SUMMARY STATEMENT OF A. O, WAY BEFORE
THE SENATE SUBCOMMITTEE ON REPORTS,
ACCOUNTING AND MANAGEMENT ON
 APRIL 21, 1977

Mr; Chairman, I am plea'sed to have this opportunity to éppear |
at the Subcommittee hearings on behalf of th'e. Financial Accountiﬁg
Foﬁnd_atio'n. vIn the interest ‘of saving t_he Subcommittee's time, I
shoui& like to subrﬁit my full state.ment f‘or.the li‘ecord and summarize
it br'iefly.‘now. | _ |

I am not here to 'c:cﬁmrhent on the Staff Study, réth'er} I plan to
address some- of the concems expressed in the Staff-Stuc.ly as they |
apply to the Foundation ana the Pi.nancial 'Acpé_unting Standards Board.
‘Let me 'Say at thé outset, thét the Trustees will consider serioust the
issﬁes raised by the Staff Stud:y and these hearings . |

I will limif my statement_f:oday- to foﬁr nﬁat'ters:. | i) fhe rélé 61‘
the.Foundation; 2) thé independéncé of the f'ASB; 3). tl;e ~importance énd
desirébiliﬁy of accounting standafd setting remaiﬁing in thé private
sector and; 4) thé commitment of the Fo’und'ation to thé contiﬁuiﬁg
impfovement in the operations .ovf the FASB.

.The Foundation was establish_ed in 19_73. It is go#eﬁed by a B.oard
" of Trustees norﬁinate‘d by organizations repfeéenting_over 235,000
members having special egpedise in financial'account:.t.ng and réporting
matters. The principal duties of the eleven Trustees are: 1) to appoint
members to the FASB and to a pﬁblic édvisory board, 'I_‘he Financial

Accounting Standards Advisory Council; 2) to raise funds to support
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these organizations; and 3) to reviéw periodically the basic structure
of thé standard setting orgariization.

Thé Trustees of the Foundation are expressly prohibited from
inierfering with the FASB with respect to its funcitio.ns in setting
Eiccount-ing standarcis’. Aé a Trustee, I can pérsonally attest i:o the
fact ‘that the Trustees have not interfer'*ed} in the professional work
of the Board in setting stan'da‘rds. ' Moféovér,. I cah assure you that
the‘ Foundation itself is not dominatéd by.any' om single group or.'
interest..v | |

The Truéteés of the qundati_on 'urianimoi-isly .énd strongly agiee
that thé setting of accéunti_ng standards for p.ub.licly—ownéd ciorporations
shomild remain in the privaie sector with continuing review and - A
participation by the SEC. | o

In the first place, a direci takeover of standard setting by the
Federal ‘Governmen"c would seriously disrupt the progfess which is
~being madé and would resuit in de‘l.ay while a new system was being
developed and launched. Also, there cbuld be a substantial reduction
of the significant voluntary efforts which have chafacterized Ithe .

, coinmitment of _the accoun.ting profession, business and the financial
community, and aca.der'nicians. Furthermore, Govemriier_x_t might no
longer benefit from the costs now absoi*bed by the priVate sector and

a new Government agency with national budget costs would be created.
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Secoﬁdly’, I am not aware of any evidence that standard sletting by
the Fedéral Government would be feasible or effective in respect of
general purpose financial statements. The Govern?hent'sl principal
”experience has been in special, limited areas such as ré'gu_lated
‘industries or with respect tora particular aspect of éécounﬁng such
as cost detefmination for defense contracts. vThe task of the FASB -
to establish and improve accounting standardé and principles for
general purpose firiancial statements — is -more complex, the
cohsti’tuency is sigr;if‘icantly larger and mofe diverse,' and the
subject ma.t‘ter is not limifed to a 'spec.ial function of vaernmént.

= Thirdly, the preseht system of setting acl:count'ing' standards

p‘r'orriotes‘ the.comirlxg together of varying points of view in order tc_)‘ ’

| éssist fche Standards Board in determining what 1s best in the public
interest. Crific;ism is positive énd constructive, and this facili;cates '
g'eneral. supﬁort and participation. .If the Government weré to take |
over, the process might fen.d fo becomé adversary in nature and might
become legalisfic and mechanical in both formulation and appliéétion,
Mth pfoblems frequently resolved in Court.

And finally, we are élso concerned thafthe diSplacement by the
' Governmept of the present pfocess{ of setting éccountiﬁ.g sfandards
might adversely effect ﬂie status of the Uﬁited Stat.e.s as t.he én;eatest
| and most open capital market in the world. This status was achieved

in no small part because our accounting system provides financial



information generally accepted by i_ﬁvestors , creditors and others
for its ihtegrity and comparability.

The Foundation does not contend that the existing structure for |
establishing accouﬁting standards is perfec.t_. We reaognize that the
presaﬁt system, like accountiné itself, is a dyhamic and eyolv'ing.
prac.ess of continuing ifnprox}ement. In December 19.76, upoﬁ |
completion of the Standards Board's f.irst“three ?eara oi{ operations,
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the Foundation dirécted its Structure Co‘mmittee:‘to conduct a 7
comprehensive oversight study 6f all aspects of the Board's

. organizafion and'operatiohs, Over 100 persons of various dilsc.iplines .
were ihterviewed, and a two week fi.eld»review was made .in Stamford,

- Conhecticﬁt, of all aspects ‘of the Board's téchnical a‘hbd administrative ‘
operations and procedures.

- The Structure Con.lmit’;ee-report was issued just iast week. _The _
repoft offers specific proposals to increase s"tillvfurther fhe pﬁblic
participation ir.1. the Board's processes. It identifies ways in which
the Board can improve its affectiveness and efficiency in méeting its
'respoasibiliti'es. Some of the recommendations are these: |

® The AICPA should no longer be sole elec’ch of Trustees,
but the six sponsors should shafe that respc;nsibility
equally. |

® The Trustees should seek as another sponsor a representative

from commercial bank users of financial statements.



e The requirement that four o seven Board members be CPA's
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should be eliminated. The b2st people should be selected

@ A simple majority, rather than five to two, should suffice for
‘Board decisions; |

é dThe membership of the Council sheuld be rhade more
representative.

—
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e /The Board should seek the Council's advice on major
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technical issues and the Council should have its own
i'ndepéndent Chairman.
e There should be fnore dis‘cdssion in bublic of issues
the Board is_ considering.
'S There should be a c‘ontinua??ioh of effofts to seek a
broader and lori_ger—term finzncing base.
I submit that these afe substaniive and respensible r'ecom-mendations
that meet inan}lr vexpressed concerns. The Trustees have accepted the

. innseda - b . JL»L/L‘/VC’“L“L‘\
recommendatlons in principle and are-strongly.committed. tO—see that

-
appropriate-action.is taken on them.

| Ih a similar vein, the Foundation's Finance Committee is currently
proceeding with-a plan for 1978 'and subsequent years that will increase
the breadth and depth of public sup“or*. This plan is based on the

' pr1n01p1e that no one person, organ.zatlon or flrm should eontnbute

more than $50,000, or more than 13¢, whichever is lesser, of»the

. Board's total annual expenditures. This financial plan will have the
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‘practical effect of reducing the annual contributions of each of the
eight _largest accouhting firms‘from $200 ,COO annually to. no more
.than $SO'OOD. annually.

The Trustees have also charged its Committee on PersOnnel
Policies with reviewing the Board's existing polir*ies with respect

/\/Y""" LI .«"u*{,(;’r’:f f(/% fj“‘- V"»‘/\/r”’"v/v‘fé"”/ -44‘“‘["{.-/ /C/ VU,(» .'
to conflicts of interest ) While the Trustees emphasize that they /an

are aware of no instance of_ detrimental conduct since the Board's
formation, they accept the principle that the appearance of
potential conflicts of interest can be almost as important as conflict

in fa'ct and must be investigated and eliminated not ignored.

Mr. Chalrman the FOLndation and the Board are con51stently
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on record as welcoming a fa1r and Obj ective study of the-framewerk

and procedures for establishing financial acCountihg and reporting

standards. We are confident that it will be concluded that the'most

timely, effective and fair manner of establishing and improving

accounting standards 1n the public 1nterest is within the ex1st1ng,
el :

evolvmg framewerk which has developed over the past forty years.

Thank you, Mr. Chairman.



