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2 June 1977 

Mr. John R. Evans 
Commissioner 
S e c u r i t i e s  and Exchange Commission 
Washington,  D.C. 20549 

Dear Commissioner Evans: 

This subcommit tee is  p r e s e n t l y  ho ld i ng  hear ings  on 
accoun t i ng  p r a c t i c e s  promulgated or approved by the Fed- 
era l  government.  The hear ings  are f ocus ing  on the issues 
ra i sed  in the subcommi t tee 's  s t a f f  s tudy ,  "The Account ing  
E s t a b l i s h m e n t . "  

As documented in the s t a f f  s tudy ,  Congress gave the 
S e c u r i t i e s  and Exchange Commission s u b s t a n t i a l  a u t h o r i t y  
and r e s p o n s i b i l i t y  on accoun t ing  mat te rs  in the s e c u r i t i e s  
l e g i s l a t i o n  of  1933 and 1934. The SEC decided by a narrow 
vote in i t s  e a r l y  years  to r e l y  on the accoun t ing  p r o f e s s i o n  
f o r  r e s o l v i n g  many i m p o r t a n t  accoun t ing  mat te rs  assigned to 
the commission by Congress. That d e c i s i o n  is now being 
ques t ioned  as Congress and the p u b l i c  have become aware 
of  numerous problems r e l a t e d  to accoun t ing  and a u d i t i n g  
which have eroded con f idence  in the i n t e g r i t y  of  major  
p u b l i c l y - o w n e d  c o r p o r a t i o n s .  

The subcommi t tee 's  accoun t ing  hear ings  have produced 
a broad a r r a y  o f  pledges from the accoun t ing  p r o f e s s i o n  
to re fo rm i t s e l f .  However, many w i tnesses have emphasized 
t h a t  an a c t i v e  SEC is  e s s e n t i a l  to ach iev i ng  necessary 
accoun t i ng  re fo rms.  Congress o r i g i n a l l y  in tended t h a t  the 
SEC would a c t i v e l y  exe rc i se  i t s  accoun t ing  r e s p o n s i b i l i t i e s ,  
and I b e l i e v e  the members of  t h i s  subcommit tee r e a l i z e  t h a t  
the commission is the key to meet ing our concern t h a t  the 
p u b l i c  is  p r o t e c t e d .  
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Our subcommit tee is  f ocus ing  i t s  e f f o r t s  on improv ing  
accoun t ing  p r a c t i c e s  f o r  the f u t u r e ,  r a t h e r  than d w e l l i n g  
on past  problems.  Because o f  the impor tance of  the SEC 
in a c h i e v i n g  accoun t ing  re fo rms ,  we are i n v i t i n g  the e n t i r e  
commission to share t h e i r  i n d i v i d u a l  views w i th  the sub- 
commit tee.  A c c o r d i n g l y ,  I am r e q u e s t i n g  t h a t  you appear 
and t e s t i f y  before  the subcommit tee on Monday, 13 June. 

A l though you should be prepared to d iscuss  the r o l e  
of  the SEC in ach iev i ng  a broad range of  accoun t ing  re fo rms ,  
I ask t h a t  you s p e c i f i c a l l y  address the f o l l o w i n g  i ssues :  

I )  the need f o r  the SEC to improve the independence 
of  accountan ts  who act  as a u d i t o r s  f o r  p u b l i c l y - o w n e d  
c o r p o r a t i o n s ;  

2) the need f o r  the SEC to broaden p u b l i c  r e p r e s e n t a -  
t i o n  and p a r t i c i p a t i o n  in the e s t a b l i s h m e n t  of  accoun t i ng ,  
a u d i t i n g ,  and e t h i c a l  s tandards used by independent  a u d i t o r s ;  

3) the need f o r  the SEC to e s t a b l i s h  a program to 
p e r i o d i c a l l y  rev iew the work of  independent  a u d i t o r s  o f  
p u b l i c l y - o w n e d  c o r p o r a t i o n s ;  

4) the need f o r  independent  a u d i t o r s  of  p u b l i c l y -  
owned c o r p o r a t i o n s  to r e p o r t  r e l e v a n t  f i n a n c i a l ,  o p e r a t i n g ,  
and c l i e n t  data to the SEC and the p u b l i c .  

5) the need to pe rm i t  damaged p a r t i e s  to sue indepen-  
dent  a u d i t o r s  f o r  neg l i gence  under the Federal secu r i t i : e s  
laws; 

6) the need to t r e a t  accountants  from l a rge  f i rms  
and smal l  f i r m s  e q u a l l y  in d i s c i p l i n a r y  p roceed ings ;  and 

7) the need f o r  the SEC's c h i e f  accountan t  to r e p r e -  
sent a c t i v e l y  the p u b l i c  on accoun t ing  mat te rs  a f f e c t i n g  
p u b l i c l y - o w n e d  c o r p o r a t i o n s .  

I hope you w i l l  f ee l  f r ee  to comment on s p e c i f i c  
p roposa ls  and a s s e r t i o n s  which have been made by p rev ious  
w i tnesses .  In p a r t i c u l a r ,  I r e f e r  to the Pr ice  Waterhouse 
rev iew proposal  and the a s s e r t i o n  by Peat,  Marwick,  M i t c h e l l  
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and Co. t h a t  the f i r m  was not c u l p a b l e  in the Penn Cen t ra l  
f a i l u r e .  

Congress and the p u b l i c  have a new awareness of  the 
impor tance  o f  accoun t i ng  p r a c t i c e s  in a c h i e v i n g  sound co r -  
po ra te  r e p o r t i n g .  At the same t ime ,  the SEC has undergone 
changes in i t s  membership and l e a d e r s h i p .  I b e l i e v e  we have 
a b e n e f i c i a l  o p p o r t u n i t y  to work t o g e t h e r  toward s u b s t a n t i a l  
improvements in accoun t i ng  p r a c t i c e s .  

The 13 June hear ing  w i l l  commence at  I 0 : 0 0  a.m. in 
room 6226 of  the D i rksen  Senate O f f i c e  B u i l d i n g .  I i n v i t e  
each member of  the commission to submi t  a prepared s ta temen t  
f o r  our hear ing  record  and p resen t  a b r i e f  o ra l  summary 
o f  h is  views at  the hea r i ng .  Twenty cop ies  of  the prepared 
s ta temen t  should be d e l i v e r e d  to Miss Jeanne McNaughton 
in room 161 o f  the Russe l l  Senate O f f i c e  B u i l d i n g  by the 
c lose  of  bus iness on Wednesday, 8 June. An a d d i t i o n a l  80 
cop ies  should be a v a i l a b l e  in the hear ing  room on 13 June. 

Any ques t i ons  r e g a r d i n g  your  appearance or t e s t i m o n y  
should be d i r e c t e d  to subcommit tee counsel  Jack Chesson at  
224-1474. 

Very t r u l y  y o u r s ,  


