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A. Clarence Senpson, CPA
Associlate Chief Accountant
Securities & ILxchange Commission
Washington, D.C. 20549
Dezr Clarence:

Attached is a memorendum which I have prevarc
from my notes taken gt a meeting of the committee on in-
dependence of the Ethics Divigion which was called to

- a = . - o
conglder the undating of ASR ol Ths memo has not been
reviewed by the committee, nor does it have any official
standing. although I think i+ accurately reflects the
cenclusions reached., T Lhourhb you might wish to look
it over prior to our visit with you on £pril 6 so that
you can hsve a prior idea of the committee's thinking.

Yours very truly,



MiEMORANDUM OF MEETING
Committee on Indevpendence
farch 22, 1972

The first paragraph of page 1 of the Release
states that 1t is not intended to supersede ASR U7 or 81,
with a further indication that the views expressed in the
proposed release should be regarded as indicative of the
Commission's pcsition whenever an inconsistency exists.

The committee suggests that to promote clarity

of reference the SEC considsr the merits of merging ASI

significant burden of deciding where inccnsistencies
exist, and 1ts usefulness as a guide would be diminished

to that extent. As a precedent to the suggest
the committee made re

in one place all prior statements of the committee on

~

auditing procedure.
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Thile the committee recoghizes that the Commission
has consistently used the term "accountant's certificate

its members suggested that the term "accountant's report"

accepted usage.
The second and third paragraphs on page 2 discuss

possible conflicts of interest. There are a number of conflicis
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Tfor example, 11 always exist

this
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cause concept raditionally used in

context than the ove corcept of independence,

mi

ittee thought reference to conflicts of

should be replaced by the phrase "lack of independ

The committee strongly endorses the cont

(D

1

gkes exceps

the publicat R No.
the customar
tive Opinion No.

the proposed restatement of the Institute's Code o

thes
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which express the committee's views in e aress

have been largely ignored in developing the draft
The members of the committee therefore

that a mutually convenient meeting
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thought

should be arranged to



making. and normally should not impair the accountent's
objectivity. On the other hand, the committee reafifirmed

its concern when the accountant actualliy becomes, or sp-

vhe accounting records

are subject to regulation vy the SEC.
The following are cther speci

timate paragraph, last line. The

committee bellieves that the phrase attesting to the accuracy

of places the wrong context on the nature annd the purposec
of the audit.

Pege 5. With respect to items a, b and c, the
committee feels that the distinction between basic accountc-
ing records and statistical records is presently so blurred

~

that the discussion as presented is of slight value. 1In

sddition, as to item b, the committee does not understand
2

she distinction maede betwzen the services described here
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and accepted practices routinely performed as a part of
the audit function, provided that the client understands

ations made in

C'-

and assumes responsibility for representa
the financial statements. The comnittee believes that
processing of source data, when performed within the
guidelines of Opinion No. 22, does not adversely affect

the accountant's independence. As to item c, there

f the statemenc

[HN

should at least be a test of materiality
is toc be retained.

Page b, Item 1. The commititee understands that
"writing up the books" has traditionally been held by
the Commission to result in a lack of independence. The
committee questioned, however, the inclusion of "meking
adjusting entries" and "preparing finsncial statements.
Such functions would not appear to be inconsistent with

the accountant's traditional role provided final respon-

broad. May any information be processed without the firm's
independence being considered impaired?

Page 5, Item 3. The committee does not understand
the rationale underlying this ruling. Item (2) does not
seem to differ from item (L&), yet the performance of (2)

would lead to a loss of independence while (4) would not.
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Page 6, Item 4. This ruling seems tc be incon-
te

with ruling No. 8 on page 7. The comnit

Page 6, Item 6. The ruling =sppears to be incon-
sistent with the last sentence of the first paragraph on
page 4.

Page 6, Item 7. This ruling seems to be incon-

sistent with the view tesken under 2. on page 5 that computer

simeple statement to that effect should sutfice.

Page 7, Item 9. The concept of emergency
tuaticons as exceptions is mentioned here and in ruling
Ko. 6 on page 6. In general the members felt that justi-

be
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fication of departures on the basis of emergency shoul
ept to a minimum, and that rulings based on emergency
situations should not be used as examples.

Page 7. Financial Interest: Rule 2-01(b)

ine: Add the underlined phrase he or any of his partners.

1
4th 1line: owned by the accountant's spouse is usually con-

sidered tc be a direct interest. Delete or by his wife.

Last sentence: And, in this context, the determination



and the net worth of his client

countant" to refer both to the individual partner and %o
his Tirm, the committee believes that the changes recom-
mended above add to the clarity o

Page 8, Ttem 12, Delete senior.

Page 8, Item 13. Change the wording of the
ruling to: The firm would not be considered to be lack-
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this caption be left out, because 1t did not consider it

independence of accountants, consistent with its title.
The SEC may decide, as an alternative, to discuss this

7 elsaewhere in the Release.,
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area generall

Page 9, Accountant as Creditor of Client.

tx)

‘irst sentence: The committee suggests the deletion

of in relation tc the current audit fee, because audit
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fees vary, and may, in addition, be immaterial to the
firm's total fees.
Page 9. Third sentence: The committee also

recommends that the phrase is not & creditor of the

-

bugsiness and be de-

lient in the ordinary course of

0

eted.
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Page 9. TITtem 18. Add the phrase underlined
to the last sentence: Held, if the accounting firm sub-

ordinates the amount due them, in the manner descrived

above, its independence would be adversely affected.

Pege 9, Item 19. Although the circumstances
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blanket prohibition in the ruling.
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The committee would agree with the ruling
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the accounting firm is a one-office firm, or if the
brother of thc controlier is located in the same office
that handles the client's work., The committee believes
that such information 1s essentizl in reaching the con-
clusion stated.

Page 10, Item 21. Uth lins: replace accountant

with partiner.

Page 10, Item 22. The sister-in-law relation-
ship has not been generally considered by the committee

to be a close one., IT the partner in the accounting firm
was in charge of the =sudit
with your conclusion.

Page 10, Item 2L, The committee suggests that
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Page 10, Business Relationships with Clients:
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heve any business relationships with ciient

lowing substitute first sentence is suggested: "Material

g )

business with a client or with persons associated with the
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client in a decis

on-meking cepaclty, such as officers,
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rectors or substantial stockholders, could adversely
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sccountent's independence with respect to

rgised In connection with the audits for prior years.

Page 11, Item 206, The committee belleves that
vis ruling should be rephracsed

of the investment as the main reasocn for the impairment

Item 29. As you know, Interpretive
Opinion No. 16 deals with retired partners and firm in-
dependence., The committee guestioned whether all con-

nections must be severed by the retired partner, and



to the firm's earnings.

Page 12, Item 34. If the services referred
toc involve recognized management advisory services,
the committee disagrees with this ruling. An individa-
ual employee of the firm should be allowed to verform

irm without

Page 13, Ttiem 36. The committee suggests
that this ingulry be left out because it undsrstands

that the SLl's ruling in this metter did not result

is to retain this inquiry, the committee would avpre-
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case wegs that technically the Rule w
but there was a definite conflict of in
Page 13, Item 37. The committee does not

grece that this situation represents a joint real estate

o

venture. In addition, its members suggest the deletion
of the word "serious" on line 6, and deletion of all

n the sentence following "question of inde-
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vendence."
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Page 13, Item 38. The committee disagrees

with the clusion that the relationship
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impairs the firm's independence.
Page 13. Occupations with Conllicting
Interests: The committee recommended that this entire

section be made & part of and discussed under Businees

Although the committee agrees that the con-
current occupation as a broker-dealer is not desirable,

their effect on the zccountant's independence in individ-

concurrent services is sufficiently prevelent to

the inclusion of this cavntion.



