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THE CORPORATE CONTROLLER IS RELATION
TO THE SECURITIES AND EXCHANGE COMMISSION

The Securities and Exchange Commission, as you may know, is charged
with the administration of several statutes, principal among which are the
Securities Act of 1933, 'the Securities Exchange Act of 1934, the Public
utility Holding Companv Act of 1935 and the Investment Company Act of 1940.
Each of these statutes requires that certain financial statements be filed
with the Commission. Thus accounting and accountants play an extremely
important role in the work of the Commission.

The Congress did not, so far as I am aware, in any of these statutes
lay down specific principles or standards to be followed in the preparation
of financial statements filed pursuant thereto. However, it did not leave
the way oPen for those responsible for the preparation of such statements
to rely solely upon their own judgment as to the manner in which they should
be presented; for in addition to requiring the Commission to obtain balance
sheets, income statements and other data in certain circumstances, in most
instances the nature and details of the items comprising these statements
are specified by statute.

Furthermore, the Securities Act prov.ldes that the required financial
statements shall be certified by "an independent public or certified account-
ant" and the other three statutes provide that the Commission may require
that such statements be accompanied by a certificate of "independent public
accountants. II The Commission IS ru.les require that statements filed pursuant
to the Securities Exchange Act and the Investment Company Act be so certified,

In addition to the foregoing statutory restrictions upon the indis-
criminate use of accounting concepts in financial statements made public
through filings with the Commission, each of the statutes charges the Com-
mission with making certain that such statements contain all information
necessary or appropriate in the public interest or for tlillprotection of
investors; and in orde~ that the Commission may be in a position to carry
out this mandate both the Securities Act and the Securities Exchange Act
authorize the Commission, among other things,. to IIprescribe the form or
'forms in which required information shall be set forth, the items or
details to be shown ill ~he balance sheet and earning statement, and the
methods to be followed in the preparation of accounts, in the appraisal
or valuation of assets and liabilities, in the determination of deprecia-
tion and depletion, in the differentiation of recurring and nonrecurring
income, in the differentiation of investment and operating income, and in
the preparation, where the Commission deelns it necessary or desirable, of
consolidated balance sheets or income accounts of any person directly or
indirectly controlling or controlled by the issuer, or any person under
direct or indirect common control with the issuer ••• " 11-.

It will be seen from the foregoing that the Commission definitely
is empowered to establish principles and standards to be followed in the
preparation and presentation of financial statements filed with it.

1/ SecUrities Act, Section 19(a); Securities Exchange Act, Section 13(c).- .
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(some who were C.P.A.'s and some who were not) and teachers, the American
Acco~~ting Association,.the American Institute of Accountants and the
Controllers Institute. Many o~ the recommendations Qf these persons or
groups are reflected in the releases as. finally adopted. In.addition a
number of proposed releases were never issued because.pf meritorious
objections received from those asked to ~omment upon them.

Regulation S-X was issued only after similar review, numerous
conferences (Which included the Controllers Institute's Commf.t.tee on
Cooperation with the S.E.C.) and many drafts. Our requeqts for comment
upor.this regulation were addressed to more than 100 individuals, exclu-
sive of those reached through professional organizations.

It will be noted that this procedure whereby.the interested public
has always been invited -- indeed expected -_.to participate through
letters or by conference, in the promulgation of rules and regulations
affecting the presentation of financial statements, is now required by
the Administratj.ve Procedure Act which was enacted in 1946.

When the present proposal to amend Regulation S-X was made in
September 1949, copies of the prelirolinarydraft were sent to 325 persons
and an additional 75 or more were sent to persons who requested copies,
mostly as a result of an item in the October 1949 JOURNAL OF ACCOUNTANCY
which invited readers to obtain and comment upon the preliminary draft •.
Also several accounting firms ffildprofessional groups requested additional
copies; so that, in all, approximately 600 copies were sent out. Approxi-
matoly 175 persons, inclUding 46 controllers or principal accounting
officers. of corporations, submitted cor.~~nts.'

Because of the large number of comments and recommendations
r0ceivcd -- including criticisms both constructive and otherwise -- the
task of reVising the proposed amendment has not been easy. It is expected,
however, that a new draft vdll be ready by July 1st of this year which
",dll go t.hrough the same review procedure as the preliminary draft. The
Administrative Procedure Act pr.eviously referred to requires that such
draft he publish8d in the Federal Register at least thirty days before
it may becom8 effective "to afford intQrested personp an opportunity to
participate in the rule making through submission of \vritten data, views,
or arguments ••• "; and you may be assured that all interested persons
vdll be parmitted all the time'necessary to present their views before
the regulation is finally amended.

On May 15, 1939, Co~~ssioner H9bert E. Healy, of the S.E.C.,
stated in an address 1.. "ore the !ad-We,stern Cont'er-ence of tho Controllers
Institute:

lI'Whatwe need, it seems to me, is a return -bo the
recognition that the pr-imary responsibility for proper
accounting rests on the corporate management in the person
of the controller. Vlhet~er the books are audited or not,
th0 stockholder has a riv.ht to look to the c9rporation's
o~nl accounting system for an ad~quate, intel~igible and.
honest reporting of its affairs. Unless in its daily
bookkeeping tb8 corpora~iQn recognizes a responsibility
to stockholders ana invest~rs, the.most consc~ent~ous
audits 10s'3much of their meaning."

~
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Inasmuch as tLv :)rimary responsibility for proper accounting does

rest on corporate management and, more specifically, on the controller,
it follows that the controller must have complete knowledge, and be expert
in the application, of the principles underlying the recording and reporting
of financial transactions.

Furthermore the controller's responsibility with respect to the
propriety of financial statements becon~s very definite and personal when
applied to statements filed ~~th the S.E.C.; for IDlderthe Securities Act
of 1933 2/ a registration statement is required to be signed by its
officers-including the "comptro::'leror principal accounting of'f'Lcei:" and
each signer thereof may be sued by any person acquiring securities covered
by the registration statement "in case any part. of the registration state-
ment • • • contained an untrue statem~nt of a material fact or omitted to
state a material fact reqUired to be stated therein or necessary to make
the statements therein not misleading. • ." '}./

Under the Securities Exchange Act of 1934 4/ anyone who furnishes
data to be included in a statement filed with the-Commission "which was
at the time and in the light of the circumstances under which it was made
false or misleading with respect to any material fact, shall be liable to
any person (not knowing that such statement Vias false and misleading) Who,
III reliance upon such statement, shall have purchased or sold a security
at a price which was affected by such statement, for damages caused b~r
such reliance, unless the person sued shall prove that he acted in good
faith and had no knowledge that such statem~mt was false and misleading.1t

Both the 1933 5/ and 1934 6/ Acts impose criminal responsihilities
upon any person who willfully com.~ts vioJ.ations of the type just mentioned.

In the Januar . J950 issue of THE CONTROLLER there appeared a verj.
interesting and Lnf'or-natdve article by !'~:-lYO A. Shattuck entitled "Legal
Aspects of the Controller's Position,1I wherain the writer sUr;gest.edthat
the S.E.C. is quite content to have, by reason of the statutory resp0nsi-
bilities placed upon the corporate cant-roHer, "some precise and easily
definable individual" on whom it "can put.the finger" if tho Commission
lIison the spot" because of "any acctderrb or miscarriage in its territor:r."
Mr. Sh9-ttuck urged that controllers shoulri "r8~ist collat8ral and artifi-
cial pressures to take the ~Tong road. The atteJ~pted utilization by the
Securities and Exchange Commission of the controller as a ~upplemont to
that branch of government is the sort of co.l.Lat or-a'L and artificial pressure
which I have in mind."

Although the placing of the heavy rosponsibili tics to whi eh I have
just referred upon corporate controlldrs was done by the Ccngr8ss and not
by the S.E.C., there can be no dOUbt that WG are content with the arrange-
ment but not because of any desire to have someone to "put the finger cnll

or to "make the goat." -.1elook upon tho controller, or the officer who

2/ Section 6(a)
1/ Section ll(a)(l)
4/ Section 18(a)
5/ Section 24
~/ Section 32(a)



a c t s  i n  t h a t  capacity, as the.>ono member of corporate management who, 
zbave a l l  others,  is  compfqtely fami l i a r  q t h  t h e  f i nanc i a l  statements; "3 

who knows not  only what thi: statements ,contain bu t  a l so  W h y  t h ey  contain 
I 
1 

what they do. That i s  why we are j.ntt?rested i n  being assured t h a t  when 
f i nanc i a l  statements arc presented t o  us tk con t ro l l e r  has had a hand, 
e i t h e r  d i r e c t l y  o r  i nd i r ec t l y ,  i n  t h e i r  preparation. 

And I think it has becri demonstrated qu i te  c l e a r l y  t h a t  we have 
not "had our money on t h e  wrong horse . I r  I n  t h e  of more than 
f i f t e e n  years t h a t  t h e  Commission has been i n  existence thousands upon 

During the  f i s c a l  year ended June 30, 1949, f o r  cxamplc, more than 400 

the  1934 Act. Yet during a l l  thesc  years only one con t ro l l e r ,  t o  my 
knowledge, has suf'fered L!ie pena l t i e s  prescribcd by thc s t a t u t e s .  This  
occurred i n  1940 i n  the  F,IcKesson & Eobbi.ns, Inc. case. 

While th?  c o ~ ~ t r o l l e r  f i r s t  e s tab l i shes  :I d i r e c t  relationship with  
t he  Commissj.on when he s igns  a reg i s t ra t io r l  staternrjnt o r  furnishes  data  
included i n  o ther  r epo r t s  f i l e d  vrith the  Commission, be should be i n t ~ r a s t d d  
i n  t he  Co:nrnission -.- or  a t  l e a s t  i n  our a c t i v i t i e s  pertaining t o  accounting -4 
from the  making of t h e  very f i r s t  cn t rg  f o r  which he i s  responsi-blo i n  h i s  
company's accounts; f o r  hc w i l l ,  o r  should, want t o  know what our req,uire- 
rnents a r e  with respect  t o  th?  repor t ing of t!le t r ansac t ions  recorded under 
h i s  ju r i sd ic t ion  and i f ,  i n  h i s  opinion, thzse  requir(?rndnt s a re  u n r r n l i s t i . ~  
or  improper, he s1ioi:ld make an e f f o r t  t c  have them reconsidered. 

should be among t he  f irst  t o  recognize .i;hc n c c e s s i t ~ j  o r  des i rab i l . i ty  of 
adopting acco~inting pzijcedures t o  keep s t e p  with such chankes; and he shoul. 
t ake  an ac t i ve  p a r t  i n  the  c?evclopr?,ent of new, a r  t h e  reconsiderat ion of 
old, p r inc ip les  i n  order t h a t  t h i s  purpose may ba acdomplishcd. 

This you have done and a r e  contirluing t o  do e i t h e r  t h o u g h  act tons  
takan by individuals  with respect  t o  the accounts of t h ? i r  rcspcct ive  com- 
panies o r  i n  a r t i c l e s  pub1ish-tc.d i n  THE CONTHOL*H, o r  by coricerted aotion 

, through the  Control lers  In t s t i tu t ,~  i n  t ho  ;@rm of recomrnendntions i n  connec- 
tPon with, o r  c r i t i c i sm  of ,  proposals of o ther  g7roups 91% Federal o r  S ta te  
bodies involving new or  changed co~lcepts of accounting. 

However, I feel t h a t  as a body jroc have not bee11 a s  f o r ce fu l  i n  
making your views knovm a s  your posi t ion i n  the accounting profcssFon 
warrants. This i s  espec ia l ly  true,  1 think, wi th  respect  t o  t h e  d ~ v e l o p -  
merit of uniform pr inc ip les  of accoulting. I n  Cormissioncr Healyls 1939 
address previously r e f a r r ed  t o  he nads the follovcing statement: 

"The business of keeping t r a ck  of a corporation's  
f i nanc i a l  l i f ~  and f i n a n c i a l  hezlth,  howcver, requires  a 
good deal  more than thc  establj.s&~ent of adcquate mechanics 
f o r  recording c:v-nts. If the  d a t a  acciullulsted i s  t o  be 
use fu l  it must serve t o  cocvey informatiorl t o  those who 
study it. In  t h i s  sense it i s  a language. And unless, 
l i k e  a l angu~ga ,  it emp1oj.s ueiforrn de f i n i t i ons  and i s  
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possible value, either to the management, ,or to those on
the outside who seek to compare the results'of different
year s or the results of different companies.

liTome one of the most surprising fac~s about present
day accounting is its lack of a reasonably well formulated
body of basic principles, or axioms, or hypotheses. The
answer that I have been gdven over and over again upon
questioning publtc ~nd private,accountants on this point
is that such a body of principles is implicit in accounting
and,that many principles are so well accepted that expression
and adoption of them'in written form is not necessary. I
do not believe that this is the fact. Instead, when I press
the point I find considerable disagreement as to what is an
elementary principle. And there is very little agreement
as to what is the proper principle to be applied in situations

'which are admittedly elementary.1I
Although the Commissioner's remarks were made almost exactly

eleven years:ago,'we still lack a substantial body of basic accounting
principles which have become generally accepted.

What can be done to correct this undesirable 'situation? I should
like to make some suggestions.

To begin with, I do not think that the Controllers Institute and
the Commission's staff see enough of each other. Your Committen.on
Cooperation with the'S.E.C. dates back to the very beginning of the
Commission and in the early days took a very active part in the formulation
of the Commission's forms, rules and regulations. Suhsequent to 194.'3and
especially since 1946, although the Committee has made helpful suggestions
with respect to 'new, or changes in old, forms, etc., there have been few
if any conferences between the Committee and the Commission's staff
notwithstanding that we have had to give consideration to such problems
as the propriety of eharging to current income amounts in excess of
depreciation based on cost of plant facilities provided and their replace-
ment at higher prices; presentation in financial statements of appropria-
tions for future inventory losses and contingencies; the accounting for
pensions; the accounting for cOMpensation of officers and employees in
the f9rm of" stock opt~ons; the trea~ment of transactions under "buy-
build-sell-leasell arrangements; and adjustments resulting from the
devaluation of foreign currencies. ~~y of these problems could have
and, I think, should have been the basis for discussions with the
Institute's Committee. I should like to suggest that the Committee or
its representatives meet with the staff of the Commission occasionally
for.the purpose of exchanging views on,curront matters of mutual interest.

Furthermore; we do not have enough direct contact,vdth controllers
individually. Rarely does a controller or principal financial officer
confer with the staff concerning problem? Lnvo'Lved in sbatement.s filed
or to be filed with the Coininis$ionby his eompany. Even when conferences
are had by the company with the Commission's staff, it is by no means the
rule that the controller o~ his repr~sentative is present; in such confer-
ences, even thougJ;1they may involve only accounting problems, it is not
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unusual for the company to be represented by a non-accounting officer, an
attcrney, and, sometimes, by a representatdve of the company's independent
accountant. Huch time and .expense would be saved and many misunderstandings
could be avoided if the controller ~r his representative and a representa-
tive of the certifying public accountant attended all such conferences.

And, finally, it would be extreme.ly helpful, ,I think, if your
Committee on Cooperation with the S.E.C. ,and the similar committee of the
American Institute of Accountants, or-representatives of these committees,
could, from time to time, meet informally with representatives of the
Commission's staff'and discuss "with our hair down" our mutual accounting
and reporting problems. Certainly, had such a meeting been held back in
the early part of 1947 before the problem of depreciation on cost versus
replacement became acute, many of the headaches suffered by all of us
could have been avoided and the investing public would have been spared
the confusion which resulted from the issuance of ap~ual reports to
stockholders in whi.ch ,:.tefinancial statements, and especially the profit
and loss statements, differed materially in many instances from those
subsequently made public through reports filed with the Commission. At
present there are several important accounting matters, e.g., our proposed
amendment to Regulation S-X, which could be the subject of discussion at
such a conference.

Since Regulation S-X is highly important to all persons who h~ve
any part in the preparation of financial statements filed with the Commis-
sion, it seems appropriate to indicate generally what we have attempted
to accomplish in revising it and to mention briefly the points in the
preliminary draft which have elicited the most comment.

It has often been suggested that our rules and regulations per-
taining to financial statements are not to be found in one place; that
it is necessary to read the Commt.safont s published opinions, the Accounting
Series Releases and even speeches of the Commissioners and the staff to
determine what administrative policies may have been adopted which are
not contained in specific rules and regulations. 'Ve have sought to comply
with these suggestions by including in the preliminary draft all pertinent
data contained in the Accounting Series Releases, such accoUnting princi-
ples as we fGel have rec\3ivad general acceptance and requirements with
respect to certain matters which haVe been followed as administrative
policy but which may have been expressed only in deficiency memoranda
pertaining to individual cases or in the Commission's annual report.,

For example, the policy expressed in Accounting Saries Release
No.4, previously referred to, is included, as are tho matters referred
to in Release No. 10 (treatment of unamoz-t i.zeddiscount and expense
applicable to bonds refunded) aridRelease No. 25 (quasi-reorganizatio~
procedure). Among S v""al principles which we think have become generally
accepted and which ther~fore have been included in tho d~aft.are:

(I) Proposed Rula 3-12. Valuation of ~.ssets.
"Except as,othorvd.se specifically provided,
accounting for all assets shall be qased.on
cost. However, due consideration shal~ be
given to evidence of probable loss and, where

-
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such evidence indicates an apparently permanent
decline, recognition thereof shall be made by means
of an appropriate y~ite-do,vn or by the establish-
ment of an appropriate reserve; and

(2) Proposed Rule 3-21. Stock Dividends.
"Earned- SUrplus shall be charged with an amount
reasonably representative of the fair value of
capital shares issued as a stOck dividend. The
basis used in determining the amount so charged
shall be stated in the balance sheet or in a
footnote thereto.1I

A Commission policy not previously announced in any rule is that
concerning the accounting for pens i.on and r03tirement plans which was
dealt witll in Proposed Rule )-24(8) as follows:

liTheterms and conditions of any employee
pension or retirement pJ.an shall be stated.
Provision for the estimated unpaid cost of
the benefits accruing to employees eligible
under the plan shall be made in the balance
sheet, and the basis for determining the
amount therefor shall be stated.1I

Although several of the amendments were commented upon unfavorably
the latter one pertai s ; ; _g to pensions was the one most criticized or
questioned. Perhaps the proposod rule needs clarification. It was
{ntended to reflect our policy that when a. pension plan has been adopted,
if it is not then funded, a reserve or liability covering th8 6stimated
cost thereof, determined upon an actuarial or other appropriate basis,
should be established by systematic charges to income so that there will
be provided the amount necessary to meet each employee's pension claims
on his retirenent.

It is, in any event, our policy to require the inclusion, in
balance sheets filed ,vith us, of the rdserve or liability so determined
with respect to employeos who (1) have retired, and (2) have an irrevocable
right to pensions and are eligible to retire, but have not retired.

As to those plans which legally may bo djscuntinued ~t will by the
registrant, although we fecI, and I think it is generally recognized, that
once a plan has been ent8rcd into, in the absence of ~erious economic
reverses or other unusual situations it will have to be continued, it has
not been our practice to require that tho liability or reserve therefor
be shown in tho balance sheet. Instead we have required that tho amount
that otherwise would have been included in the balance sheet as a liability
or reserve be disclosed in a footnote to the balance sheet together with
the amount estimated to be tho annual cost of the plan and a brief state-
ment concerning the details of the plan.
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other comments were directed at the proposals'with respect to

accounting for or disclosing differences between estimated replacement
cost and book cost of IILifo " inventories, foreign exchange losses or gains,
and status of income tax returns.

I hope that when the next draft is distributed for corn.menteach and
everyone of you will let me know, either directly or through the Institute
Committee, just what you think of it.

In closing I should like to make it clear that the Commission's
staff is at all times available for the discussion of accountinc problems
whether they pertain to statements filed or to be filed or to matters of
general interest. It is only tpxough a frank exchange of views and ideas
tl~ltwe can ever hope to attain a reasonable degree of uniformity in
financial stat.ements -- statements without which our economic system
would be in chaos.


