees, and not only in this area, are encouraging
a system of referrals, trylng to make mechanics and machinery
to get referrals on a lot of subJects arourd %o a practical

basls.
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But thils questlon of speclal accreditation or
speclallzation, I should say, affects a lot of our areas,
over and beyond, . taxes,clearly, public offerings, management
sciences, I don't care who these guys are in the smaller
11,000 firms, they probably can't Se competent in more than
one of the subareas as indlviduals,

COMMISSIONER CARY: Certainly. I agree,

MR, TRUEBLOOD: But we have no identification
process.

MR, CAREY: Nor have .the lawyers yet. They've
been fighting it out for 10 years.

MR. TRUEBLOOD: Where do you stand on that? Wasn't
that on the floor at your assembly even last year?

COMMISSIONER CARY: I think 1t was.

You know a lot of us don't take tﬁose ;roblems
very serlously 1n law, I mean, the American Bar Association,
frankly, doesn't stand at the top of the law profession. Most
of us don't really think about any of thelr problems and
they seem to be almost like trade association problems by
and large.

MR, TRUEBLOOD: Now you have kind of a supergroup

by invitation or something or other?

COMMISSIONER CARY: The Law Institute?




31

MR, TRUEBLOOD: Yes,

COMMISSIONER CARY: I'm a member of that but that
doesn!t ever concern ltself with these problems,

MR. TRUEBLOOD: It doesn't,

COMMISSIONZR CARY: It concerns ltself only with
what the law 18 and should be in particular areas, It never
gets down into the, shall we say, the assoclatioral asppcts
of law, or the economics, none of that.

MR, CAREY: 1Isn't 1t research and education?

COMMISSIONER CARY: Yes.,

MR, TRUEBLOOD: Is thls something we ought to be
consldering in a sense that some of the more difficult trying
problems in accounting and auditing are of no interest

whatsoever =-- I hate to call them the bottom i0,000, but you
know what I mean, \

COMMISSIONER CARY: Sure,

MR, TRUEBLOOD: 1Is thils helpfuvl?  You say the
Institute's purpose 1s to defline what the law should be and
ought to be rather than what it 1s.

COMMISSIONER CARY: Yes,

It would be almost a counterpart to your Acéounting

Principles Board, wculdn't 1t?

MR, TRUEBLOCD: Yes,




COMMISSIONER CARY: I never made the analogy before
out it appears to be.

MR. CAREY: it has occurred to me quite often that 1
the Amerilcan inetitute of CPAs we have under one tent and
under one governing body and in a sense one staff the counter-/
parts of the American Law Institute, the Practicing Law Insti-
tute, the Conference of Bar Examiners and a couple of other
things and the American Bar Association.

COMMISSIONER CARY: Yes.

MR. CAREY: I don't know whether we're right or
wrong,

COMMISSIONER CARY: It's all under one umbrella,

MR, CAREY: Under one umbrella, all these different
functions.

COMMISSIONER CARY: ‘Yes.

MR, CAREY: I.gm not sure whether it would be better
if they were spréad out, or worse.

COMMISSIONER CARY: It's a difficult question,

MR, CAREY: We do get involved with the trade
assocliation aspects of the practlice and with the polities
of 3,000 small zuys who vote and 1n a way I have felt that

perhaps this 1s an inhibiting thing and that 1f we did our

research and educatlon under other ausplces we might be able to|

-
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do it more rapidly and more effectively.

The péople who are concerned would run 1t and maybe
that's the way 1t ought to be.

COMMISSIONER CARY: Of course, I'm very critical
of lawyers going into flelds where accountants have more
competence, I was almost the reverse of my people who wanted
me to write. I might have really attacked the bar and sald
they had no business. Some of them are trylng to, let's
say, make out income tax returns. They're not quélified to
do so, And other things. I'm thinking back about 12 or 13
years ago, andI think that that is a -- I don't know if they
have ever assumed, or shall we say recognized thelr
limitations, which I think they well should.

Their role is really working conjunstively with
members of the accounting profession and not, shall we say,
in competition with some of them,

So that 1s one point,

Now, as to this thing -- I think Irwin Griswold
though has gone -- I'm not sure about this -- Has Irwin
gone so far as to say he thinks there ought to ve a tax bar,
in effect? I'm not sure whether he has or not.

MR, CAREY: I don't velieve iie has,

COMMISSIONER CARY: I know there have been a number




of people who have been speakling to that.

MR, CAREY: ~“ome people have.

COMMISSIONER: .CARY: Similarly, I suppose they would
say there ought to be ¢ securitles bar in the sane way, on}y
those who would be qualified fo work, let's say, on registra-
tion statements and the like,

MR, CAREY: Therelis, of course, a Treasury Bar.

COMMISSIONER CARY: There 1s, but that'!s a conserva-
tive =--

-MR; CAREY: 1It's a permissive enrollment,

COMMISSIONER CARY: A limited fleld, Yes,

In thinking 1n terms of law, I am sure thefe has
been considerable amount of talk in that direction, but I
really haven'!t given 1t enough thought to speak to it very --
at all mowledgeably. I don't really have any knowledge on
it.

It really'hasn't interested me very much, to be
perfectly frank. I'm not interested in foreclosing other
people from entering in., I suppose the teacher in me wculd
like to see them develop in these directions,

MR, LINOWES: r, Cary, on that same line in terms
of expansion of lawyers!' service, do you Have any feeling

about the expansion of the accountants! services, especlally




in areas of management science? What 1s your own feeling as
to how far we should go in our position?

COMMISSIONER CARY: Yes. I suppose -- I think I
see some disadvantages but on the other hand I would think
that a broadening of the accounting profession and its
role 1s all to the good, myself. It does present some problems
when it comes to the attest functlion and the rellance uponl
1t bec#use, as you begln to move from judging, lét's say,
the economic oconsequences of something in terms of the facts
into sort of beginning to judge the quality of performance
you really don't have the standards to attest to if, and
therefore I think you probably have to be very careful, and
that is why I drew a line in my discussion on the investment
company matter, .

You have to be very careful not to att;st to things
beyond your competence, beyond anybody's competence, as a
matter of faction, any one person's competence, But I think
i1f you recognize that line, there is no obJjection, it seems
to me, for their gelng into a broader number of fields, Of
coursé, 1t produces, in turn, an exceedingly high degree of
speclalization, because I am sure the people iorking with

computers and the like are going to have to be a specialized

group within a big accounting firm, and therefore it has that
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further disadvantage that you lose a little flexibillty as
& consequence,

1 suppose at some point I begin to urge that a line
bpe drawn when big firms become so much ﬁigger and when they
begin to be so speclalized that it really becomes a large-
scale, multi-state institution. I think at some point along
the way accounting firms, like brokerage firms, like industriall
concerns ought to recognize'the‘economic and management limits
to their size,

,Eut that's moving into another problem in this, y,
but 1t does touch on it because these blg firms particularly
I think have got to watch this,

MR, LINOWES: Touching on the area that properly
falls within the purview of the accounting profegsion, we
certainly belong in all matters dealing with accounting.

Do you feel that there are other segments of
soclety that have an equal responsibility with the accounting
profession in accounting principle matters?

COMMISSIONER CARY: I don't --

MR, CAREY: You mean llke management?

MR, LINOWES: Management, the government, Does he
feel the government really has an interest in helping evolve !

|

accounting principles, for example?
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In other words, are there other segments that have
a positive,'creative:type of responsibility? Right now, we,
the accounting profession have taken that on ourselves, but \
i1t seems to me accounting permeates all of our endeavors.
COMMISSIONER CARY: Right,
MR, LINOWES: Are some of the other segments of
soclety, therefore, charged with, morally charged with
some responslblility for evolving accounting princilples?
COMMISSIONER CARY: I don't know that they do so W
consclously. Of course, each group 1s thinking about its
own problem, even 1f 1t's within the government. I mean, wheth
the Internal Revenue Service 1s thinking in terms of, you
might say, immedlate recelpts ought to be subject to
taxation, regardless of thelr traditional accounting character,
or whether 1t is the FCC thinking of 1t from a certain type of
rate or anpther one of the agencles, or government contracts,
or Defense Department thinking of it differently, you've
got all of these government institutions thinking in terms
of a narrow approach, and then you come down to vs and I suppos
we're the least, we really have tbe least axe to grind_of
any government institution.
Now, when we come to us I think we have that

responsibillty. We have teen exercising 1t in large part, I

W
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think, through the excellent efforts of Andy Barr, and -I said,
ip this 1little talk that Mr. Cérey is familiar wita and 1is
going to be published, that I feel that there. is a certain
responsibllity on us to be pushing, you might say, accounting
principles ahead, although I don't think the government-should
take 1t over., I don't think we'lre -- I don't think we're

the answer to all these problems, and I am reluctant and
conservative about that.

I do think, nowever, we should lend some support,
even substantlal support to the evolution of accounting
princliples and 1n that way -- and I stated there, lest thére
be some doubt in view of these positlons we have taken -~ that
we adhere to that approach and I still adhere to it.' :

MR, TRUEBLOOD:; But you think 1t - should still not
be directly participating? ‘

COMMISSIONER CARY: I don't think 1t should be
the dictator.

MR, CAREY: In other words, you would push us --\\

COMIISSIONER CARY: Tnat 1s correct. i

MR, CAREY: =-- to do talrgs, bus you wouldn't / |

T s

necessarily do them yourseif,

— g ~ ——v *\/ .

COMMISSICNER CARY: That 1s correct.

MR. TRUEBLOCD: May I press the participative

———— M/
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aspects of thls?

COMMISSIONER CARY: Yes,

MR, TRUEBLOOD: I mean, to say, assume the Accounting

Princliples Board might some %ime work, should you have
representation =--
COMMISSIONER CARY: On 1it,

MR. TRUEBLOOD: -- on 1t?
COMMISSIONER CARY: I don't know, Elther we should
have representation, have a very large voice or not have

—— e

representatlion, I don't know. I'd hate to speak to that,
whether or not they should,

I would say it would not bother me to see us re-
presentated on that. Now the problem would come up in this

form, as I see 1it.

Assume that our representative, be 1t Andy Barr or
another person, expressing what he believed to be the
govermment, SEC 1n this case, point of view, finds that that
view 1s not adopted. Does that place us in a little more
embarrassing posture when 1t comes to our putsing into
effect the principle that is arrived at?

My own vlew is: probably 1t really doesn't. I'm
not oversensitive about tne thing, but it merely would give

the group some advance knowledge of how the SEC was thinking,
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which might affect their Judgment to some extent, moderate it
or what;have-you or strenghten it, and I would still think
that the Commlssioner 1itself, for example, ought to have
independeﬁce in a necessary case to express lts views contrary
to those arrived at.by the Accounting Principles Board. I
think it should do so infrequently. I didn't know and I

can't y -- I wish I had had about six months, for example,

to think through that investment credit problem in ofder to
arfive at a satisfactory conclusioﬂ and in light of all of

the other points to be consldered, but we didn't have that

much time and therefore -~ we're a group of, let's face 1%,

”_,‘»/

primarily lawyers, corporate lawyers and we thought that

o

technical approaches could be taken in an area of that kind

[N

and we didn't think it was quite as open and.shut as that

-\

and therefore we obviously demonstrated reluctance to go
along with the more finite position taken by the Accounting
Principles Board,

‘ That doesn'!t mean in principle that our views, A, ™
could not be expre§§ed earlier and that we shouldnt't in

principle also have a blas in favor of trying to support the
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Accounting Principles oard or any otner institution of like
I Y bt [ T SN

kind that gets 1into that fleld.

MR, TRUEBLOOD: By the same line of reasoning, then,
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not negating our professional responsibility, our primary
professional responslibility in any way, I presume that you
would say that in the formulatlon of the principles by what-
ever group we ultimately come up with should include or
might well include actlve participation by other‘parties-
of primary interest such as corporate management, corporate
lawyers?

COMMISSIONER CARY: Right. Absolutely. Apd even

-

government. . : ¢ )

MR. CAREY: I have some doubts. How would it work,
for instance, Mr, Cary, 1f Andy, say, were a member of this
Board and he voted h¥ convictions and the Commission didn't
back him up on 1t?

MR, BARR: I've been overrﬁled by the king.

(Laughter. ) ‘

COMMISSIONER CARY: I would think in a case of that
kind -~

MR, CAREY: We could then claim that the Commission's
representatives went along with this and I would think it
would créate a problen,

COMMISSIONER CARY: I would think that in a case

of that kind, 1if you have a responsible person like Andy

representing you, that he prcbably wouldn't vote as such in a
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case of that kind where he didn't think he had the support of
the Commlssioner,

MR. CAREY: This would mean ln effect that he
wouldntt vote until he was reasonably certain what the
Commission'thought and this, 1t seems to me, is perhabs not
very good,

COMMISSIONER CARY: He could express his views,

He would express his views in the meantime. |

MR, CAREY: This would mean in effect that the
Board couldn't issue anything until 1t had been cleare d with
the Commission?

MR, TRUEBLOOD: I lnow certain other members-of the
Board who don't vote until they'find out what somebody else
thinks too, |

(Laughter. )

MR, LINOWES: We're discussing really gccounting
principles and 1ts theory from an academic ésﬁect when you
referring tc the government point of view. -

COMMISSIONER CARY: A partloular agency'!s point of
view, |

MR, LINOWES: VYes, or a particular ageney's point
of wiew,

COMMISSIONER CARY: Tnere 1sn't a government point
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of view. .

MR, LINOWES: Is there a point of View cf a
particglar agency that should be any d;ffe?ent from obJectivelﬁ
conceived accouﬁting principles theofétically developed?

MR. CARE&: It all depends on who's iooking whether
it's ébjective or not.

(Laughter. )

MR, LINOWES: Yes, but I would assume, 1f it's
theoretically developed, there could be somg.unahimity of
feeling, and I can further see whebe very clearly 1n specific
cases a commission or a board could come out with an
expression of opinion contrary to what the theoretical
principle 1s,

I dont't see any necessary conflict there, frankly.
That is, i1f important agencles' representatives sat on
professions! boards and helped developed these principles.

In this case, the Commission genérally deals with specific
cases, and there are so many limportant clrcumetances that
relate to each case that even though they may go against

the positicn taken bty an Accounting Prinqiples Board in a
speclric case 1t would not refute the objectlve that I think

I would like to see evolve, I don't know, or at least thd

e should consider evolving, that is the participation of




diffefent segments in the development of Accounting Principles,

MR, CAREYs I.would like o speakito that and then
"ask Mr, CaryAand Andy if they wquld,give thelr view on it.

It has been suggested many times and it is recurringly Suggestep
that so many people have a stake in this thing that they ought
" to be represented in the decision-making. I have a feeling

that if you have corporate managem=nt, the SEC, the academlic
fraternity, the lgrge firm, the small firm adequately represen-
ted in this situation you get a divergence of viewpoint which
is going to make progreés extremely difficult. |

I don'f think we're really certailn, It seems to
me what we ought to be trying to do is to decide what z
independent auditors canm certify to, not what kind of account- |
ing business ought to use for its purposes or what the
Federal Power Commission ought to use for its purposes and
ﬁhatnot.

Now, in doing that, everybody at interést ought to
have voice. Their opinion should be solicited. I'm afraid
ve'd get into kind of a logjam, a stelemate where you never
get anything out, 1f you've goct every organlzation, financial
executlives, the Internal auditors, the AAA, the'NAA,'the

agencles and everybody else 1n the act, including top managemenp

of the corporations. It would be an almost unmanageable thing,
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process. ‘

We have a hard enough time getting the independentu\x
auditors to agree on anything,

COMMISSIONER CARY: Referriné to that problem, your
point, and your question, I think that you are getting down to
really where we are no longer in theory, we're really in
practice, in practical terms, and caﬁ you achleve anything
with this cross-sectlion? |

It is true so many times that 1f we had to get a
cross-secfion of every one we'd get nothing done, and 1t.is
also true, happlly, in many institutions, and I think it's
true in yours -~ lt'!'s not so .much true in the American Bar
Associatlon, unfortunately -- tha§ if the leadership of it
are thoughtful people they really express a broader noint of
view than the various segments of the organizatién. I don'st
think this is true of the Amerlcan Bar Associatioﬂ; I think
1t is almost trhe reverse, although I wouldn't want tg be
quoted on that.

I you have, i1f you are fortunate enough to have

your leadershlp sort-of the whole being greater than the sum

of 1ts parts, in this sense, the leadership is of a higher wﬂ

¢

caliver than 1ts greatest parts, then I suppose, really, the

best thing to do 1s to -- in most instances, %to allow that




leadership to go ahead and 1n a smaller group, perhaps not ?ﬂ
truly rep?esentative in one way, but somehow representative Q
of leadership, to set forward standards. '%
That's probably the only feaslble way to do 1it,
MR, CAREY: With the time pressures which we feel
and which I think you share ﬁoward progress ~-
COMMISSIONER CARY: Yes,
MR, CAREY: -~ in my Jjob I'm so conscious of \

administrative obstacles, of mechanics -~

COMMISSIONER CARY: Yes.

MR, CAREY: =-- that my intultion says, Let's give
somebedy the power to do something. And in thils connection
you may have heard -~ I'm sure Andy has -- of a proposal that
is now before our Council next spring, and I wondered 1f you
have any comment -- that in effect 1t bve requireé by the
Institute as a part of 1ts Rules of Ethlics that when the
Accounting Principles Board has spoken that shall be generally
accepted accounting principles for the purposes of an
auditor expressing an oplnion on statements, and if he
departs from 1t because he belleves the departure 1s sound 'ﬁ
he must justify the departure in his opinion®

COMMISSIONER CARY: From the prineiple of the

Accounting Principles 3oard?




MR, CAREY: Yes, slr,

COMMISSIONER CARY: I personally think that might bé\\
a good development myself, In other words, it's the only
way ﬁ% be pushling toward a sort of higher standard and making
them =-~.1t gites certain flexibllity because it doesn't
necessarily make them meet that standard, but 1t makes them

B NS | spmsnt i KD

Justify falling to meet gﬁ, and I personally think that that

m,womm.‘-, et 4 b

is an approach that has a great deal of merit.

As I have sald once or twice to Andy, I am nobt .sure |

but what we ought to think in terms of foreing and adopting

that approach too, sort of in effect giving it some further v}(

imprimatur, we, the SEC,

MR. CAREY: It would put you in the position of
either having to accept an abrormal form of certificate in
a case where the circumstances were so unusual the audlitor
was right and the Accounting Principles Board was wrong and
he could Justify the departure.

In that case you would either have to accept it '\
or maybe unfairly penalize the company by sticking to the
unqualified opinion.rulirg,

COMMISSIONER CARY: Of course, we could --

MR,CAREY: Would that pose:any troubles3

MR, BARR: I can see a little trcuble in trying to

e t—— P T S,
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force all accountants by a rule of this kind -- 1t would be
violating threir code of professlional ethics if they didn't
do this. The Practice of the Accounting Procedures Committee
and the Board in. all its pronouncements wp to now is that
these decisions have to be tested in practice to see whether
they do contain challenglng éubJects.

There have been a few ih .the past that have been
ignored, -+ |

MR, CAﬁEY: That 1s true.

MR. BARR: Pretty generally.

"MR, TRUEBLOOD: And in the present,

MR, CAREY: Unfortunately.

MR, BARR: Maybe unfortunately, but maybe it
indicates too hasty decision or failure to ;onvince.

MR, .CAREY: I .dotit{t Ehink'hasiy would .pe an
approprigte word 1n.any situation I cén remember,

(Laughter. ) ,

MR, BARR: In the old Accounting Procedures
Commlttee it was charged to a too hasty decision in some
cases for getting out releases that were unnecessary.

MR, CAREY: Let!s assume, Aﬁd&, that with a
responslbllity of this kind on it the Board isn't going to be

hasty or ill-corsidered. It is obkviously going to corsultb
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everyone,
The 1dea that we put out a pronouncement and you
can follow it or not follow 1t until it has gailned geﬁeral

acceptance means in effect general acceptance by corporations,
o ST TN oo’ ¢ haman S

and this seems to me to be a peculiar development that the
corporations are setting the standards by which auditors
express thelir opinions and you get around packwards,

I mean you have substantial authoritative support
for something because so many companies have done it, and
it may not be at all what's considered the “est accounting
in light of the circumstances,

MR, TRUEBLOOD: There's another underlying --

MR, CAREY: 1I'm talking about comparability in
uniformity which Mr. Cary did in his speech.

COMMISSIONER CARY: Yes,

MR, CAREY: And how do you get at it with any
speed?

MR, BARR: With all deliverate speed,

MR, TRUZBLOOD: But isn't there a larger distinction?
Typically the work of our committees, both in audiiing and
in accounting have teen a matter of codifying practice as 1%

has come to be as distipguished from prospectively saying, It
shall be.

——
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MR, BAﬁR: Yes.,

MR, TRUEBLOOD: Now, I think there is a significant
distinction here'in that a pronouncement of the APB or what-
héve—you which pulls together the pileces of pradtice and
sa&s, We've had enough time to declde and this is 1t, is
one thing, making an announcement on the de minimus investment
" credit problem is quite another.

MR, CAREY: Because that was new,

MR, TRUEBLOOD: Because 1t wés new and we had no
experience and we had no trial and error, you see.

MR, BARR: 3But that was seized.as the ldeal one on
which to get out a pronouncement and make everybody do it
one way.

MR, TRUEBLOOD: 3But what should be the role --

MR, BARR: Or the test where the Commi;sion kicked
over the traces -=-

MR, TRUEBLODD: That's right.

MR, BARR: -- and said, well, look, we don't know
enough about thig. We don't lmow enough about this to have
to declde only one way is the answer,

MR, TRUEBLOOD: But don't we have %to decide what
our objectlve 1s, whether i1t 1s retrospective or prospective

in these areas, before we declde how we are going to deal with
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the pronouncements as they come off the press.

MR, BARR: AS you see the application of this
proposal, and I've talked to a lot of people about it, &ou
know, and while a lot are in favor of 1t --- - ‘

MR, TRUEBLOOD: Even though you're not a member of
the Executive Committee or the Board, -

MR, BARR:. I hear these things. That's why I go
places and keep my ears to the ground.

MR, CAREY: Dl1d you say you're not in favor of it,
or didnt you say?

"MR.-BARRz I was asking you now, My initial
personal reactlion is that 1t may divide the profession and
create problems that are worse than the cure expected,

I was going to ask you, on this investment credit,
would you say that what you are proposing is the.same thing
the Commission said in our release on the investment credlt,
that we'll take/gualified certificate it i1t's not in line
with the Principle Board's solutlion?

MR. CAREY: Not preecisely that., I would hope that
would never happen again. %What I had in mind --

MR, BARR: What you are saying this proposal is,
is that 1f anybody wants to do it different from the

pronouncement of the Board they have tc Justify it. Presumably




i1t would go this far that you would say that fallure to do
whatthe Board sa&s would mean that you would have to say that
this is not in accordance with generally‘accepted accounting
brinciples, but that's goling to glve Mr. Spocheck hls
opportunity‘to say that price level adjustment accounting
presents clearly what is not in accordance with generally
accepted acéounting principles,
MR, CAREY: I'm néf precisely sure. Mo one nas yet--
MR, BARR: I have trouble seeing Just how this
will work. in the arem of practice that we have to administer. ‘J
MR, CAREY: As I see it, and Mr. Trueblood conld
say in certaln circumstances, it 1s not that thls 1s not
in accord with generally accepted}accounting prinoiples- but
that he couldn't say it was in acc;rd with generally accepted
accounting prindiples, He could say he believes\it's in
accordance with sound accounting principles in the circumstancep
although 1t deviates from the declsion of the APB on the

.

ground that, Just the clrcumstances are such and such, which

he pelleves 1s better and he therefore expresses the aqpinion
that the statements clearly reflect,

This shouldn't cause ycu too much trouble if you
agree with nim,

It's Just as Mr, Cary said, 1It's an indication, a




revelation that the standa?d has been deviated from. )

MR, BARR: I inow what you're trying to get at and

I am sympathetic with theﬂggﬁ;ogiyhat we should try to get
e N

rid of thess differenves, I can visualize a period, if this

kind of thing goes through, where we will have a wide variety

of certificates.

MR, CAREY: I think that 1s correct,

MR, BARR: And our problem, I think, in the
Commiésioner will be which of these varieties are acdeptable?
' We have enough trouble now wlth insurance companieé, bank
- holding companies and others, and you're going to multiply
this dilversity of certificates, I think,

MR, CAREY: You've got less trouble on the surface

I e N P S

now but moggugndernea+h, because you'lre accep*ing unqualified
e eeetnag T B AR Tar, , ow erier
opinlons on f{inancial statements, which treat the investment
credit in either way and therefore reflegt In different
ways, minimally,.l'm sure.

MR, BAPRR: Evérything is governed by/ﬁateriality
test, ..

MR, CAREY: Yes,

MR, BARR: Before any accountant will take an

exception,

IR, CAREY

That's right, cut let's say it weren't.




MR, BARR: Are you saylng the materiality test
doesn't apply to this?

MR, CAREY: ©Oh, no, no, It does. Materiallty goes
right through,

MR, BARR: That's one thing about the investment
eredit. I don't think we've seen more than one certifilcate
that has an exception.

MR, CAREY: We're aware of that,

MR. BARR: And the amounts involved are so small
in most cases that no accountant would mess up hile certifilcate,

MR, CAREY: That's why, after the shouting we've
had -~

MR, BARR: We've had a lot of shoutlng over this,
but it hasn't added up.

MR, TRUEBLOCD: Andy, can I press this -- Excuse .
me, are you finished on thét?

MR, BARR: I probably have sald too much already.

MR, TRUEBLOOD: I want to press a question. Why
the standard.opinion? For you or for us?

MR, 3ARR: Why?

MR, TRUEBLOOD: Why? Why thls stereotyped opinion?

TV O kel by e G et e A T

MR, BARR: We went through that --

MR, TRUEBLOOD: I know,




MR, BARR: -- with McXesson a while back and the
effort was to reach some uniformity of expression. It is
supposed to inﬁicate that accountants are thinking generally
along the same lines,in arrivihf at that conclusion,

We've had some trouble identifying all of those .))
Ines that lead to that conclusion, I*l1l grant you,

MR, TRUEBLOOD: But 1t takes away Jjust one devil
of a lot of Plexibility in relation to things that maybe
people should know, or might be helpful to know., I admit the
appraisal.practice is.much more difflcult.,

MR, BARR: We had to come out on expressions of
opinion about an audlt in the opening inventory problem. Why?
because we. were reading worés to say one thing and when
we put our foot ddwn and released 90 the Commission felt it
was tlime to stop this variation in wcrdage and m;ke people
say what they meant.

MR, TRUEBLOOD: I think thlis 1s Jack!s noint. There
are more cases than you might llke to see,

MR, Z2ARR: ¥Well, let me explain what happened after
we got 90 out, I had quite a parade of pecple througnh my
office on this business of an opening inventory. There were
a lot of cases pending and we said we're going to apply them

rizht now, not delay 1it. So we had partners from the same firm
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coming in who said that wlth the foregoing explanatlon it was
not.an exceptlion ard that he could take it out and give a
clean certillcate.

A partner from the same firm would come in and say,
Well, in his case, with the foregoing explanation, it is
an exception and I will not zive a clean certificate,

COMMISSIONER CARY: On practicaly the same faots.

MR, BARR: On the same facts,

So we had to get that thing cleared up.

If you can say fhat the statement 1s in accordanée
with generally accepted accounting principles, you ougat to
have a fair l1dea of what you are saying. If we put a
varigtion of words 1in these certificates we are going to
.have to go through the same thing we have with this audit
representation, |

How much vériances do these mﬁke?

MR. CAREY: You've got to look at the other side of
the coin,

MR, BARR:. That's why the Accounting Principles
Committee or Procedure Committee was set up, to try to
ldentify these things that ought %o be done about the same )

way, and for the most part it works,

MR, CAREY: 'hen you get a standard opinion of this
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sort, it is either signed or not signed, Then in the gray
areas where there is a 1little doubt as to what is right,
point one, the accounting firm_igﬂggggg”ggns;dérah;g_pggpsure
because if ne puts in an explanatory paragraph or has an
e#ception why he 1s Jeopardlzing his client's filing with
you. So there is an awful lot of pressure on him to comprom-
ise and somehow get under the wire.

But there 1s more than that, It seems to me
more importantly that the company can -- well, its. sales can
drop a million and i1ts net profit only drops $10,000, because
1%t .dedides to defer its maintenance, to not replace some
heating, fire the advertising agency, and do a lot of'things.
It stlll gets a clean oplnion, because all those things
really happened.

MR, BARR: Mr, Cary mentloned all of t£oee things
that can happen. They're administration of the business.

MR, CAREY: Perscnally I would like to see CPAs
read and almost required to make some observations, other than
their two standard paragraphs, so that a reader of the
statement gets some conception of why.

MR, BARR: Inr the prospectus we require an
explanatlon of the variations from year to ysar. That's veen

a requlrement for many years and well observed,




54

MR. LINOWES: Do you think one of the problems in
this basic problem --

MR, BARR: Those are changes in business conditions,
changes in managerlial Judgment as to how they're going to
run the business,

MR, CAREY: That's correct, but the financial
statement rarely shows to an ordinary investor or even to
an analyst,

MR. BAPR: They show a lot if you look at them
carefull&.A

MR, LINOWES: We are trying to make one statement
be all things to all men and maybe our approach has to be
to conslider multiple statements for a particular business
from accountants,

I can see very clearly where from yoprtpoint of view
looking after the investing public's interest you want certain
things expressed and feel that they could be ani are material
for your purposes; whereas, from another point of view, perhaps
the credit lender, they might not te material.

Do you thinz that one of the solutions might be
Ghe development along tne line of presentation of several

statements?

COMMISSIONER CARY: For different consumers? 1
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MR. LINOWES: For differgnt consumers,

MR. CAREY: %211, it's done, It's done regularlj.

MR, LINOWSS: It's done, but should that be the
directlion in which our whéie profession is zoling?

MR, TRUEBLOOD: I'm curious, let me say .the
motivating influence 1is different perhaps, but 1n effect
what we are now suggesting or tossing in the air is thgt the
common ordinary invester needs more than briefed up set of .
financial statements with a stereotyped opinion in order to :r.
have any Judgment about this,

MB. CAREY: This brings..up the proposal that reports
to stockholders be consistent with filings with the Commissione

COMEISSIONER CARY: Getting to one point that you
made a roment ago, Mr. Linoweé, I have never glven this
any thought, but I have asked myself occasionall& whether even
the Commission ought %o.ask for multlple statements.

That is, if you took several mgsjor areas wnlch are
followinz one accounting prineiple wnicn ylelds one result
in terms of earninzs per saare and ano-her principle would
yield a different and larger earnings per share, I just wonder
whether or not at times we shouldn't in efiect compe;_iz to
be Xndicated coth ways;

R LI L Rl B

That would lead to multiple statemerts, wouldn't 1%,




60

within our own, as one consumer in effect,

MR, BARR: Mr. Greer, I don't lmow whether you know -
Howgrd Greer or not?

COMMISSICNER CARY: I don't know him,

MR. BARR: But he 1s a very vigorous speaker and
leader in the profession for a long time. He spoke at
Philadelphia about {five years ago on thls problem and he
repeated practically fhe same speech at Stanford this_
fall at the Accounting Associatign Meeting. He was on the
same proéram wlth Leonard Spotchéck; incidentally, but he
was the last speaker,

He proposed that you take a -- plot a path with the
figures developed on the most conservative basis and then
another path applying the opposite views and plot that whole
business, and then you dréw a line through the middle and
you might have the answer.,

(Laughter. )

MR, TRUEBLOOD: This is going rtack and it'!'s in the
area of detail, Mr, Cary, but I'm kind of curlous aboubt this
relatively small group of yours that decides whatthe law
should be,

Digd you indicate this was the magnitude of a thousand|

or less, numbers? The American Law Institute?
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COMMISSIONER CARY: The American Law Instltute.

By the way, they don't declide what the law should
be, they come up with recommendations as to what the law
should be which are ﬁot necessarily accepted or even examined
by courts,

MR, TRUEBLOOD: But they do, for example, get into
the drafting of model laws on a subject basis?

COMMISSIONER CARY: That 1s correct, I thinkthe
most creative one 1n recent times has been the model
eriminal code, "

MR, TRUEBLOOD: Is thls super group or however you
referred to 1t by invitatlion, by examination, by application?

COMMISSIONER @ARY: Purely by application, and I
don't know how people are invited into it but I'ye had maybe
10 of my friends under my sponsorship become memoers, It 1s
usually somebody who has a falirly good 1nte11g2§5gl background
and who 1s either a -- prooably an exceptionalvpractitioner
as well or a professor and'those are the people, in a sense
people who have proven themselves and have some intellectual
abllity »y and large who are the ores who are made‘members of
it.

MR, CAREY: Do thelr dues support 1lts activities?

COMMISSIONER CARY: Not really, no., They get finds




from research -- from foundatioﬂs.

"MR, CAREY: Do the members get any.épecial privileges
in the way of publicatlions not available to otheré?

COMMISSIONER CARY: No, those could be avallable
to anybody at a price, so therét!s nothing in that sense of
that nature, except insofar as they have meetings.

MR. CAREY: They do have meetings?

COMMISSIONER CARY: They have an annual meeting
which 1is about thfee or four days at the Mayflower every
year, 1a£e May, and they have commlittees meeting throughout
the year and they have a speclal commlttee, for instance,
meeting on maybe what changes should wrought in the model
ériminal code, and that group would have met over a period
of substantial time, \

I might say that thls organization, I don't know
that 1t has immense effect. I have sometimes raised a
questlion about whether or not it's worth the time,

Learned Hand, for example, wasa very active nemter
of the American Law Institute and I szlways thought that
Learned Hand could have spent his time more profitably writing
three or Tour other speeches and I think they would have
had more impact than watered down versions of law which the )

American Law Institute produces.,
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That's a personal opinion of mine.

MR,TRUEBLOOD: Do &ou have administrative or politicﬁl
problems on membership or is it pretty well accepted that you
get in 1f you're accepted?

COMMISSIONER CARY: No, no problems.

MR, CAREY: Do you have a large staff?

COMMISSIONER CARY: Relatilively, almost to about
one man in effect, Well, he's got assistants,

MR, CAREY: No research?

COMMISSIONER CARY: No research staff. We have had
a successlon of very good research directors, One died
recently and that was Judge Goodrich, the Dean of the
University of Pennsylvania Law School and a Judge of the
Court of Appeals as well,

.

Now we have a professor who is a ceclleague of mine
Herbert ?

and one of my closest friends,/Wechsler of Columbia University,

MR, CAREY: 1Is that a full time Job?

COMMISSIONER CARY: No, it's about a half time job.
In other words, he still retains hls professorship.

MR, CAREY: The actual work is done by a volunteer
commltteea?

COMMISSIONER CARY: The actual work 1s done -- He

supervises, and he's an exceedingly accomplished man, I think
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much more than Judge Goodrich was intellectually, I think
probably, but he would supervise and try to get these projects
going. He would also talk to the foundations about getting
money for 1t and he would participate in all the meetings of )
the various committees relating to each of the projects which
were under way,.

MR, TRUEBLOOD: 1I'd like to go back to someth;ng
else, azain, that we talked avout a bit earlier, but fhen
I want to extend it over a little bit. You made the
corment, Mr, Cary, that within limits the extension of our
interests and areas of competence was perhaps not only sultable
but required. Some of us on the long;range group feel pretty
damn strongly about this, and there are many 15 the profession
who still regard with holy awe the néat discipline that
come computers and integrated information system; that it
really 1sn't a debit and credit disclipline any more; it
becomes more a matter of algebra. v

What we have thought of which gets us into the
business of financilal accounting as & discipline is not
golng to have nearly the separazteness or the apartress within
management that 1t has had. Therefore, in order to do a

financlal statement, which I presume there will always be,

the audlitor muet have an urderstandinz of a lot of things and

L
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a lot of systems and a lot of methodologles that haven't
heretofore been necessary and I gather from what you have
said that with this. you agree.. -

COMMISSIONER CARY: True,

MR, TRUEBLOOD: But now let!s move over into
management services which we have mentioned only casﬁally.

I think it has been generally accepted that we might be
expected to consult and advise in our area of expertness --
financial accounting. |

‘Do you have any feeling that it 1s inappropriate
for us to extend our consultation and advice into these
related flelds but which are not necessarily related to our
end product: the flnancial statement?

I think that is pretty rambling.

COMMISSIONER CARY: I get the question.quite well.
I don't know that I have an answer,

Now yau may well have a group wlthin your proqusion.
who are tetter trained %o, say, go in ardexamine a company
in marketing terms and financial terms and other things than
most any other organization, with the possibvle exception of
one of tﬁe management englneering firms, Now, should you get
into 1%t?

I don't suppose this would be an area where the




attest function would have any role.

MR, CAREY: It all depends. It might.
COMMISSIONER CARY: You think so,
MR, TRUEBLOOD: It might.

COMMISSION:R CARY: It seems to me a report by

a blg accounting firm on a particular company would be, might
be of value but I am not'sure that I would think of it as
something on which there would be anything more than an
opinion of that firm which could not be based on any precise

standards comparable to those that you apply in connection

wlth the attest function,

Now, then you get the question, the only gquestion
I would say, 1f you are qualified to do 1t, why not, with

one limitation, and that is the other problem that I am

LY

always worried about today, that recognizing the :eed for
firms to grow bigger they may become so blg and so varied

in thelr roles that they really don't stand for anything, and

they can achleve no controls, So that it 1s really sort of

a group of individuvals with varyling degrees of abllity and

integrity and responsibility under one umbrella using the

same name,

O f course, I suppose I am slightly Jeffersonian

in nmy approach to bigness but not really in the sense that I

e

e
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worry about at some point units, whether they be industrial
concerns or accounting firms or law firms or brokerage
firms, reaching a point where they no longer stand for anything
Thatt's the only way I can answer your question.
MR, TRUZBLCOD: May I press you a little bit further?
COMMISSIONER CARY: Sure,
MR, TRUEBLOOD: Ané remove blgness and say we have
here a competent, respectarle, ethical office of 100 thoruughly

in '
expert/financial accounting but for reasons of self-interest

-and_necessary internal education and information they have,

oh, say, a mathematical statistician, I can relate this
directly to the audit process, I can relate it directly to the
measurement process, or what have you,

COMMISSIONER CARY: Yes.

MR, TRUEBLOOD: Is there anything wroné in That
enviroament with his undertaking, let us say, a sampling
determination wnich has nothing directly %o do with the
financial process?

COMMISSIONER CARY: I can see nothing wrong. 1

—

MR, CAREY: Like the inventory or what have you?

COMMISSIONZER CARY: I see nothing wrong. I am
trying to ask myself what reason would someone give for

obJjecting %o his doing it., I don't know,

————



MR, CAREY: Wel're lookinghahéad, say, 20 years, and
I have a reasonably strong feeling‘that tﬁe individual
certified public accountant 20 years from now will know
something about statistical sampling and intefnal 1nformation
systems and computers and all the men in this firm will at
least have had a vasic background in all aspecfs of this -
measurement process. It's getting so important I'm afraid
maybe if they don't, they're dealing in a little narrow
area of balance .sheets and income statements‘and they ﬁay not
be able to deal with them very effectively if they don't
know what liés underneath.

So I don't think it's the con?&ries of unrelated
speclalists that will evolGe. I think it wiil more likeiy
be an enlargement of our basic discipline, if I may out it )
that way, with,all qualified responsible people.~

I think it may well result in a smallenihg of
firms instead of a largening of them, because there would be
so much need for so many hands as the machines take over a
10t of the data processirg and even auditing steps, whieh
some neople, great bodies lrsist they might do.

I don't have muca %trouble with any conflict between
so-called management services, 1f you define 1t the way I

mean it, but we got out an opinlon from the Ethics Commlttee




2
O °

on independence reéently whrere they Just set up thelr géneral
standard that if a situation involved a conflict of interest

the man's not independent, or "if 1t deesri't involve a conflict

N

‘of interest there's no reason why he shouldn't be, ' 1
MR, BARR: We've talked mbout that and I've been

pressed for answers on that question. The distinetion that

I think both of us have made in artlcles and answers that

we have to gilve every day is that if this manageﬁent:service‘“w

business reaches the point where the accountant is running

the business whylhe'd better make up his mind which way hefgm_“
golng. .
MR. TRUEBLOOD: No argument.
MR, CAREY: No argument.'

MR, BARR: But I'd say men who can avoid that kind

NORPIRSY. ('

-

of a conflict don'!'t have any trouble.

CONtraBimwt o BRIV TP WREIT ~ 83N Vs,

propey
o ‘

IMR. TéUﬁELOQD:"But we have many of our own,
presumadly, responsible memberg of the counclil who rise up on
the slizhtest provocation gnd say, Okay, if youlve got Te
have these reople in the auditi, put them on the payroll and
use them, but not a dollar of consultirng fee,

This 18 a defesnslve argument,

MR, BARR: What is 1t they're sayling?

MR, TRUEBLOCD: 'Jell, they say. Assuming you need
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a mathematical statistliclan in order to accomplish the
audit or to understand the underlying systems?

MR, BARR: All right, |

MR, TﬁUEBLobn: This is okay, but don't leb ﬁim
consult in the management consulting, managerient engineering
or management services sense of the word.

MR, BARR: On, I see,

.MB, TRUEBLOOD: Outside the audit field, right?

MR, CAREY: . That's defensive and éonsidered ultra-
conservative. I think,

MR, TRUEBLOOD: Well, 1t 1s, but I want to be sure-
of itﬂ

MR,CAREY: I have several questions that I have
thouvght of, if I may, because the time 1s gfowing short,

COMMISSIONER CARY: Sure. \

MR, CAREY: We wish you could stay with us after
lunch, out I guess you're busy too.

CCMMISSIONER CARY: I really tiaink I'd better get
back.

MR, CARZY: One of them has not really too much
direct relationshlp and I stumbled in the course of our
invest¢lzations on thls long-range business on a btook called

Pricing Power'and the Public Interest by Gardner C. Means.




- 71

Has this crossed your desk?

COMMISSIONER CARY:; I know 1%, but I haven't read
it.

MR, CAREY: Then yesterday the New York Times
announced that the steel companies had teen subpoenaed to
appear before é Grand Jury in connection wlth prices, That!s
what this book 1s apout, It's an analyslis of the steel
industry, and he's got ~- 1 don't.know how influential he
is. I know he collaborated with Burling years ago on a
book thaﬁ had a lot tq do with the Securtties Acts, I think,

COMMISSIONER CARY: Yes,

MR, CAREY: And his point generally 1s that prices
ought to be the variant factor in determining corgvorate
performance rather than profits. You ought to get a failr
return on capltal, out that management ought to £e rewarded
and the government should do things to see that the ultimate
distribution of wealth as wldely as possible 1s the obJjective
of the cecrporations, Het!s got a lot of gimmicks about
incentives and so on,

Is this Just wild-eyed thinking or 1is there in
Washington a real movement that way? It tles in a 1little

bit with what some of our other consultants have said.

COMNIISSICNER CARY: I can't speak to this area. It




is outside my field and I think that the ldea that there is

a philosophy in Washington most of the time, or at this time

is a little errmneous., I think you/gigrapolate a traditional
or conventlonal approach taken by the Anti-trust Division,

for example, into a much broader principle than they themselves
have in mind,

I am sure there isn't any sort of general phllosophy,
lef's say, stemming from the Council of Economic Advisors
having read Gardner Means'! Book, and talking wlththe first
assistant or even the assistant attorney general in charge of
the Anti-trust Division, I don't think that 3t's that much of
a pattern.. I don!'t see 1it. I don't see it at.all,

MR, CAREY: Okay.

- COMMISSIONER CARY: Now, whether or hot -- I've for-
gotten whether o¥ not the sdteel inquiry is’beiné‘made by the
Federal Trade Commission or the Anti-trust Division, but it
would still apply, whichever way it is. |

MR, CAREY: The other question is 1nternationa}
standards of financial reporting. Something very inte;esting
and accidental happened to us a couple of months ago. We
have a committee that 1s, as a result of the International

Congress, trylng to analyze the basic differences in, I think,

25 countries of some importance. They are making some




progress., In fact, the flrms put up some money to do it,
Ye got an invitation to go over and talk to aman

in the Forq.Foundation who is in charge of intermational

studles, T won't take the time to explain the contact, it

was accidental, but he asked us to come over, and he said

they are extremely interested in this general field of the ar31 of"

international buslness and international flnance, He
suggested to us that they might see £it to give us a grant
to administer, to conduct researches in this area thiough
universities and perhaps through foreign‘associations and .
perhaps have study conferences of imowledgeable people from
different countries to clear uﬁ points and lookxing to some
reconciliation of methods.

I would gather from what I heard you say that this
would te important. Do you think this would ve éesirable?

MR,. BARR: I wouldmayIthink 1t would be a first

: ——

rate l1dea, -

— We're struggling with these forelgn reglstrarts
all the %ime, trying %o reconcile differences, Bgcaﬁse the
Japanese have a different philosophy of flnancial l1life
than the European countries have and than we have. There

are some deep-seabed nb?ions of saving face in the public

domain in Jaran that are a little harder to overcome than in
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Surope, maybe, but I have notlced in some of our contsacts
with European management that they are pretty firml& gset in
what they think is the proper way to represent their business
before the public,

They are almost as irgraned as the Japanese. I
think the most 1liberal in meetling us and working out solutions
are the Dutch, |

MR, CAREY: Yes.

MR, BARR: Ve'!ve had excellent cooperatinon,

COMMISSIONER CARY: KLM.

MR, BARR: Phillips, KLM, Royal Dutch.

MR. CAREY: You don!'t have any pfoblems with the

.British do you?

MR. BARR: To some extent, They're a little

stubborn about some of their .views. |

‘ MR. CAREY: If this thing should develop to any
extent,-% really have two questiohs., One is: JJould it e
poeslble for the Commision to indicate an interest in the
matter* that might, with a precise opvortunity, convince %he
Ford Foundation to go ahead with their Jecision.

COMMISSIONER CARY: I don't see why not. I don's
see vhy nct. I mean, if that could nelp you and we're

insterested, I don't see why we cannot,
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MR, CAREY: I% certainly will help us,.

The.: other thing 1s I wondered whether I can impose
on you, as we get into the thing, if we do, It's Just a
spark in itd daddy's eye right now. But giving some of the
facts atout some of the problems, some of the specifics and
why they're important.

COMMISSIONER CARY: I don't think there would be
any problem about helping you out on those lines,

Do you?

| MR, BARR: No, indeed. I think it would be very

interesting.

We have problems of law as well as accounting. I
don't know how far they want to . go with this,

MR,CAREY: I don't know for sure, either, I am
" supposed to draft a tentative proposal or indicational
memorandum and see wixther our Executlve Committee will permit
us to do this, It!'s a very unuéual activity for us but
assuming that the grant also covers administrative expenses,
there i1s no particular problem concerned.

MR, EARR: We really have veen running an interna-
tional round table on accounting in our place during the
last few years,

MR, CAREY: I don't doutt that,




MR, LINOWES: Is your primary concern in dealing
with these,.in supplying reporting one of comparabillity or .)
complete disclosure?

MR, BARR: 3Both,

MR, LINOWES: Do you feel that 1t is as important
in the administration of your work that you have effective
compar§3}lity?' I understand disclosure. I don't understand
whether you have blg problems in comparability. |

MR, BARR: You're familiar with this little
pamphlet the Institute put out‘for,Advice to Forelgn
Reglstrants. I think thét has a pretty succinct summary of
our problems.

MR, LINOWES: You take thé view that they are all
the Commission's problems? .

In other words, personally I have alwa&s felt
the Commission's primary problem was one of disc}psure.
Comparabllity 1s of interest to the investment public and
more perhaps to the investment banker. Therefore I ask the
question whether your attention to foreign reporting places
as much stress on comparability?

MR, PARR: ie have felt if they are selling

securitles in the United States to an American investor, from

those figures he sees he i1s going Jjudge from his tackground
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in the American form of accounting. There ocught to be some ﬁ\\
explanation and.reconciliatlion bétween forelgn practices and
what he normally would see in an American rep&rf. 4
COMMISSIONER CARY: You sald you thought they would
be of Interest tb an American investment banker, It seems
to me our interests are very close to those of an investment
banker, and thereforé I would agree with Andy on that.point.
MR, CAREY: My last question 1s reveprting to‘;;;;m'
proposal that annual reports to stockholders be consistent
wlth f£ilings with the Commission and I am not quite sure
what the effects would be, but would 1t have a tendency to
discourage innovation and experimentation? I mean, your

rules are pretty set. Once you file with the SEC you comply

with the rules until they ae changed. 3ut in annual reports

«

to stockholders the people, as I understand 1t now, are

< N P g2 - l-"w.;b" e
reasonably free to try new types of presentations in different
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things,
o EELE U
If thils new proposal were adopted, would it tend to
freeze everything?
COMMISSIONER CARY: Thils is not yet forﬁally arrived
at by the Commisslon so “hat I can't speak to it as 2 final

matter,

I wlll say, when I rmade reference to thls speecn
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which will appear in the Journal of Accountancy I limited myself
to saying that the financial material, the reports shall be
consistent with the fi<‘ggial“statements filed, I dldnt't

Y",‘/ ALy e S

say the reports, the whole annual reporfs should be conslstent,

s

i M) 1 Sae

I left it that narrowly because I think that the
way you have framed it I would have said,if I had followed =--
I mean, if my approach had been the way you interpreted it,

I would have said the annual report. must be consistent.

Now, whether or not we ought to go that far - is a
very much.larger question., I personally, and I think I am
only expréssing my own views, might say I think 1t would re
a good ldea 1f we sald, for example, annual reports may not \

"be misleading in’ the 1£§E£,°f the matg_::ia1 ﬁéled. That/s }J
different from veing consistent with,

MR, CAREY: That's different, true.

MR, TRUEBLOCD: Yes,

COMMISSICNRR CARY: VYet I am sure some of my
colleazues and I am sure a lo%t of industry would be upset
oy that -ecause that interferes with our flexibility in
writing an annual report,

Now, whether or not we zo that far even is a
quéstion, but loglcally it seems to me we ought to some day

be pushing in that direction., We shouldn't -- There should be




som¢, shall we say, overhanging sagffiffi_maybe not a sénction
but an overhanging worry on the part of the industry, if they
literally publish something that is misleading in the l1ight

of material flled with us,

MR, CAREY: I understood there might even be a
problem in this area because I should think from the point of
view of civil 1iability nobody would want to be,

COMMEEQEQNER CARY: It's much greater,

MR, BARR: They can stretoh tHis to great lengths.
What they emphasize and what the suppress 1in thé front of ")
a report 1s really shocking.sometimes.

MR, CAREY: You mean the text.

MR, BARR: Yes,.

MR, LINOWZS: The President's report,

MR, BARR: And the President's discuss;on.

MR, CAREY: T see you;re not talking sdely about )
financlals?

MR. BARR: Mr. Cary and I were talkirg about.the
front end.

CCMMISSIONER CARY: I mean the {ront end.

MR, CAREY: I see,

COMIISSIONER CABY: My speech related %o the

financial and then 1t moved on, and that 1s the thing that




Andy was referring to,

MR, CAREY: I see.

MR, TRUEBLOCD: Can I press back to this, do you
feel there is a problem in the inconsistency or reliaﬁility
of financlals in the annual report?

COMMISSIONER CARY: We have had such problems.

MR, THUEBLOOD: You have had such probliems.

COMMISSIONER CARY: We've had such problems, that's
why we wanted to put this problem at least in.

MR, TRUEBLOOD: It's kind of surprising.

MR, BARR: We have a horr;&&g e.iample.,

COMMISSIONER CARY: A non-consolidated and consoli- )
dated, too bad,

MR, BARR: Comparies that have been showing some
profic and some other statements have been shoﬁiAg a loss.
They think the suppression of consolldated figures is proper
public relations.

MR, LINOWES: That points to improver accounting
really.

MB, BARR: No comments.,

MR, CAREY: Do you think the Irstitute ought to
move in the direction of standards of disclosure? We have \

MW o
got no formulated, as far as I know, 1llsts of things that




81

must be dlsclosed,

COMMISSIONER CARY: I think 1t would be an extremely

P———ree,e,, .

valuable thing to do, - .

MR, CAREY: .e've talked about accounting princiges
and whatnot, we've talked about lsolated cases, long term
leases ought to be disclosed and this ought to be disclosed
but we've never put out a schedule like audlting standards,
you know, what you've got to do, and we'vé covered the water-
front and never sald what you've got to disclose,

MR. BARR: That's where SX Reéulation goes further
than anything else, It 1s published as a guide as to what
is adequate disclosurg under the Acts,

MR, CAREY: Looking.ahead, from our point of‘view,
it seems to me that in this area, as in the rule in independenc
and so on, we ought to be at least as far as .the Securities
and Exchange Commissioner.

COMMISSIONER CARY: I think you ought to go further.

MR, CAREY: ile ought b0 go further, Ue're sluggish, )
we have been until éhese dynamoes got into if. ‘ }

MR, BARR: I still .see the statements, they are
limited in numﬁer, but there are some companies that have
been rezistered with us. for years wheré the income sftatement

starts out with operating profit and the accountant certified

[1)




this as in accordance with generally established accounting
princlples, and I think in that;case you dpn't show a proper
operating result without showing sales; all the .financial
ratios hinge on volume of business,

MR, CAREY: Sure, sure, That's our cake.

MR, BARR: That kind of a report would coliide with
this rule of disclosure you are proposing,

MR, LINOWES$ I think I would find it a little
disturbing thaf any one agenc&, as 1s the fact, because we
have another agency that hgs found 1t necessary to take the
initiative in areas thét welre talking about and yet draw
back when 1t comes to participating with the professionzin
evolving these principies.

Do you follow me?

MR, BARR: I don't lmow what you say agout drawing
back, .

MR, LINOWES: Hesltate.

MR, BARR: I don't think we've drawn back, I think
we'lve precbably --

MR, CAREY: Youl'!re talking about formal participation

MR, LINOWES: Yes,

MR, CAREY: I think wée all agree it would be aosurd

for us to operate in water-tight departments. ‘'e've got %o

]



understand each other!s thinking and sort of ahead of time,

The only discussion area was about a voting member-
ship on the Board and wha%t result that might have, but I |
remind you 1t was Mr. Phiilipe's speech when he sald it
disturbs you that it 1s necessary for government agencies to
move in. Government, like nature, abhores a Qacuum, and if
we don't £411 1t first goverrment will move in, That's all
there 1s t§ it., If we £111 1t first, I think we're okay.

COMMISSIONER CARY: That's quite true. I said ‘that
in a different way, I sald it once at the Investment Bankers
Associatlion meeting.and again I saild it in effect in this
Journal of Accountancy piece.

MR; BARR: I just dellvered a paper whlch was more
or less historical in rature and I sent 1t up to.Charlie and
I think probably to you, =, ‘

. MR, CAREY: 1I'd like to see 1i%t.

ﬁR. BARR: It's up there. And I delivered i1t at the
Michigan County Conferénce last Friday. They asked me to talk
on the influencg of regulatory agencles and the problem of
accounting prineiples,

I devoted most of the time to what the Commission
had done on collaboration with the Institute and others of

the profession,




There's a lot of historical material here showing
how we have part;cipated in tais operation, You can take a
look at 1it,

| MR, CAREY: If Dave isn't fully aware of that, I

can testlfy participation has been ample and sometimes
more sO,

(Laughter. )

MR, BARR: Yes,

MR, LINCWES: That's what I'm concerned about,

COMEISSIONER CARY: Going off the subject, I
noticed one little dilscussion somewhere along the line, in
one of these papers that interested me, and I would like to
put a plug 1n for 1t, namely, $hdt I think you have reached

She point now as a profession where you probably should be

more frequen*ly participating in government than you have in

the past.

MR, CAREY: No question,

CCMMISSIONZR CARY: And I would hope that over a
perlod of time you would really make people available for

a year or two years, the »ig firms would maxe a partner

avalliable to the zoverrment without his losing étature or

]
status in the process, '

Now, law firms, even in the tig law firms they are




st11l having a problem in this fleld, which I think 1is
erroneous, but a person has a direct relationship with a
client, I think, probably more than you do 1n the accounting
field, and therefore i1f he loses those direct relationships
he may lose stature in the firm, if he comes to the government
too often, although in my oplnion a lot of these excellent
put rather narrow Jall Strzet Lawyers don't understand that
if they did come down here and then went back they would
probably on balance be not any bigger peorle but they!d be
much more widely consulted, At least they dqn't think so.
3ut I think that, if there be any doubt in the
legal profession, 1 think there should be less doubt in the
accounting field, and as a consequence I wuld think there ‘1s

less reason ror a person to worry about leaving accounting
for a couple of years to come down to the governgent and that
this ought to be encouraged and it ought to bpe a financial
responsibllity :that In effect the accounting firms take on.

MR, TRUEBLOOD: I think in my own experience and
the experience of my owr firm there 1s.a barrlier on the
goverrment side whilch makes it very, very difficult for us,
even leaving out compensation.

COMMISSIONER CARY: I was assuming they could not

be additlonally compensateéd.




MR, TRUEBLOOD: Okay. Even so, i1f he retains his
partnérship, you see, the entire firm then --

COMMISSIONER CARY: Right.

MR, TRUEBLOOD: =-- 18 iIn a conflict of Iinterest
siltuation, or so the statute says., '

COMMISSIONER CARY: I assume he would have to
resign for that period with the understanding --

MR, TRUEBLOOD: With the understanding -~

MR, LINOWES: With the understanding he returns,
you still have a conflict of interest.

COMMISSIONER CARY: Not a commitment, but on that --

MR,CAREY: Probabillity.

COMMISSIONER CARY: 1It's difficulst,

?
MR, CAREY: 1It's difficult as Mr, Fosche pointed out

in his paper -~ ‘

COMMISSIONER CARY: Yes, I know him,

MR, CAREY: -~ that 15 the large firm yhere, as you
gsaild earlier, we have a kind of a maﬁagerial situation, two
years out of the life of a young partner can be kind of
serlous,

COMMISSIONER CARY: That's right.

MR, CAREY: In the upward movemert and in taking

care of cllents and all this,




COMMISSIONER CARY: Right.

MR, CAREY: I wish we could do more of it. Welve
tried, 1t's very hard to dislodge them. -

For one thing they are undermanned, lsn't it true?

MR, TRUEBLCOD: Thils is true but I am not so.sure
that Mr. Cary apprecliates the conflict, the risk and the
conflict, the problem,

| . Beﬁause 1f you resign and have a contract that you

ﬁill be taken back as a partner --

COMMISSIONER CARY: I saild, not assuming you would
have a contract.

MR, TRUEBLOOD: ~= youtre still in confllct.

How does the man protect hlmself?

COMMISSIONER CARY: Well, if he's sent, if he/s
competent enough to be a partner or about to be ; partner
and the business 1s growlng as it seems inevitably tc grow
withthe population, I wouid think that if you had a tradition
to develop --

MR, TRUEBLODD: Well, now, this 1s maybe the answer.

COMMISSIONER CARY: Then 1t would not te against
him, indeed at the very most it would be neutral and in fact
I thirk on a long term vtasis I think 1t would probably work

in his favor.
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MR. éAREY: If he had enough self-confidence, he!d
go into another finm,- _

COMMISSIGNER CARY: That's right.

MR, BARR: From time to time in the past I've
explored this possibility of recrulting to our staff --

COMMISSIONER CARY: Yes,

MR, BARR: -- and the answer I've had ffom a number
of our members is that they would not recommend thg persons
that they dontt want to keep, nelther would they redommend
the persons they want to keep because of this interruption
in their career,

COMMISSIONER CARY: I wouldn'!t go to the firms and
ask them to recommend somebody, I would go to =--

MR, BARR: I'm thinking of the lower level.

COMMISSIONER CARY: -= knowing 1ndust;& well
enough, I'd get -- find young people whose Jjudgment I have
confidence in and ther they find others. That'!s the way Iftve
been working in the SEC., We've got a lct of young men.
They're Just plain independenfs and I guess you're riéht,
they Just have enough confidence in their own apbility, and
they don't have to worry.

MR, CAREY: I'wonder if you wogld be interested in

people from small firms? You might have :to teach them a lot,




but there are some very bright young people,

MR. BARR: Ve have taken on some younger people in
recent years that have been very good.

COMMISSIONER CARY: Recently though 1t seems to
meyoutve been getting soﬁe,very strong people,

MR, BAER: Yes, théy've been very goo& people.
There was a period back there though when there was a real
drought of competent people showing up.

MR, TRUE}BLOOD: I ovqremphasized the conflict
because iﬁ occurs to me that we have this same lack or
criticism in our relationship with educational institutions.
We do not have very much coming and going between the. professio
and educationdlinstitutions and there conflict is not involved.

COMMISSIONER CARY: We have 1t involved a'good deal
more, I would guess, |

MR. TRUEBLOOD: Yes,

MR, CAREY: Do you criss-cross between %teaching and
practice?

COMMISSIOMRR CARY: A great deal, In certain
rlaces. I mear, in ry Columbia -- it's a danger, of course,
and wﬁether peorle are competent to do both and therefpre it
endangers tne law school, I think that thls is possible in

rnost of the law schools I know, the good law schools., The

-




- expert so that they could shift over at any moment.

people are sufficiently well qualified to becomé sufficilently

MR, CAREY: Is Mr. Warren Dean theré?'

COMMISSIONER CARY: Yes, he is.

MR, TﬁUEELODD: I would like to ask another question
which tends toward the long range., We have talked several
times about bhe. various. aspects of accounting and there is
no questlion abtout how we all feel about 1t of course ;nd where
we should ultimately be procedurally and orgénizationally. Rulé
10A 413 on independepcsd .in 'a.Sense moyed us one Step further into
the area of specifying the rules, the active rules, the
speclfics, whereas I think we all agree tiat tais 1s no'rehi
test, or only a very minor test in a larger area.

" Should we, as a profession; stick to definitions
of attitudes as distinguished‘from wrong things éo do, wrong
specifics?

COMMISSICN=ER CARY: I think so, I thirk i1t is more
than just srecifiecs. I think 1% has %0 ve an attitude.
Indepzrdence has ©o oe an attitude, avsolutely.

MR, TRUEBLCOD: Would you say similarly tnen that
by pressiné down The road on Jefining specifics or outlawing
specifics we might lose the approprilate emphasis by so dcing?

— COMMISSIONER CARY: Only 1f you overemphasize the
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specifics., I me;n, I don't see that they are mutually
exclusive, - |

Just as, for-insténce, in the government conflict
of interest fleld today, you have people going out of offiqe
because there 1s some confliet indicated. I think that that
can be made more specific on the one hand but it doesn':t or
shouldn't derogate the general principles at the same %time,

MR. CAREY: I havé the impression that the standard
of ethics in government and business is rising rather rapidly.
I read more about codes of ethies 1in éovernment, stateé
gbvernment, munlcipal government, federal government, people
are very leery about conflicts of 1lnterest 1n business.that
used to be, I guess, accepted as an ordinary course,

Do you think that the general morality in the
business world is going up?

COMMISSIONER CARY:: I think there's a greater
awareness of it, I used to think that it‘was always .evolving
and I am Just not so sure as 1 was orice that there is such
a splendid evolutlon as we might like to relileve, you know.

I do trnink that just the law itself has veen forcing
industry to move ahead. For example, I suppose thzelectrical
case had more 1influence on standards of business than any

single case in the last decade maybe.




It has forced a sort of standard.of conduet that
had never been articulated pefore.

I agree with you, I think that certainly there is
more written and :there is more done and I suppose that is
where the answer is, Probably s&mething has happened.

MR. CAREY: People are mor e consciousof 1t, yes,

COMMISSIONER CARY: Yes, The law is simply moving
ahead. Our own, I think ln our own fleld of law welve
pushed along.in the lasf two or three years.,

MR. BAR: I'd like to get something on the record
on your point here. I think it 1is clear that the Commission
has never underrated the lmportance of the attitude of mind
.which Mr, Cary emphasized over these years, but what we have
found is that we ought to cut out some of these identifiable
things and say, Look here are evidences that ought to ibe
eliminéted. |

One of the most important cases on thils attitude
of mind point would be the Hollander case or XKoehler and
Koehler case 1ln which we sald there wasn't just one thing,
1t was a bullding up of a lot of relatlionships which gave us
reason to doubt thils independence of attitude which you have
emphasized and that's the case %o go to for %that.

We expec¢t an independent attitude,
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MR, CAREY: I think as of this moment we are pretty

much in identlgal positions.

MR,BARR: I think we are but I wouldn't want anybody

to get the notion that we underrate thils attitude or fine

point.

MR, CAREY: True, but I wasn't relating it to the

SEC, I was relating it to our organizatlonal problem., In fact,

I hope we would not get to the point where there were
29 rules and you cé&n say.if I conform with all of these I'm
okay.

MR, BARR: I think, you ought to hammer on the
attitude of mind point, but let's sweep out these other
things that you probably can say relate to questlons as to
your attitude about 1it.

That!'s what we've been trying to do,

MR, TRUEBLOCD: I suspect we're getiing very close
to getting ready for lunch, Jack. Have you a wrap-up?

MR, CAREY: I have one more gquestion that has to
do with enforcement, our enforcement of our ethical rules,
whlch 1s grossly inadequate.

COMMISSIONER CARY: Right.

MR, CAREY: e have a lot of problems, Filrst I'm

not sure that a national organlization can enforce ethical
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rules on 50,000 people,
| Second, even if we could, there!s an enormous
difficulty in getting evidence,

Third and worst is the fact that when a man is in
litigation or threatened with it or coming before you hils
lawyers advise him not to respond to our requests for
information on the ground that it might incriminate him, ané“we
seém to e powerless.

Oh, we've had members in Jjail because thelr cases
were on abpeal. Our Council won'!t let us fire them because
they can't defend themselves., I wish somebody cdould suggest
a way out of this, I think #t's absolutely ridlculous, It '
is expensive. It takes the time of our volunteer Ethics
Committes members and Trilal Board mempers and staff and, well,
a case in point, waich I don't mind mentlioning, you might
not want to comment on it, 1is the 0lin Green deal, You may
renenmper we had members of the Institute indicted on chaéges
whica, if truve, would have Jjustified our firing them right
like that.

The irdlctment was quashed “or reasons we don't
know and can't get at, but they won't respond to our inquiries
as to whether they did or whether they didn't,.on advice of

counsel,




They are still members in good standing., The case
'1g st11l on the docket. We Jgst can't seem to get an y
information out o them because they keep saying there's going
. to be litigatlion, we may be sued, the SEC may take us over.

It Just raises my hackles but I dont't know how to
get out of it.

COMMISSIONER CARY: You have no subpoena power
or anything?

MR. TRUEBLOOD: No.

'MR. CAREY: It's strictly a voluntary organization;

In a sense we're sitting here.wéiting for the
courts or for thé SEC or for the TreasBury Depaprtment to fire
a member and then we can fire them, which isn'!'t a very noble
position to be in, while we brag about our self-discipline

COMMISSIONER CARY: Right. ‘

MR, TRUEBLOOD: Of course we have some organizational
things we should long range clear up because of the interests
of various state socleties, variousstate boards.

COMMISSIONER CARY: I don't think we've zot a
solution for 1%,

MR,BARR: I don't think we have.

MR, CAREY: I thought maybe being a lawyer you might

be able to get us out of this problem.




COMMISSIONER CARY: It's a nilce one,

MR, CAﬁEY: Wnhat would the Bar do in a case like
this? i
COMMISSIONER CARY: The Bar 1s not a very active
organization either., Whether or not it has subpoena power,

I simply do not know whether a Grievance Comblttee of a

Bar Assoclation actually acts wlth some powers directly {rom
a court, usually the Supreme Court of the State, can put
people under oath or how far they can go in thatarea, I
simply do'not know,

MR, CAREY: Mr. Fosche gave.us quite a long descrip-
tion on how they proceed in New York. He sald 1n some states
they nave what they call an integrated bar --

COM MISSIONER CARY: Rignt.

MR, CAREY: -~ which makes a slightly éifferent
legal situation,

- ' . COMMISSIONER CARY: Michigan and places like thas.
Californla, yes.,

MR, CAREY: 2u% 1n New York all that our association
does i3 make a przsentation to the court and %Shen trere's a
regular hearing and trail, but 1t still ‘didn't answer my
questlion whether the court can force this man to testify if

hls own lawyer advises him not to on the grounds that he's in




civil Jeopardy or even criminal, I don't know.

COMEISSIONﬁR CARY: 1I'm afrald I'll have to beg out
of that simply because I don't feel that I have enough
knowledge to speak to it.

MR, CAREY: I am suggesting in a chapter I have
drafted on this subject that we ought to follow this system
of the assoclation of the bar, that a state society ought to
make presentations to the state boards of accountancy, which
are legal bodies, generally served by the state attorney
general, 'In other words, the professional society shouldn't
content themselves with expelling members who then go on and
practice anyway, but that we should be sort of the prosecuting
mechancisms or tﬁe --'what do you call it? -- Jury, Grand
Jury mechanlisms maybe to get the case before the legal-
bodles, |

MR, BARR: . You kiiew that whenwe’.refer an accountant
to you we also refer the case to the state organization %o
which he belongs and to the state board also.

MR, CAREY: To the sta%te board.

IR, BARR: Yes, and the state boards do act,

Mr, CAREY: Can you tell me wiether there is frequent
actlion by state boards®

MR, BARR: Yes,
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oivﬂ Joopardy or sven oriminal, I don'!$ know,

 COMNISBIONER GARY: I'm afraid If11 have to beg oub
of tha’b simply decause X don!t fesl that I i\avé enovgh
lmowledge to apeak to it.

MR, CAREY: I am suggesting in a chaptey I have
drafted on this subject that we ought to follow this system
of the assoclation of the bar, that a state gooisty ought %o
mele presentations to the state boards of aseountansy, which
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general., In other woxds, the professional sogiety shouldn't
aontent: themaelves with expelling mesmbers who then go on and
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mechaneisms or the ~= what do you oall’ 16? = Jury, Grand
Jwy mechanisms maybe o get the case bafore the legal
bodien,

MR,--BARR:. You Rmew that vheniuwaimelfer an nooountmit
80 you we aleo refer the cass %o tho state organization o
which he bélongs and to the state board also,

MR, CAREY: To the state board.

MR, BARR; Yes, and the #mte boards do aot,

MR, CAREY: Oan you tell me whether there Lz frequefit
aotion by state boards?.

MR, BARR: Yes,



'MR. CAREY: That's interesting.

‘MR. BARR: In.fact, the Cornucopia case, Pennsylvania
acted qulite promptly on cases there.

MR.CAREY: Of course, our greatest triumph was the
Jackson case in Texas. '

MR, BARR: The Texas Board acted promptly, there's
a sample, | |

MR, CAREY& But he very convenliently put on the
record a confession so that made 1t a little easiler,

MR, BARR: Yes.-

MR. CAREY: That was before the Senate Committese,

COMMISSIONER:CARY: That's right.

MR, TRUEBLOOD: Do you have anything else, Jack,
Dave? | *
MR, LINOWES: I think there is one quegtion that -

projecting ahead

concerns our own professlional organizationﬂ We see ourselves
getting involved in many flelds of activity, management
services, taxes, various areas. In the past whenever any
sezment of soclety looked for a spokesman for the attest
function they turned to the Ameripan Institute., We have
always been ard will continue to be the spokesman, 3Sut as we

broaden our horiegons and get blgger and profess to te an

organization of all accountants, whther they're government




accountants, industrial accountants --

MR, CAREY: CPAs.

MR. LINOWES: CPAs, yes, all CPAs. We tend.to
perhaps dilute the accent'we have given to our attest function.

The questlon I have and 1t concerns your ageacy
in particular: Is that bad for us as an organization? Should
we tgy to point towards a narrowing of the functlon of the
American Institute of CPAs so that they concentrate primarily
on the attest functlon or should we encourage the establishment
of another national organiéation that's going to have 1its
primary function either attest function or is it all right
to let 1t continue.in.this béoad spectrum as Just belng one
phase covering all accounting?

COMMISSICNER CARY: I'm afrald I don!'t have an
opinioq on that question. I really haveén't thougﬂt enough
about it to Justify an opinion.

Andy might have more of one than I,

MR, BARR: I think my opinion at this moment would not
be valuable, I've watched this develop for 40 years and I
dor% lmow when 1% ought to stop. I'm 1n a position of being
in the government and feeling that I cught to te a memver of
the InstMute., Now, maype'that's one side of i%t,

MR, CAREZY: Personally I ses no reason why Lyrn
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Townsend, who left 3ob's. firm to become President of Chrysaler
shouldn't be a member of the Institute. I can't see any reason
wny he shouldn't be.

MR. BARR: At thls moment I don't see any reasoﬁ )
elther, and I think he could strengthen the work of tne
Institute. |

" MR. CAREY: Yes,

MR, BARR: I f he took an interest in 1it,

MR, CAREY: Certainly no organilzation of the Bar
makes any distinction between house counsel and practiclng
counsel,

COMMISSIONER CARY: No,

I thilnk we have one danger, bar aslide, that house
counsel 1is more likely to be.aubsidized <0 attend Bar
Association Meetings than others, and indeed they have, ,banks
and others have their tar associations &tendant and Just by
belng +there he bpecomes head of committees and therefore I
think sometimes 1t lowers the calibexr of the representatlon
at the top at par assoclalors. I'm somewhat darogatory, as
you know, of bar associations as a whole, It is those who
attend neetings who wind up being at the very top of the
leadershiﬁ of thoée-assqciations.

I dont't think this 1s true ofthe Zar Assochtlon of

-~
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the City of New York, for exampled, or dvepm the Chicago
Bar Assoclation, I've seen evidence'to the contrary, butl
think this is true of others.

I do think that's a problem particularly on the -
law side. ‘

MR, CAREY: We are very proud of the fact that,
as you noticed, that generally speaking, the best minds in
the accounting profession take a very active part,

‘COMMISSIONER CARY: I think'this 1s very exdallent,
I am aware of that and I was trying to draw a distinction.
Rather .than beilng derogatory of bars, I Just think it's more
in praise'of your organlzatlon and I really wouldn't want té
be of record --

{R. CAREY: No.

COMMISIONER CARY: As peing so critical of my
attitude. But I think that many of us are rather critical.

MR, CAREY: Ve have to worry about our leadership,
though,

COMMISSIONER CARY: Yes, we certainly do.

MR, CARZY: 3Because, as the thing zets bigger,
politics get 1n and there are always some people who seek
advancement in these associatlions because it zives them

higher visibility.
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COMMISSIONER CARY: That's right.

MR, CAREY: And they're not always thée best
people.

COMMISSIONER CARY: That's right.

MR, CAREY: Yet they &an have friends and they can
get votes and all that stuff,

COMMISSIONER CARY: O©Oh, there's no question about
it,

MR, CAREY:' It's something you have to fight all
the time.'Democracy 1s awfully good, up.to a point.

COMMISSIONER CARY: That's right.

(The interview then concluded.}




