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SECURITIES AND EXCHANGE CO~MISSION 
Washington, D. C. 20549 

ACCOUNTING SERIES 
Rel. No. 150/December 20, 19"73 

STATEMENT OF POLICY ON THE ESTABLISHMENT AND IMPROVEMENT OF ACCOUNTING 
PRINCIPLES AND STANDARDS 

Various Acts of Congress administered by the Securities and Exchange Com- o 
mission clearly state the authority of the Commission to prescribe the o 
methods to be followed in the preparation of accounts and the form and. 
content of financial statements to be filed under the Acts and the respon- 
sibility to assure thaE investors are furnished with information necessary o 
for informed investment decisions. In meeting this statutory responsibility ~.~ 
effectively, in recognition of the expertise energy and resources of the 
accounting profession, and without abdicating its responsibilities, the 
Commission has historically looked to the standard-setting bodies designated 
by the profession to provide leadership in establishing and improving 
accounting principles. The determinations by these bodies have been o 
regarded by the Commission, with minor exceptions, as being responsive 
to the needs of investors. 

The body presently designated by the Council of the American ~nstitute 
of Certified Public Accountants (AICPA) to establish accounting principles 
is the Financial Accounting Standards Board (FASB). This designation by 
the AICPA followed the issuance of a report in March 1972 recommending 
the formation of the FASB, after a study of the matter by a broadly based 
study group. The recommendations contained in that report were widely 
endorsed by industry, finan=ial analysts, accounting educators, and prac- 
ticing accountants. The Commission endorsed the establishment of the FASB 
in the belief that the Board would provide an institutional framework 
which will permit prompt and responsible actions flowing from research 
and consideration of varying viewpoints. The collective experience and 
expertise of the members of the FASB and the individuals and professional 
organizations supporting it are substantial. Equally important, the 
commitment of resources to the FASB is impressive evidence of the willing- 
ness and intention of the private sector to support the FASB in accomplish- 
ing its task. In view of these considerations, the Commission intends to 
continue its policy of looking to the private sector for leadership in 
establishing and improving accounting principles and standards through 
the FASB with the expectation that the body's conclusions will promote 
the interests of investors. 

In Accounting Series Release No. 4 (1938) the Commission stated its policy 
that financial statements prepared in accordance with accounting practices 
for which there was no substantial authoritative support were presumed to 
be misleading and that footnote or other disclosure would not avoid this 
presumption. It also stated that, where there was a difference of opinion 
between the Commission and a registrant as to the proper accounting to be 
followed in a particular case, disclosure would be accepted in lieu of 
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correction of the financial statements themselves only if substantial 
authoritative support existed for the accounting practices followed by 
the registrant and the position of the Commission had not been expressed 
in rules, regulations or other official releases. For purposes of this 
policy, principles, standards and practices promulgated by the FASB in 
its Statements and Interpretations ~/ will be considered by the Commission 
as having substantial authoritative support, and those contrary to such 
FASB promulgations will be considered 2/ to have no such support. 

In the exercise of its statutory authority with respect to the form and 
content of filings under the Acts, the Commission has the responsibility 
to assure that investors are provided with adequate information. A sig- 
nificant portion of the necessary information is provided by a set of 
basic financial statements (includlng the notes thereto) which conform 
to generally accepted accounting principles. Inforr0ation in addition to 
that included in financial statements conforming to generally accepted 
accounting principles is also necessary. Such additional disclosures are 
required to be made in various fashions, such as in financial statements 
and schedules reported on by independent public accountants or as textual 
statements required by items in the applicable forms ~nd reports filed 
with the Commission. The Commission will continue to identify areas 
where investor information needs exist and will determine the appropriate 
methods of disclosure to meet these needs. 

It must be recognized that in its administration of the Federal Securities 
Acts and in its review of filings under such Acts, the Commission 
staff will continue as it has in the past to take such ac=ion on a day-to- 
day basis as may be appropriate to resolve specific problems of accounting 
and reporting under the particular factual circumstances involved in 
filings and reports of individual registrants. 

The Commission believes that the foregoing statement of policy provides 
a sound basis for the Commission and the FASB to make significant contri- 
butions to meeting the needs of the registrants and investors. 

By the Commission. 

George A. Fitzsin~aons 
Secretary 

~/ Accounting Research Bulletins of the Committee on Accounting Procedure 
of the American Institute of Certified Public Accountants and effective 
opinions of the Accounting Principles Board of the Institute should be 
considered as continuing in force with the same degree of authority except 
to the extent altered, amended, supplemented, revoked or superseded by one 
or more Statements of Financial Accounting Standards issued by the FASB. 

~/ 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 
acceunting principles promulgated by the body designated by the Council 
of the AICPA if, due to unusual circumstances, fallure to do so would " 

result in misleading financial statements, in such a case, the use of 
other principles may be accepted or required ~y the Coa=nission. 
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