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STATEMENT OF POULICY O TIE ESTARLISHMENT AND IMPROVEMERT OF ACCOUNTING
FPRINCIFLES AWD STANDARDS

Various Acts of Congress administered by the Securities and Exchange Com-
mission clearly statec the avuthoricy of the Commigssion ro prescribe che
methods to be followed in the preparation of accounts and the form and
content ¢f financial statements to be filed under the Acts and the respon-
sibilicy to assure that investors are furnished with infoemacicn necessary
for informed investment decisions. In meeting this statutory respomsibility
effecrively, in recognition of the expertise, enetrgy and resources of the
accounting profession, and without abdicacing its tesponsibilities, the
Commission has historically locked to the standard-setting bodies designated
by the profession tu provide leadership in establishing and improwving
accouncing principles. The determinations by these bodies have been
regarded by the Commizsion, with miner exceprions, as being responsive

ta the needs of investors.

The body presencly designated by rthe Council of the American Imstitute

of Certified PFublic Accountants (AICPA) to establish accounting principles
iz the Financial Accouncing Standards Board (FAS5B}. This desigmation by
the AICPA Folluwed the issuance ofF a report 1o March 1972 recommending

the formation of the FASB, after a study of the matcer by a broadly based
study group. The recommendations contained in thar report were widely
endorsed by industry, Elnancial analysts, accounting educators, and prac-
tiring accountants, The Commission endorsed the estatlishment ¢f the FASH
in the belief that the Broard would provide an institurional framework
vwhich will permit prompt and responsible actions flowing from research

and consideracion OF varying viewpoincs. The collective experience and
expertise of the members of the FASH and the individuals and professional
ocrpanizations supporting it are subscantial, Equally impertant, the
commitment of tesoutrces vo the FASB is impressive evidence of the willing-
ags5s and intention of the private sector to suppore the FASBE in accoemplish-
ing its task. 1In wview of these considerations, che Cammission intends eo
continue irs policy of loowing to the private sector For leadership (n
establishing and improving accounting principles and standards through

the FASE with the expectation that the body's conclusions will premore
the intorests of investors.

In Accounting Series Release No. 4 (193B) the Commission stated ics policy
that financial statements prepared in aceordance with acecounting practices
for which there was no substantial authoritative support were prefumed Eo
be misleading and that Eootnote or other disclosure would mor avoid this
presumption, It alsc stated thac, where tliere was a difference of opinion
between the Commission and a vegistrant as to the proper accounting Lo be
followed in a particular case, disclosute would be aceepted in lieu of
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correction of the financial statements themselves only iF subsranrial
auchoritacive support exisced Eor the accounting practices Followed by

the registrant amd the position of the Commission had oot been expressed
in rules, repultations or other official releases. For purpeses of this
policy, principles, scandards and practices pronwlzaced by'the FASE in

its Scatements and Interpretations 1/ will be considered by the Commisaion
as having subsrantial authoritative support, and those contrary to such
FASE promulgations will be considered 2/ to have no such suppore,

In the exercise of its statutory auwthority with respect to the form and
content of filings under rhe Acrs, the Commission has the responsibility
to assure that investors are provided with adequate informacion., A sig-
nificant portion of the necessary information is provided by a set of
tasic financial statements (including the netes thereto) which conform

to generally accepted accounting principles. Infurmation in addicion te
that included in financial statements conforming to generally accepted
accounting priociples is also necessary, 3Such addirional disclesures ave
required to be made in wvarious fashlens, such as in fipancial statements
and schedueles reported on by independent public accountants or as fextusal
statements required by items in the applicable forms and repores [iled
with the Commisgion, The Commission will continue to identify areas
where investor informatien necds existc and will decermine the appropriate

methods of disclosure to meet these needs.

It must be rvecognized that in its administration of the Federal Securities
Acts and in Les review of filings under such Acts, the Commissien

staff will continue g3 it has in the past to take such accion on a day-to-
day basis as may be appropriate to resalve specific preoblems of accounting
and repeorting under the particular Factual circumstances involved in
filings and teports of individoal registrants.

The Comuissicon believes that the foregeing statement of policy provides
a4 sound btasis for the Commission and the FASE to make significant contri-
butions to meecing the needs of the regisctrants and investors,

By the Commission,
George A. Fitzsimmons
Secretary

1/ Accounting Research Bulletins of the Committee on Accounting Procedure
@f the American Irstitute of Cercified Public Accountants and effectcive
eplniens af the Accounting Principles Board of the Insciture showld be
considered as conticwing in force wich Lhe same degree of authority except
to the extent altered, amended, supplemenced, revoked or superseded by ane
or more Statements ©f Financlal Accounting Standarcs issued by the FASB.

2/ It should be noted that Rule 203 of the Rules of Conduct of the Code
of Ethics of the AICPA provides that it is necessary to depart from
acecunting principles promulgated by the body desigrated by the Council
of the ATCPA if, due to unusual civcumstances, failure to do so would
result in misleading fipanciul statements. Tn such a case, the use of
cther principles may be accepted or required by the Commissien.
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