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I AM VERY PLEASED TO BE IN Los ANGELES TO PARTIC置PATE IN THE CAしIFOR-

軸IA STATE UNIVERSITY, KEY IssuES LECTURE SERIES AND DISCUSS, AS YOU HAVE

TERMED IT, POLITICS AND ACCOUNTING WITH EMPHASIS ON RECENT CoNGRESS重ONA」

畦ARINGS ON THE ACCOUNTING PROFESSION.

THIS l? PROBABLY THE FIRST TIME I HAVE SPOKEN TO MANY OF YOU・ BuT

THE FACT THAT YOJ INVITED ME HERE INDICATES THAT YOU HAVE BECOME AWARE

OF MY CO同C駅NS ABOUT THE ACCOUNTING PROFESSION AND HAVE RECOGNIZED THAT

I DO INDEED CONSID駅ACCOUNT書NG TO BE A KEY ISSUE WITH NATIONAL RAM重F重CAT重ONS

THERE ARE 25 MILLION OR MORE IND重VIDJALS IN THE UNIT帥STATES WHO

OWN STOCK IN PUBLICLY-HELD CORPORATIONS, MANY ARE SMALL INVESTORS, WHO

肌Y BE AN ENDANGER聞SPECIES. Af LEAST THAT IS WHAT SOME ECONOMISTS

ARGUE, CITING A RECENT N削YoRK STOqK ExcHANGE 〃CENSUS OF SHAR帥OLI堰RS′′,

WHICH REPORTED AN APPROXIMATE 18,1 pERC削T DECREASE OF INDIVIDUAL INVESTORS

DURING THE PERIOD 1970 THROUGH 1975.
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.　A DECLINE IN THE NUMB郎OF INDIVIDUAL INVESTORS PORtEN。S OTHER FAR-

REACHING ECONO肌C師ECTS BECAUSE T畦NATION′s sECURIT重ES MARKETS, WHICH ARE

ESS帥IAL FOR THE PROPER FUNCTIONING OF OUR FR駐印TERPRISE SYSTEMノARE

ALSO S駅IOUSLY AFFECTED・

IN A CAP重TALISTIC ECONOMY, THE EFFICI削T ALLOCATION ON OUR SCARCE

cAP重TAL RESOURCES IS PARAMOUNT'　A FR騰MARKET REQUIRES MANY INDIVIDUAL

BUYERS AND S乱L駅S TO FUNCTION師ECTIVELY AND IN THE CASE OF THE NATIONIs

sECURITIES MARKETSノA DECLINE IN THE NUMB駅OF INDIVIDUAL INVESTORS OR

sHAR剛OLDERS WORKS COUNTER TO THE GOAL OF EFFICIENT CAPITAL ALしOCATION'

A sIGNIFICANT DET恥I}酬T OF THE SMAししINVESTORSI wIしL重NGNESS TO

owN SHARES OF CORPORATE STOCK IS THE AVAILAB事LITY OF ACCURATE′ RELEVANT

AND ’TIMELY INFORMATION, CoNSEQU酬TLYノTHE QUALITY OF INFORMAT重ON

DISS恥INATED IN THE SECURITIES MARKETS IS IMPORTANT FOR THE EFFICIENT

ALしOCAT【ON OF CAPITA」●



IT IS NOT DIFFICULT TO CONCLUDE THAT T甲PROBL酬S OF INDIVIDUAL

SHAR軸OLDERSノ　LEFT UNRES’oLVEDノCOULD SERIOUSLY JEOPARDIZE THE PROPER

FUNCTIONING OF OUR CAPITAL MARKETS AND OJR SYST恥OF FR麗COMPETITION

ENTERPRISE, IN ORDER TO ATTRACT A LARGE NUMBER OF SMALL INVESTORS INTO

「HE SECURITIES MARK打SノTHE PUBLICIs coNFIDENCE IN THE SYST帥OF CORPORATE

ACCOUNTABILITY MUST BE STR削GTHENEDI‘

A REC削T STUDY ASKED A LARGE SAMPしE OF SHAREOWNERS WHETHER THEY

THOUGHT THE CoNGRESS CARES ABOUT STOCKHOL。ERS’INTERESTS, THE RESPONSE§

惟RE: 57 pERCENT 〃NO〃, 36 pERCENT ′′soM帥MES〃 AND 7 pERC削T’′〃推S?

I cAN ASSURE YOU THAT.THE CoNGRESSMAN WHO STANDS BEFORE YOU CARES A GREAT

DEAL ABOUT THE INVESTING PUBLIC AND WILL DO EVERYTHING IN HIS POWER TO

PROTECT THEIR INTERESTS'

IN THE LATE 1960s AND EARLY 1970s, THERE WERE A NUMBER OF CORPORATE

FAILURES′ RESULT重NG IN VAST LOSSES TO INVESTORS, ` IN MANY OF THOSE CASES,

QUESTIONS WERE RAIS帥AS TO WHETHER THE INDEPENDENT ACCOUNTANTS HAD FA重LED

丁O DETECT THE GROWING PROB」EM OR HAD ACTIVELY PART重CIPATED WITH CORPORATE

MANAGEM削T IN A FRAUD. T肥D恥ACLES OF PENN CENTRAしSTERLING HoMEX AND

EQUITY FuNDING ARE BUT A FEW THAT CO惟TO M重ND. AND CONC駅N FOR THE

ADEQUACY OF THE ACCOUNTANTSI pERFORMANCE GREW WITH THE DISCLOSuBE∵T拙T

肌NY OF THE NATIONIs LARGEST CORPORATIONS HAD MADE QUES丁IONABLE AN。 lLLEGAL

PAYMENTS ABROAD, WH重CH W輔E EITHER M重SREPRES削TED OR KEPT OFF THE CORPORATE

BOOKS ENTIRELY.

IN OcTOBER 1976, THE SuBCOMMITT膝ON OvERSIGHT AND INVESTIGATIONS,

NHICH I HAVE THE HONOR OF CHAIRING, PUBLISHED A R印ORT削TITLED



:二E瞳虹且曲曲WHICH剛DED A SECTION ON

IN DECEMBER 1976ノTHE STAFF OF THE SENATE SuBCO剛TT旺ON REPORTS・

AccouNTING AND MANAG帥帥(cHAIRED BY THE LATE SENATOR METCALF) puBLIS脚

A STUDY HIGHLY CRITICAL OF THE ′′BIG 8′′ ACCOUNTING FIR阿S AND CONCLUDED

. THAT THEY.DOMINATE THE ACCOUNTING PROFESS叫T櫨E AMER重CAN INSTl丁UTE OF

cERT胴ED PuBLIC AccouNTANTS AND THE PROCESS BY WHICH STANDARDS ARE S打

. AND ENFORCED WITHIN THE PROFESSION' THE STUDY RECOMMENDED BROAD FEDERAL

INVOLV帥ENT IN THE REGULATION OF ACCOJNTANTS‘

FoLLOWING EXT剛SIVE HEARINGS IN THE SuMMER OF 1977ノTHE SAME S削ATE

suBCO剛TT旺UNANIMOUSしY ISSUEP A REPORT W重TH A NUMBER OF DETAILED

RECOMMENDATIONSノINCLUDING壷BASIC RECOMMENDAT霊0N THAT A PROGRAM DESIGNE

TO醗T PUBLIC CONCERNS SHOULD S†ART WITH AN ORGAN融TION OF ACCOUNTING FI

THAT SERVE OR WANT TO SERVE AS INDEPEND帥AUDITORS FOR PUBLICLY-OWNED

AND I sTATED REPEATEDLY THROUGHOUT 1977 THAT IF TllE ACCOUNTING PRO_

FESSION CANNOT ADDUCE醐SUASIVE EVIDENCE THAT IT IS TAK]NG醒CT霊VE

sTEPS ON ITS OWN TO IMPROVE THE QUALITY OF AUDIT WORK AND THE RESPONSIVENES

oF ACCOUNTANTS TO PUBLIC NEEDSノI wou動INTRODUCE LEG重SLATION TO CREATE

A S帥-REGULATORY ORGANIZATION UND駅DIRECT OVERS棚rr OF THE SECUR置TIES

喜● AND Exc酬GE Co剛SSION.

望-　　BEFORE PROC脚ING, I wouLD LIKE TO ENTER A DISCLAIMER BY INFORMING

上。。 THAT I AM NOT AN ACCOUNTANT OR AN AUDITOR, BuT BEFORE I BECAME AN

三同上CTED LEGISLATOR 29 YEARS AGOノMY BACKGROUND WAS ANE) STILL IS THAT OF

三A B。S.NESSMAN, FoR MANY YEARS I HAVE BEEN INTER巳STED IN THE u涯OF

をACCOUNTANTS・ AND AU。ITORS・ s馴CES BYしEGISしATORS′ INVESTORS, CORPORATE

容
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AND GOVERNMENT MANAG恥ENT AND CONSUMERS, IT IS IN THESE AREAS THAT =IAVE

CONCERNS AND SHARE THE CONCERNS OF OTHERS THAT THERE ARE PROBL恥S WIT肌N

THE ACCOUNTING PROFESSION THAT MUST BE SOLVED IF T畦INTRODUCT重ON OF

REGULATORY LEG置SLATION IS TO BE AVOIDED,

JNFORTUNATELYノI HAVE BEEN SKEPTICAしAND AM EVEN MORE SO AFTER MY

SuBCOMMITTEEIs REC剛T HEARINGS ON THE AICPA′s sELF-REGULATORY MEASURES′

THAT THESE PROBLEMS CAN BE SOLVED WITHOUT LEGISLATION TO REGULATE THE

ACCOUNTING PROFESSION'　MY SKEPTICISM IS BASED ON THE LACK OF ANY DIRECT

ROしE FOR THE SEC IN冊TIATING REFORMS WITHIN THE ACCOUN†重NG PROFESSION

AND ENSJRING QUALITY AJDITS) THE CONTINUED TR削D TOWARD CONC削TRATION

OF THE ACCOJNTING INDUSTRY AMONG A FEW LARGE ACCOUNTING FIRMS; THE

RESULTING ANT重-COMP打ITIVE IMPLICATIONS FOR SMALしACCOUNT]NG FIRMS;

THE SPLITTING OF THE AICPA INTO FIRST AND SECOND CLASS MEMB駅S) AND THE

DUBIOUS EF申C丁lyENESS OF THE AICPA′s sE[十〇REeULATQRY PRqGRAM'

つl事
iじ’

8

THE FEDERAL SECURIT重ES LAWS HAVE, SINCE 193生AUTHORIZ聞THE SECURIT重

AND ExcHANGE CoMMISSION TO ENSJRE THAT PUBLICLY-OWNED COMPANIES REPORT

FINANCIAL DATA IN SUCH D打AIL AND SUCH FORM AS THE CoMMISSION SHAしし

PRESCR重BE′ AND AUTHORIZED THE AGENCY TO PRESCR重BE THE METHODS TO BE FOLLOW

IN THE PREpARATION OF REPOR十s. IN THE拙YEARS SINCE ITS CREATION, HOWEVE

THE SEC HAS RARELY USED ITS AUTHORITY OV駅ACCOuNTANTS DEFERRING IN THE MA

TO THE PRIVATE SECTOR, As A RESULT OF THIS NEGLECT, MY SJBCOMMITT騰

CONCLUDED THAT THE SEC sHOU皿PRESCRIBE A FRAMEWORK AND ESTABLISH THE GUID

LI畦S WITHIN WHICH THE PRIVATE SECTOR DETERMINES ACCOUNTING PRINCIPLES AND

S打S AUDIT重NG STANDARDS, THE SEC sHOULD SUGGEST PR重ORITIES BASED UPON

NATIONAL AND INTERNATIONAL N旺DS. AND THE SEC sHOULD EXERCISE rN A MUCH

MORE VIGOROUS FASHION ITS OVERSIGHT OF PROPOSED PRINCIPLES AND STANDARDS
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AND THE OPERATION OF THOSE ALREADY IN PLACEノ　EXERCISING ITS RIGHT OF

PRE置EMPTIOt川HEN NECESSARY・ UNDER PRESSURE FROM THE CoNGRESS THROUGH

RECOMMENDATIONS SUCH AS T畦SEノTHE SEC HAS STEPPED UP ITS INVO」VEMENT

]N THE REGULATION OF ACCOUNTANTSノBJT THE PREVAIL裏NG PATTERN AT THE SEC

CONT重NUES TO BE ONE OF DEFERRING TO THE ACCOU町ING PROFESSION TO SET AND

削FORCE ]TS OWN STANDARDS'　DuRING 9UR RECENT HEARINGSノCHAIRMAN肌LLIAMS

WAS ASK帥HOW LONG THE SEC wAS肌」LING TO WAIT TO JUDGE THE EFFECTIV削ESS

OF THE NEW AICPA sELF-REGULATORY PROGRAM,畦MS AしSO ASKED IF THE SEC

HAD AN ALTERNATIVE PROPOSAL THAT COULD BE OFF駅ED IF T惟AICPA EFFORTS

FAILED・ DESPITE THE SERIOUS RESERVAT]ONS AND STRONG OBJECTIONS RA章SED BY

THE SEC ABOUT MANY ASPECTS OF THE AICPAIs pROGRAM, CHA重RMAN WILしIAITS

INDICATED THAT肥HAD NO TIMETABLE FOR JUDGING THE PROGRAMIs EFFECT基VENESS

AND HAD NO ALTERNATIVE PROPOSAL. IT MAY WELL BE THATしEGISLATION MANDATING

THE USE OF THE SECIs AUTHORITY IS THE ONLY SOしUT’ON TO THE SECIs

RELUCTANCE TO USE ITS DISCRETIONARY AUTHORITY IN REGUしAT喜NG ACCOUNTANTS.

THE ACCOUNTING PROFESSION IS ESSENTIALLY AN OLIGOPOLYノIN W即CH

THE LARGEST EIGHT FIRMS COMMAND BY FAR THE BULK OF TIiE BUSINESS. THE

DEGR旺TO WHICH THE PROFESSION IS CONC酬TRATED IS BEST DEMONSTRATED

BY THE DISTRIBuTIONノAMONG ACCOUNTING FIRMSノOF AUDIT CLIENTS REG重STERED

w重TH THE SEC, SEC REGISTERED CLIENTS TEND TO BE THE LARGEST AND AMONG

THE MOST HIGHLY VALUED CLIENTS OF ACCOUNTING FIRMS, CuRRENTLY THE LARGEST

16 ACCOUNTING FIRMS HAVE AS CL重ENTS 72 pERC削T OF T服IJIORE THAN lO,000

coRPORATIONS REGISTERED WITH THE SEC, EvEN MORE DISQUIETING IS THE FACT

THAT THE 〃BIG 8〃 ACCOUNTING FIRMS NOW HAVE AS CLI削TS 94 p駅C剛T OF THE

coRPORATIONS LISTED ON THE NEW YoRK STOCK ExcHANGE, CLEA丸Y COMPRISING

THE VAST BULK OF THE NATION′s LARGEST AND MOST POWERFuL CORPORATIONS.
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`.’ ‘A GREAT MANY FACTORS S恥TO HAVE CONTRIBuTED TO THIS CONCENTRA丁ION,

WE HAVE彊N TOLD THAT UNDER贈ITERS AND BANKERS INSIST THAT T惟COR-

PORATIONS肌TH胴ICH THEY ARE INVOLVED USE ONLY 〃B裏G 8〃 FIRMS. THE

AUD重T COMMITT旺S OF CORPORATE BOARDS OF DIRECTORS ALSO INSIS丁ON USIN6 ONLY

′′BIG 8′′ FIRMS FOR問R OF L重ABILITY-　THAT RESTRICT重O鵬ON PROFESSIONAL

ADVERTISING AND SOLICITAT重ON OF OTHER FIRMS′ cL脚TS HAVE WORKED TO THE

ADVANTAGE OF THE LARGEST FIRMSノBECAUSE THEY ARE BY NATURE MORE VISIBLE

THAN SMALL FIRMS'　THAT SEC woRK REQU重RES AN EX醐TISE WH重CH ON」Y THE

LARGEST FIRMS HAVE THE RESOURCES TO DEVELOP'　THA丁O札Y A V蹴Y LARGE

ACCOuNTING F重RM CAN AUDIT A VERY LAR6E CORPORAT要ON. TliAT T畦LARC駅FIRMS

HAVE THE RESOURCES FOR MORE SKILLFUしMARK帥NG′ RE6ARDLESS OF個Y REAL

DIFFERENCES IN THE Q]ALITY OF AUDIT WORK'　AND THAT T椛LARGEST FIRMS

EMPLOY UNFAIR TACTICSノSUCH AS OFFERING TO P駅FORII AN即T重AL AUDIT AT

雪　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　　上2

UNECONO肌CALLY LOW F既S IN ORD輔TO LURE CLIENTS FRow OTHER F裏RMS.肌TH

RESPECT TO MANY OF THESE SUPPOSED CAUSESノ　WE HAVE AしSO 11EARD VIRGOROJS

DENIALS.

I 。O NOT MAINTA重N THAT SUCH CONC酬TRATION IS IN ITSELF UNDESIRABLE.

WHERE CONCENTRATION DEVEしOPS NATURALLY WIT即N A FAIR F重軋D OF COMPETIT貫ON,

IT REFLECTS THE PROPER REWARDING OF THOSE WHO-PERFOR鳩BEST, THE QUESTION.

HOWEV球ノIS WHETHER T惟COLOSSAL SIZE OF Tト旧SE托W ACCOUNTING FIRMS

ACTUALLY REFしECTS A SUPERIOR ABILITY TO PROVIDE EFFICIENT AUD裏T WORK

肌THOUT COMPRO肌SING PROFESSIONAL STANDARDS, HAS A STRUCTURE EVOLVED

IN WHICH THE LARGEST ACCOUNTING F重RMS ARE LIKELY TO ENTRENCH THEMSELVES

IN THEIR DOMINANT POSITIONSノTO THE DETRIMENT OF S博ししER F重RMS′　REGARDLESS

OF THE QUALITY OF THEIR WORK? THE CONCERN EXPRESS壇) BY REPRES削TAT重VES

OF SMALLER FIRMS DURING OUR RECENT HEARINGS SUPPORTS　^N AFFIRMATIVE
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ANSWER TO THIS QU巳STION, AS DOES RECENT SEC ACTIONS AGAINST ′′BIG 8′′ FIRMS.

J]ST A FEW '惟EKS AGO IT WAS REPORTED THAT T鵬E SEC cHARGED HASKINS

AND SELLS AND THREE OF ITS PARTNERS肌TH DEFICIENCIES IN THE AUDIT OF

FOJR CORPORATE CLIENTS, IN AN ADMI肌STRATIVE PROCE軸重NG AGA]NST HASKINS

AND SEL⊥S+ THE SEC cHARGED THAT PROPER APPLICATION OF QUALITY CONTROL

PROCEDURES COULD HAVE PREVENTED MOST OF THESE DEFICIENCIES. AND LAST MONl

嵩誓書;言R三日器W器ニ:嵩器V言霊B誓言丁S　遡
STOCKHOLDERS.航TH THESE ACTIONS, HASKINS AND §EししS AND PR重CE WAT蹴HOUSE

JOIN圃PEAT, MARWICK AND MITCHELL AND ToJCHE Ross, TWO OTHER 〃BIG 8〃

ACCOUNTING F重RMS THAT HAVE B既読’。ISCIPLINED BY THE SEC uND駅ITS POLICY

THAT ACCOUNTANTS SHARE CULPABILITY WITH THErR CLIENTS ]F THEY FA[L TO

1句　　一一

A HARMFUL RESULT OF THE HIGH DEGREE OF CONCENTRATION AMONG THE

LARGE FIRMS IS THE BITTERNESS D]SPLAYED AT OUR RECENT HEARINGS BETWEEN

THE LARGE AND SMALL FIRMS. THE DIVISIVE ALしEGATIONS AND CROSS-AしLEGATIONS

wHICH P駅MEAT帥OUR HEARINGS SURELY TAKE A TOLL ON T唯PUBLICIs p輔CEPT重ON

OF THE PROFESSION. MoRE IMPORTANTLY, THE CURR削T A丁MOSPH球E OF T削SION
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ARE BUT A FEW OF THE CONCERNS I HAVE REPEATEDLY EXPRESSED SINCE THE AICPA

DlVISION OF FIRMS WAS ADOPTED IN SEPTEMBER OFしAST YEAR.

THE I)IVISION IS SUBDIVIDED INTO AN SEC PRACT重CE SECTION, FOR FIRMS

WHICH HAVE OR HOPE TO HAVE AS CLIENTS CORPORATIONS REGISTERED WITH THE SEC,

AND A PRIVATE CoMPANIES SECT重ON, FOR FIRMS肌TH CLIENTS WHICH ARE PRIVATELY

owNED, EACH SECTION HAS AN ExECUTIVE CoMM重T丁騰, A P旺R REVIEW CoM剛TT離

AND VAR重OUS OTHER COM肌TT旺S DEVOTED TO SPECIAしPROJECTS-　THE SEC

PRACTICE SECTION ALSO HAS A PuBLIC OvERSIGHT BoARD, COMPRIS軸OF ME周BERS

OF THE PUBLIC WHO ARE EXPECTED TO OVERS旺THE SECTION′s ACTIVITIES AND

ASSURE RESPONSIVENESS TO PUBLIC EXPECTATIONS,

MY CONCERNS ABOUT THE AICPA pROGRAM C酬TER ON THE CONTROL OF SEC

SECT重ON’s ExECUTIVE CoMMITT離BY THE LARGEST 16. ACCOUNTING F賞RMS, THE

詐FECTIVENESS OF THE P旺R REVI酬PROCEDJREノ　AND THE COMPOSITION AND EFFECTI

NESS OF THE P]BLIC OyERSleHT BoARD,

槍　　　　　　　　　　　　　　　　　　　　　　　　　　　　　16-

THE SEC HAS I丁SELF POINT即TO A NJMBER OF POTENT量AL PROBLEMS WITH

THE AICPA pROGRAM. IN MANY RESPECTS I sHARE THOSE CONC駅NS, PARTICULARLY

ABOUT THE ORGANIZAT重ON AND OPERATION OF THE 2l輸M削BER ExECUT重VE CoMMITT旺

OF THE SEC SECT重ON, OF THE MORE THAN 400 MEMBERS OF TH重S SECTION, ONLY

丁HOSE F重RMS WITH 30 0R MORE.SEC cしI酬TS HAVE AUTOMATIC REPRESENTATION

ON THE ExECUTIVE CoMMITT離AND THE SMALL FIRMS ARE REPRESENTED BY ONLY

5 M削BERS. AND SHOULD THE CURRENT TREND TOWARD惟RGERS CONTINJE SO THAT

MORE FIRMS REACH THE LEVEL OF 30 SEC cLI酬TS, THE NUMBER OF LARGE

FIRMS REPRES削丁馴)肌LL INCREASE WHILE THE NUMBER OF SMALL FIRMS MEMBERSHIPS

WILL REMAIN AT F重VE,

A」SO, A C」OSE LOOK AT THE ExECJTIVE CoMMITTEE′s QUORUM AND VOT重NG

REQUIREMENTS RA]SES TROUBLING QUESTIONS, A sIMPしE I仏JORITY OF ll oF 2l

MEMBERS WOULD NORMALLY CONSTITJ丁E A QUORUM, HowEV駅,ユ3 MEMBERS OF THE



EkECUT’IVE CoMMITTEE OR THEIR DESIGNATED ALTERNATES MUST BE PRESENT TO CON-

STITUTE A QUORUM,軸EREAS 11 AFFIRMATIVE VOTES ARE REQUIRED FOR ACTION

ON MOST MATTERS, 13 AFFIRMAT裏VE VOTES ARE REQUIRED TO AM酬D MEMBERS肌P

REQ]IREMENTS AND DETERMINE SANCTIONS TO BE IMPOSED ON MEMBER FIRMS. BY

RAISING THE QUORUM REQUIREMENTS TO 13 RATHER THAN ll ARE REQUIR重NG AFFIRMAT堅

VOTING, THE LARGE FIRMS DOMINATING THE CoMMITT蹄HAVE GUARANT離D THAT NO

MEETINGS CAN BE HELDノ　MEMBERSHIP REQU重REMENTS CHANGED OR SANCTIONS IMPOSED

UNLESS THE LARGE FIRMS ARE IN CONTROL.

MY DISSATISFACTION肌TH THIS SET-UP WAS COMPOUNDED WHEN THE CIRCUM-

sTANCES, UNDER WHICH THE SECT重ON’s MEMBERSHIP CRITERIA WAS ESTABLISHED,

wERE DISCLOSED DURING OUR HEARINGS, ON JuLY 7, 1977, AN AICPA ADV重SORY

GROuP CONSISTING OF TOP EXECUTIVES FROM THE 16 LARGEST ACCOuNTING FIRMS

MET AND THEN SCHEDULED A MEETING F諒REPRES酬TATIVES OF THESE 16 FIRMS

AND FlyE SJ映しLER



M騰T THE NEEDS OF A』 ITS MEMBERS ARE STATED GOALS. THE RECENT SP」IT

WITHIN THE AICPA cAN HARDLY BE CONSTRUED AS FURTHERING THESE GOALS,

ONE N旺D ONLY READ THE TORTJRED OPINION FROM THE AICPA′s couNSEL TO

AGR旺THAT THOSE OPPOSING THE NEW DIVISION OF FIRMS HAVE A VALID CONCERN.

SucH PHRASES A§:

鵠盤認諾露盤謂器譜巨酷薄
謹器I謹I†盤堅D PURPOSES AND TO FULLY DISCHARGE ITS

AND QUESTIONS’ SUCH AS THE LEGALITY OF SANCTIONING FIR高s AND LEVYING FINES

WITHOUT A CHANGE IN THE BY-LAWS ARE REPLETE THROUGHOUT HIS OPINION.

NoTABLE IN THIS REGARD IS THE REASON WHY MEMB駅SHIP IN THE SEC PRACTICE

SECTION IS VOLUNTARY RATHER THAN MANDATORY-　MANDATORY MEMBERSH重P WPULD

BE A CLEAR VIOLAT重ON OF THE AICPA BY-LAWS. A KEY AREA OF AGRE削ENT

2

BETW醐THE惟TCALF §uBCOMMIT丁駈AND MYSELF IS THAT MEMBERSHIP IN ANY

REGULATORY ORGANIZAT重ON OF SEC F重RMS miS工BE MANDATORY. THIS POINT WAS

R醐PHAS基ZED BY SENATOR PERCY DURING MY SuBCOMMITT既′s REC削T HEARINGS

AND IS THE ESSENCE OF ANY REGULATORY PROGRAM,

ON JANUARY 5ノA GROUP OF AICPA MEMBERS REPRESENTING丁HE SMAしLER

FIRMS FILED SU重T IN N馴YoRK ON)THE GROUN。S THAT THE N帥DIVISION VIOLATE

T畦AICPA BY-L個S AND CREATES CLASSES OF MENBERSHIP WITHIN THE INST重TUTE.

THE QUEST重ON OF LEGALITY MAY NOW REST WITH THE COURTS. BuT TIiE QUESTION

OF EFFECTIVENESS MAY HAVE TO BE DECIDED BY THE CoNGRESS.

WITH RESPECT TO THE師ICIENCY OF PE蹴REVIEWノ置sERIOUSLY QUESTION

THE OBJECTIVITY AND W重LLINGNESSS OF ONE FIRM TO CR重TICIZE ANOT唾′

PARTIC]」ARLY THE LARGE FIRMS'　THE SECノWH]CH HAS HAD EX晴RIENCE IN THIS
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AREAノ　HAS EXPRESSED S重MI」AR VI馴S, I AM ALSO CONCERNED THAT THIS P旺R

REVIEW CONCEPT WILL OFFER IN REALITY LITTLE MORE THAN T雌.AICPA′s voLUNTARY

QUALITY REV賞帥PROGRAMノ　WHICH AFTER A YEAR NEVER GOT OFF THE GROUND AND

WAS CONSIDERED BY MANY IN THE PROFESSION AS SH旺R 〃wINDOW DRESSING〃

置NSTITUTED TO THWART CoNGRESSIONAL ACTION, IT IS THE INTENT MORE SO

THAN THE VEN騰R OF REFORM THAT MJST BE SCRUTIN重ZED. AND BEING SOMEWHAT

OF A SKEPTIC AFTER ALMOST 30 YEARS AS A LEG重SLATOR, I woNDER IF THE INTENT

B帥IND THE NEW P離R REVI酬STRUCTURE IS ANY MORE SUBSTANT重VE THAN THE OLD.

HERE, MY CONCERNS AGAIN CENTER ON DOMINATION OF THE P離R REV重EW PROCESS

BY THEしARGE ACCOUNTING F裏RMSJ FouRTEEN OF THE 15 MEMBERS ON THE CoMMITTE

R印RES削T_ LARGE FIRMS, INCLU班NG 7 0F THE 〃BIG 8〃.重T IS削VIS重ONED

THAT ONLY LARGE FIRMS肌LL CON叩CT PEER REVIEWS OF OTH蹴LARGE F重・RMS

SINCE THE FIRM BEING REVIE駈D, RATHER THAN THE P旺R REVIEW CoMMITTEE. WILL

SELECT THE REVIEWING FIRM, AN。 SHOULD THE CoMMITT睡〃pooL〃 BE USED,

IT IS削VISIONED THAT THESE POOLS WILL CONSIST PRIMARILY OF EMPLOYEES

FROM LARGE F重RMS. ALTHOUGH THE P旺R REVIEW STANDARDS HAVE NO丁B離N

DEV軋OPEDノTHE 〃BACK-SCRATCHINGII IMPLICATIONS IN THIS PROCESS′ SHOULD

IT REMAIN JNCHANGEDノ　ARE INESCAPABLE.

MoREOVER, THE PE駅REVI酬CoMMITT旺CAN ONLY REcoM惟坦SANCTIONS

TO THE ExECJTIVE CoMMITT離WH重CH MAKES THE FINAL 。ETERMINATION AS TO

WHETHER SANCTIONS SHOULD BE IMPOSED AND PUBLICIZED. AND WHERE SANCTIONS

WARRANTED, IT IS NOT MANDATORY THAT THE P駈R REVI帥CoMMITT騰MAKE

SUCH RECOMMENDATIONS. THUS, IN ADDITION TO T帖ExECU丁重VE CoMMITT擁′s

QUORUM AND VOTING REQUIREMENTS ON SANCTIONS′　重T APPEARS THAT THE

PEER REVIEW PROCESS INCLUDES ANOTH駅SUBTLE SAFETY VALVE WHEREBY
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THE LARGE ACCOUNTING FIRMS DO肌NATING THE ExECUTIVE AND P旺R REVIEW

coMMITTEES CAN INFLUENCE OR PREVEN丁DISCIPLINARY ACTIONS AGA重NST DEFICI削T

FIRMS,冊ETHER THIS BE THE CASE IN FACT OR APPEARANCEノIT LEAVES GRAVE

DOUBTS AS TO THE VALIDITY OF THE P旺R REVIEW PROCESS'

IN MARCH OF 1975ノMAURICE STANS虻出勤弛臆臆o肌LTY IN FEDERAL DISTRICT

CouRT TO CRIMES INVOLVING THE ACCEPTANCE OF AND ACCOllNTING FOR ILLEGAL

coRPORATE POLIT重CAL CONTR重BUTIONS'　LAST MONTH THE N削YoRK STATE BoARD

oF REGENTS UNANIMOuSLY AFFIR惟D THE DECISION OF THE NEW YoRK STATE

BoARD OF PuBLIC AccouNTANCY IN CENSURING MR’STANS. A YEAR EARLIER・ THE

ACIPA coNDUCTED AN INVESTIGATION OF MR' §TANSノITS FORMER PRESID削T

AND ・′MAN OF THE YEAR・′ IN 1954ノAND GAVE H川A CLEAN BILL OF HEALT臣IF

THIS IS AN EXAMPLE OF THE INSTIT町E’s 。ISCIPしINARY PROWESSノTHEN REGULATOR¥

LEGISLATION SHOULD BE INTRODUCED IMMEDIATELY.

雷撃
●貞子
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I HAVE STATED ALONG WITH OTHERS THAT T畦SUCCESS OR FAILURE OF

AICPA sELF-REGULATION MAY HINGE ON ITS PuBLIC OvERSIGHT BoARD. AGAINノ

I sHARE THE SEC′s vIEW THAT THE QUAしITYノSTATUREノAND BACKGROUND OF THE

INDIVIDUALS SELECTED TO SERVE AS MEMB駅S OF THE BoARD AND THE RESOURCES

AVAILABLE TO IT ARE CRITICAL, To THIS, I HAVE ADDED THAT IT SHOULD

BE A剛LL-TIME JOB FOR T畦M酬BERSノTHEY如OULD BE FULLY COMPENSATEDノ

THEY SHOULD HAVE A FORMAしMANDATORY PROCEDURE FOR REPORTING AND

coMMUNICATING WITH THE SEC oN FINDINGS AND ACTIV重TIESノAND T畦BoARDIs

BUDGET SHOULD斑SUFFIC重ENT TO HIRE ITS OWN STAFF OF HIGHLY COMPET削T

pROFESSIONALS. MoREOVER, I HAVE EXPRESSED STRONG RES駅VATIONS ABOUT THE

sELECT重ON PROCESS AND T恥RE OF THE PuBLIC OvERSIGHT′s BOARD′s MEMBERSHI

T畦ExECUTIVE Co剛TT牲APPOINTS BOTH THE BoARDIs M剛BERS AN。 ITS CHA冊
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壷TERMS OF THE MEMBERS ARE 3 YEARS, REN帥ABLE ′′AT THE PLEASJRE OF

HE ExECUTIVE CoMMITTEE'〃　THAT A PUBLIC OVERSIGHT BOARD ,SHOULD PLEASE

N EXECUTlVE COMMITT旺HAS IMPLICATIONS WHICH BOTHER ME A V駅Y GREAT

EAL AND TESTIMONY BEFORE MY SuBC6MMITTEE DID LITTLE TO ALLEVIATE MY

ONCERN,冊EREAS THE BoARD M削BERS WILL BE GENEROJSLY COMP酬SATED

ND ABLE TO HIRE THEIR OWN STAFFノ　THEY WILL BE EXPECTED TO WORK ONLY

O TO 40 DAYS A YEAR, THEY WILL ST重LしBE APPOINTED BY THE ExECUTIVE

OMMITT旺ノ　THEY WILL HAVE..NO. FORMAし　MANDATORY RELATIONSHIP W重TH THE

EC AND THEIR TERMS OF OFFICE W重LL BE FOR 3 YEARS, STILし〃RENEWABしE

T THE PLEASURE OF THE ExECUTIVE CoMM裏TT離′′. P駅HAPS MY B裏GGEST

ONC駅N ABOUT THE PuBLIC OvERS裏G両BoARD STEMS FROM OUR髄ARINGS AND

2う

OCUSES ON THE ABILITY OF ITS MEMBERS TO SUSTAIN THE DEGR既OF INDEPENDENCE
鞭　　　　　　　　　　　　　　　　　　　　　　　　　S　　　帥　.　　　　調

SS酬TIAL TO ACHIEVE THE BoARD′s oBJECTlVES.

THE THR麗M恥BERS APPOINTED TO DATE ARE UNQUESTIONABLY MEN OF
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EXPERI削CE. BuT THE TWO M恥BERS OF THE BoARD APPEARING AT OUR HEARINGS

S離MED TO LACK THE UND輔S丁ANDING AND PERCEPTION OF AN EFFECTIVE OVERSIGHT

FUNCTION'　FoR EXAMPLE, BO丁H MEN肌LL CONTINuE TO SPEND MOST OF THEIR

=惟IN LAW FIRMS CARRYING THEIR NAMES AND D重D NOT F離しTHAT THE BoARD′s

PPROVAL OF THE SEC. I BELIEVE THE BoARD MEMBERS SHOULD S乱ECT THEIR

HAIRMANノAPPOINTM削TS SHOULD BE FOR A PERIOD OF 3 TO 5 YEARS. AND DISMIS

HOULD BE FOR CAUSE ONLY AFT駅REVIEW AND APPROVAL BY THE SEC.

IT SHOULD BE OBVIOUS FROM WHAT I HAVE SAID THAT I AM BOTH DISAPPOINT帥

ND DISSATISF重ED肌TH THE SELF-REGULATORY PROGRAM INSTITUTED BY T畦AICPA.

ESPITE REPEATED WARNINGS FROM OTHER MEMBERS OF CoNGRESS AND MYSELF, FEW
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IF ANY DISCERNIBLE CHANGES HAVE BEEN MADE SINCE THE AICPA′s pROPOSAL WAS

UNVEILED LAST AuGUST. EvEN MORE DISAPPOINTING IS THE SEC′s RELUCTANCE

TO TAKE ANY POS重TIVE PREPATORY ACT重ON EVEN THOUG旧T CONTINUES TO EXPRESS

ITS DISSAT重SFACTION WI丁H THE AICPA′s pROGRAM'　SucH AN UNCONSTRAINED

IIwAIT AND. S旺〃 ATTITUDE肌THOUT ANY POSITVE′ WELL置PLANNED ALTERNATIVE

IS NOT ONLY IRRESPONSIBLE AND UNCONSCIONABLE. BUT MYSTIFYING-　重HAVE

SCH帥ULED A FINAL HEARING NEXT WEEK WITH CHA重RMAN航LLIAMS AND THE OTHER

FOUR SEC CoMMISS重ONERS TO PROVIDE A FINAL OPPORTUNITY FOR THE SEC TO

OFFER A POSITIVE′ CONSTRUCTIVE PROPOSAL FOR TIMELV IMPLEMENTATION AS AN

ALTERNATIVE TO THE AICPA’s pROGRAM, WH帥ER OR NOT REGULATION OF THE

ACCOUNTING PROFESSION IS ULTrMATELY LEGISLAT聞MIGHT V駅Y WEしL DEPEND NOT

SO MUCH ON THE ADEQJACY OR INADEQUACY OF THE PRES削T AICPA pROGRAM, BUT

ON THE WILLINGNESS OF T畦SEC TO EXERCISE ITS AUTHORITY.
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UNLESS I cAN BE PERSUADED TO THE CONTRARY DURING THIS HEARING, I

sHALL INTRODUCE LEGISLATION. THE LEGISLATION WOULD CREATE A BASIC SELF-

REGULATORY STRUCTURE WHICH ALL ACCOJNTING F重RMS PRACT重C重NG BEFORE THE

SEC wouLD.BE REQUIRED TO JOI.N, IT WOULD BE PATTERNED AFT駅THE ORGANIZATIO

ESTABしISHED BY THE NATIONAL Assoc]ATION OF SECURITIES DEALERS AND TAILORED

TO THE ACCOUNTING PROFESSION BY INCORPORATING THE MOST APPROPRIATE AND

EFFECTIVE ELEMENTS OF THE MANY 」EGISLATIVE SUGGESTIONS OFFERED TO OUR

SuBCOM肌TTEE ,

You MAY HAVE HEARD, AS I HAVE, THAT WITH THE PASSING OF SENATOR

METCALF AND JoHN Moss NOT S旺KING R離LECT重ONノLEGISLATIVE PROPOS生S REGULAT

ACCOUNTANTS WILL NEVER BECOME LAW. DoN′T BET ON IT! THERE ARE ALREADY

BRIGHT, YOUNG,削ERGETIC MEMB駅S OF MY SuBCOMMITT離, AND OTHERS IN CoNGRESS.

WHO ARE PROFOUNDLY INTERESTED IN THE SUBJECT AND MORE THAN WILLING TO
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cARRY THE BANNER. THE ACCOUNTING PROFESSION HAS FOR MANY YEARS ENJOYED

A V訳Y LOW PROF重LE IN T蹴MS OF P]BL重C ATTENTION. BuT THE PROFESSION

IS NOW IN THE SPOTLIGHT AND A畦IGHTENED SENSE OF THE ACCOUNTANT/s ROLE

AND HIS RESPONSIBILITY TO THE PUBLIC IS WELL UND駅WAY, THERE ARE IN

EXCESS OF 25 MILL暮ON INVESTORS IN THIS COUNTRY WHO, THROUGH THEIR POWER

AT THE POLLSノ　WILL SEE TO IT THAT THE PRESENT INT訳EST IS SUSTAINED AND

INTEREST AMONG MORE MEMB駅S OF CoNGRESS IS GENERATED. I† HAS BEEN MY

EXPERIENCE DURING THE PAST 29 YEARS THAT LEG重SLATION INVOLVING A BROAD

BASE OF CONST重TU酬TS GATHER? MOMENTUM ONCEIT I§ INTRODUCED. AND I

重NTEND TO BE VERY ACTIVE DJRiNG T畦NEXT lO MONTHS TO DO WHATEVER MUST BE

DONE TO ENS]RE THAT EFFECTIVEノ　EVENHANDED′　NON輸BURDENSOME REGULATION OF

THE ACCOUNT重NG PROFESSION IS EITHER ACHIEVED OR WELL ON ITS WAY,
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