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PROFESSIONAL ET-HICS AS VIEiRO BY THE
SECURITIES AND EXCHANGE cOr~~SSION

I

" .:An e:xamination"of Seeuri ties and Exchange C0Imni ssion
.publications, indic.at:es'that cons t der-ao Le 'publici ty has been
. given to. the .viewpoi.:nt 'of the Commission with respe ct to

the ethics or the 'account tng 'profession; consequently, my
comment s , to some extent, will ,be reJ)etit'ious;

That the comm~,ssion shou'Ld have 'a direct 'interest in;
and t.he r-ef'o r-e. hold 'considered views 'upon, the "ethics of
accountants' stems 'from statutory requireloonts of' the Acts
administered by the Co~~ssion. The'Securities Act of
1933 1/ provic1.es that financial .statements 'required to be
filed-with the COTlTI'lission"shall be certified by an in-
dependent pubil Lc or' certified accountant", and the Se cur-L»
ties Exchange Act of 1934, 2/ the Public Utility Holding
Company Act of 1935,3/ and-the J:nvest~1ent'company Act of
19L~0 !V pe r-nl t the Com..mission to r-e qui r-e certi,fication by
"indeoen"lent public accountants." The Com"!lissionts rules
require, wi t h. minor exceptions, that financial statements
filfd pursuant' to' each of these I\cts be so certified.

The wprd ethips connotes an ethical system. Ethical
is def'Lne d by We15s"'ter1\S "that which IS professionally -
right or befitting; conforming to prores~ional standards
of conduct."

•The American Institute of ftccountants long ago pro-
Mulgated Rules of Professional Conduct applicable to its
members, and the fact that these'rules are familiar to,
and honored by, most Institute'members is in"licated by
the relatively few instances 'of record.in which they have
not been lived up to.

Your own John Carey's book, Professional Ethics of
Public Accountants familiar, I am sure, to'a1l or-you,
states very c1eal.ij-\-fhatis expe ct.ed of' a practicing ac-
count ani;(. ' ,

Your rules and Mr. Carey's book,-together with
n~erous articles'a?pearinG in the Journal of Accountancy

JH1.n o tihe r- ~roressj,omil pub Ld ca t Ions from time TO'time,.
should leave no doubts in the min~s of the readers thereof
as to what constitutes ethical (and unethical) professional
conduo t ,

Schedule A, paragraUhs
Section 13(a)(2).
Section 14.
Section 30(e).

25 .and 26.
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, The Commds sLon has pr-omukgabe d no code of profes slonal
co'n'du~lt,: as'-euoh , p~rtaining' to a ccounbant s c.ertifying
statement~' file~ w1th-~t. Its rules in this respect, are
confined principally t'o~ those 'dealing with the pro.fe'ssional

.s'.tfl"tus of acco'untiantis anti the' re1 :.itio'nsbips between them
and the~r clients. 'Thus Rule 2-01 of Regula~ioh S-x states:

, - ...

\'

,

; I.

. t1(a)"The CoJTimis,sion'wil,l not recognize 'any
per-son a,.s a"certified pub.Lfc aoco untianf who' is

, not duly registered and in good s tandt ng as such
"under the' ~aws'of ~h~' place of,his residence or'
"principal off'ice. ' The, Coniplis.sion will not r-e cog-.
. nlze any'~person as ,a publi~ accountant who is n?t

in gOb~'stan~ing anq'entitled to practice as such
,unde.r.' the' la.ws' of the p-Lace of his residence or
principal' offi"ce:, ' .. ,

':. ~-.. r (

.tt (b}' The (10l11T'llsl6'ionwill 'not ~ep'oenl~e any,
. cer ..,tiried puo'Ldc accountant. or public' accountant

" as' 'independent who is' not in fact independent. -.:
_ For ~xampleJ Rn accountant will. not be con~idered

._,' iriftep'ell'~ent lvi th rr- spc ot J to any pf'rson,. or any .
: ' affiliRt~ thereof, in whomhe has any financial

i , , Lntie r-e s t , ..Hrect or in rUrect, or 'wi th ..wr.o~ ho is J
or was 'lurfnr: the pr'rior1 of report, connected' as
a promoter, underwriter, voting trustee, director,
6ff1cBt',. or' enipli:ryE"'~~. .'" ",. .' .~.. .:' . . .

.fi(b) In determining whether' an accountant is, in
f:a~t.in~epen~6nt with' res~ect to ~'particu+ar
reglstrnnt, the Commission will ~~ve appropriate
consideration to all relevant circQmstances

,i~~luding cV~dence beari~g on. all.relati~n~hips
~.:,bctween t.he accounbarrt [mel th~t registrant or

.-al?-y:affiliate thereotJ.,' and will not .corit'Lne '-i~se,]£
to -the relRtionships existing in connectiQn with
the filing of reports wi th the Commission,"

,", i

: Pnraeraph ( c ) 'of the ,fo'regoing rule was adopt ed 2/
.~~~:,~:n.lb~'Cq'U~nt'~?, ~p,(' 9.rieinal' .pro'mul~ation of' Rule 2-01. Its

~doption was announced in Account~ng Series Release No. 37
wherein 'it was stated that:

" 2/. ~~1?~grnp'h.,{?J. has s.incc been, amended for clarity. See
Account.Lng Scr~cs Rr-Lc aao e Nos. 1+4 and 70; the latter
announced, on Docembor- 20, 1950,- a general revision of'.
Regulation S-X,

.'
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"The amendment makes it clear that, in de t er--
mining whether certifyi~ accountants are in
fnct Ln-tcpe ndent as to 11 'pn.rticulat' company,
there should be taken into account the circu~-
s t ances sur-r-o undLng not' only the work rione dn
certifying st~temcnts filed with the Commission,
but also other work 00ne for the particular
company by .such account.ant.e , including the
cer~ification o~ any finRncial state~ents which
hl'l.ve been published or 'otherwise mnde generally
ava LLabLo to security holders, creditors, or the
pUblic."

It will be noted ~hat. in0epen~ence of accountants
. with respect to their clients is the main theme of Rule 2-01

-- a subject upon ~nlch the no~missionts views have been
expressed sUf~iciently, I think,. not ~nly by the rule i t-
self but. .aLso in the numer-ous publ.Lshe d r-eLeases and
opinions of.' the CommiSSion, 2/ particulaY'ly an address of
Oh.a I r-m-m Cook of the Co:nmiss'Ton at the annual meeting of
the Institute in Boston in oc~ob~r 1950.

~ I shall therefore direct my'reMarks to other consid-
n~ations which; although perhaps they do not invo~ve
ethics at all, are hi'ghly important to the Commissdon in
determining whether certifying accounbarrt s are fulfilling

, their par t in' the' presentation to the investing pub'l Lc of
t f'Lnanc l a'l, s t at ement s which contain full and' fr:tir rUsclosure

of all Mat&rial facts necessary for the Making of finqncial
. decisions, . ,

Hi~h on th e list of such consi.der-a t ions is the f'l1ilure
of some accountants to mnke themselves familiHr with the
Com'Yl'lission'sr-uLos and ' rE'g,.tlA.tions pertaining to f'Ln ancfnL

.statement presentation' 8nd 'the ~ccounting principles upon
which'such stqtcmcnts ~re based. Th~~c can bo no accept-
able r-oason or excuse for an accourrt nnt who'is' practicing
as such, and pa r-t LcuLnr-Ly one who has 'cer-tif.i cd OF pro-
pOSQSto ce.rtify f'Lnanof al, s t n t emorrt's filed with the S.E.C.,to be uninformed in 'this respect. ., .

It is, or should be , 1'1ell kriown that the_cen~>nis'sionts
rules Govel~ing the form ~nd oo'ntent.of financia~ state-
ments :riled pursuant to the lQ33, 19J1~, 1935 ann 1949 Acts

. are contained in a single regulation ,t"itled Rcgul.nt Lon s-x
I

6/ See, for example, Accounting Series Releases Nos. 2, 22,47, 48, 59, 67 and 68.
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which wns_~riginally a~opted in Febru~ry 1940 gnd was
revised in December 1950. Both the original promulgation
nnd t~e sub~equent ~evision were submitted ~o the account-
in~ profession fo~ suggestions and comments before being
issued. Tho October 1949 Journal of- Accountancy contained
an, nr...tic1.e commo ntiLng 'lipon-me:proposeCl revisIon and
nrg1.nr;-bhat suggestions and Viel-lSof!. Instituto members
th£reon be submitted tp the,Com~ission. M~ny members of
the -pr-of'e ssd.on submitted comments;' criticis'ms, and sug ..
gcstions, some of which. now nre reflected in the revisedregulation.' , ,'" '.

,
Issuance of the revised regulation was announced in

Acoounting,Serios .Release-No. 70, copy.of Which was sent
to the sevePal.thousand ~ccount2nts' on our mailing list,
and many o.t.he-r-s . 'roques:t-edand ob tained the r-e Leaee and a

• copy. of the regula t Lon s, In addi,tion'two' arti cLes.
appe ar-e d in the February 195.1,Journal of Ac'countanc!y
di,scus-s ing t1';leregu1.ntiori'Rnp.' pnrtio'cula'r"IYthe chenges
th~rein ,and their signiric~nce.

1 :

IJ'llplementingRegulation S-X are the Accounting
Sof;r.i.esReleases, ,'01' 'whi.ch.thc-r~~are nO,,"1scvcrrty ..two,
Hhich, were s-t.arted,11'1-1937'.' fo.r the.'.anneunccd pur-pes e "of'

, corrt r-fbut iong to the deve Lopment.r o f" un lror-m standards and
, pr-a ct Lce in m~j.or,B.,9co\lnti,ng"qucEtaons."This' series of
.r-e Loa.ses serves, t1,S .one means of, acquainting the profession

" .nnd i:ndu~try.~vith the: COrrL'1li-ssioo' s views -- its po Li.c Le s,
'..nctually --;wlth r-e spcbt'.:tc"accounting princi pLes and

prnctices upon whiCh either the opinions of t~e accounting
profession have not become settlcd or there is disagree-

"_ ncrrt as to the' accept nbili ty thereof.' .
. . .

..

.Ench yCAr since the Commission '-Hl.S established bno r-o
;,hns been transmitted .to the Congress, pursuant to statu-

tory requirements, a r-cco r-b. outlining the Activi ties 'o'r
the .Gomm lsadon under the/.In.rious stia tutos 'administered
by. it_ E~ch'of. the seventeen suCh reports issued to and

•,tncluding:the one for the fiscal.yen-t>'ended June 30, 1951,
has included comment u~on matters of interest to,account-
ants, particularly thosp practicing before the Co~mission~

• £cglnning with the fi~th of these r0ports (fGr the fiscal
yt.~r en10a June 30, 1939) a separate section has been
1,evoted to a ccountd ng and auditing activities. Many'

'problems, some new, some old' but rejuvenated, 'but most of
them controversial, have been dep,lt with therein and the
Co~issionls views ther.on expressed.-

• .. ~ • ' 
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These hA.ve included: .the "all-inclusive" versus the
"current operating performance" type of income statement 1/;
the "statement of fin mcial posi tion" and "sin~le step"
income statement versus the orthodox balance sheet and
income stA.tementV;. reporting of so-called "tax savings"

'.or "charges in lieilof taxes" 21; roletiona between and
inconsistencies in financial ~nd tax Recounting prac-
tices 10/; accounting for "emergency facilities" Rnd the
tax efrect of "certificates of necessity" issued in con-
nection therewith Ill, .employQest penSion~12 ; inventory
~nd other reserves aeainst future 10$86s 13 ; doprecintion
provisions based u90n ~stimated replacemon cost oP fixed
Rssets as comp~red with the generally accepted aceo.unting
concept that such provisions should ~mortize thQ,cost of
such asaet s ovo i- t heLr- anticipa ted useful lives W;
deve1o~me~t of new.termino10.~ f~r reserves .and'surp1u~ 151;
"buy-se.ll-1easc" f'Lnancd.nn 16,1;,accounting for "st ock
dividends" ani "split-upsW rv, Rnd devaluation of foreign
our r-cno Lo e , ~. . ,

Notwithstanding the publicity thus given. our raules
and.regul~tions nn1 the Commission's views on accounting
and fin~rteial stateme~t prcsentationt it 1s Rlmost a ..
daily:occurrenc~ th~tl some accountant inquires where our
accQunting rules Rre to be found; or a~mits that he is not

ffamfliap with Regulation S-X -- we have ha1 instances '
where :theaccountant has never he'ar-d of this regulation;
o'rwhether we Hill accept 13 "single-step" 'income st atiemerrb
in"lieu of' the orthodox one; or whether goodwill.or- ather
Lrrt angd bLe s- may be wri tten off agatnst cqpital 'surplus;
or whpthcr the loss on s~le of a fixed asset.may b$' charged
to enrned:su~plus.

. ", I

'.. ,. f'~ : f

':lIl1th. Anmu'l1'Report; p. 88; l2th, pp. 117:118; 14t~, '.
pp. 111-112; 16th, p. 159; 17th, pp. 164-165 •.
~ 13th Annual Re~rt, pp. 127-128.
9/ 11th Aru1ual Report, p. 88; l2tht PP. l16-l17~I~IL2th Annual Report, p. 116. '
IT/ 13th Annu~1 Report, p. 126. '
:rtf 1'3thAnnual Report, ')").128-129; 16th; pp. 157-158;
I711h:, p ... 1~4~.,... ".. .
13/ 11th Annual. Report, p. 87; 12th, pp~ l14~115~ 14th,
pp. 110-111; 15th, pp.'178-119. .
14/ 14th Annual Report, pp. l10~111; 15th, Pp. 178-179;
~/ 15th Annu~l Report, p. 9.
r5/ ~5tn Annu~l Report, PP. 181-182.
11/ 12th Annual Reuort, p, 116,
~/ 16th Annual Heport, np. lSA_159.

• ~ • 
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Then the:.re.are' those':Wh0 Lgno re our- r.equirements,
sometiMeS'with the explanation, when we find a statement
deficient, tnqt they hRve found' precedent therefor -in
sta t emr-rrt s of other companies filed with the Commissio.n

.or in reports' to stoekholders~ Usua~ly it develops that
the statements upon which they relied either had not yet

.been eXR~ined'by the sta~f; or'had been examined ~nd
deficiencies citBd'b1~t'~ot yet 'complied with; pr the
st~t8m~nts filea with .the Co~mission:were'different from
those' corrt ad ned in r-eno- ts :to sto okho Lder-s , others ignore,
or appear to'"ignore" pur requirement's because t.hey have
misconstrued th~m; more often than not because of-legal
interpretations made without rr.gar0'to accounting pro-
prieties.

Oc~asionally an accountant di'~~grees in principle
'IfIith some -spe cific requirement. and , t.Tlthout making his "
point of view known to us~. certifies: sta~e~onts which
ultimntely may be reluired to be amended.

Unfortunately, most instances of non-compliance do
not .como to our attention l.mtil.statements are' filed, and-
amendments therefbrp'nre necess~ry. As a rcsult,.in the
case of state~ents under the 1933 Act, it often delays,
t"inds omet Lme s e~,.enstops" .the offering of se curi ties.
The extent to which amcndmerrt s'are ne cessar-v to financial
statements filed with the Co~mission before~they may
become effectivB is indicated by the fact that during the
first six Months of the current ye~r deficiencies were
cited with:r0spect to 160 statements out of a total of
385 filed pursupnt to the 1933 Act. Most of th0se
cleficiencios resulted from f''lilureto comp Ly vii th our
I'equirements and neV0r should hHvc bAen necessary.

Regardless of the reasons why certifying ac~ountants
many times fnil to co~ply, or obtain complianc8, with our
r-equd r-omerrt s , it is of' extreme importance to a'LL. conce r-ned
th~t they be complied~with and,any~aqcountant who certi-
fies or intends tp cortify statr-mepts filed with the
Co~ission should mnke certain, th~t,he is completely
f~miliRr with the aDplicQ91e r~le~ and regulations; if
he ~is~grGfS w~th or has ,any aue~~ions :concerning them he
shoul~ contact" the commission's staff well in advance of
filing ond make gert~in that tIle ~tf.ltcmcnts'are propt,r"Iy
prepQred~ F~ilure to do po, in my opinion, results in
~is'sel"'vice".to {lis client.' . ,\. , , :

s .•An exp~plc of t~c type.of si~uation I have just
referred to involved the rcflecti9n in an investment

~.-

-
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:~b~p~nY'bhl~n~c s~eet'of, ~ p~6vision for Fed~ral income
.' 'titkt''S,,:1n "tl,ospoct; of' unr-erd.Lz ed ' 'a'1pr'cc'if.ltion on ;invest.:.
meilt's: :.:....'11:.spcci:fi'c req't'lirt,ment' contained in Rule '6-02-9
of:Regulat'lot;(S':'X'io r~ this Lnet ance no such provision'

:"WRS'made ~ltnbugh to 'hhve' crone so would have reduced 'the
~neb'~sset'vpl~e'6f th~'compnnyts. shnres (f.\ ?ieniflcnht

,', it~m,to investo'rslifl~Su.ph eompand es ] more than ~5;'&. ':'.',
.,"'"",'Al'rfendment"'of'the' s t a'tomenf w.as rellu1.red. "

f ..... ,~ : ,~'I: '.' .I'~. ..I

"J , 1n' nnbth'0.r\:oaso '1.1 r('ogistr~A.nt included in its balance
sheet conc oLned t n a, 19'3-3Act proposed filing 1.1 subs t antd a'l
write-up reflecting the estimqted vnlue of 'oil reser~es.
After discussion ~ith the staff the bnlnnce Sheet, minus

:;,.th~' writ'e-up., was :fIler! p.lmost immediately~ It w~s clear
'; t.hat 'tne, aeccunt-urt h ad some doubt that 'the staterorint AS

proposed weul.; msec'<our- l:>cquircments and he had ' therefore
prepf.\red two balance sheets, one with qnd one wit~out the
write-up, 'either or which it Is assumed he would have
ce r t.Lf'Led 'without "qua1ifi cationa .

-;' J . ~. r ... .. ~ "
, 'The' e:kamlns.tlbn of" another' recent regis tra t10n etate-

merrt by t-he:'staff-:in(\icated poas LbLe r-eLa t Lonshf.ps between
the certifyinG accd~rltnnttatid the registrant which cast
considerable ddubt\~pOfi the accountant's independence.
These re1rtion~hips proved to be sucR as to place the
accountnnt in vio1~tion of Rule 2-01 of RegUlation S-X

.' .natw:i:thsttandtng his "~~{amis:si'dn'.that he' was"'familiar \'il th
,the '~ul:es' :.'but':ne\Tie'rt'h:o'l-ess,.'c'onsiderodh:lms,ilfllcorilp'ie~cly
indepmiricnt,""'" It";\\1'as".nEtC'ess'aryfor the registrant "to' ,
obtain another, nnd Lndopenderrt ,' 'aooounbarrt 'and a new
awli t , H:i: th the result that bhe ,of'f'cr-Lng of secur-LtLe s
WR~'. 'dEYlrt-yeet, s-ev-e-r'al w'eelrs .., . ..., . ,

t :." : z 0. ': .... i .

~,Ct)rtlln:r~sih~;'~1ui're-me~nts'are not: bho 'only ,l?~esumed-to-
b~."wEj,'l'l-known p'ronouncemont's 'wIth \-fhich too ronny account-
qnts '~Te. ti~ram1l1Rr~ :or ,6hoosc'on occnsion to ighore or
.disR~Jee"w1th;' ThO.acoount.t ng and 'fn.iditi'nrr pr-ocedur-e
bulletins issued by the Institute, the ~rticles and
editorials Rupearinp in the'Jou~nal of Accountancl, And
even the Institute'S rules or-ethics, raIl into,tqe s~me

, ., '.,. ,.. . .'category.-': ;., " -, ' _: " ,',,' , '
l' ...'l"~ r : '.,,:,\. J', ,,:." .. :. _~ r~: ":. . . .:. "

For example~ while preparing this paper I received
':,a .'phorre'.c~ll' from an 'sccountaht Lnqud r-Lng 1olhethep, in ,

mA:kihg"ari"'a,udtt for,':the' 'purpo se of pr(>paring fine:nclt-11-.'
statements to be included in a registration s-tia t emerrt, ,,-
it was necessary to confirm (\cc~unts r~ceivablo. and

~ .: veri:f'y' invEmtories." {Incidem'tally,' the account.enf had
"been audl'ting. the 'compan:v:' S aacount~ ,for ,s'ever-,al 'ye:a.~s'::
but had never performed ei ther of .the'se procodur-e s', r ',.,

••••• ••••••• " ~ 
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Recently'an account~nt certified a stat~men~ which
in a material. respect. was not in aec9rd with.an Institute
account~ng res~a~ch bUlle~~n •. He sought to justify ~is
action by reliance upon.t~~ ~iss0nt of. a member of the
committee.expressed in th~ bulletin.: Another accountant
stated. that he' does not pay too much attention to Insti-
tute.bulletins because' they. are..rner,elyrecommendations or
suggestions of ? Group of.individuals and carry no enforce-
ment l'l.uthopity.Still others appenr to "pick and choose"
the bulletins ar.parts.th~r0of when they will.best serve
to support a perticulap procedure: which they or their

.clients favor. ' .. . .
One of the Institute's Rules of Profe$sional'Conduct

which apparently has not received as much attention as it
should is Rule 5{d) which'rends ~s follows;

"In expressing an opinion on representations. in
financial statc~Gntg which he has examined, ~
member or associate shltllbe held guilty of nn
act (US credi tp,ble.to the profession if ':io ~t- ~t- he
fails to Acq~ire sufficient information to warrant
expression of an opini~n, 'or his exeeutions are
sUfficiently material. to 'negative the expression
of an opinion."

It''is not an uncommon occurrence' for an accountant's cer-
tificate to incl~de exceptions which completely negative
his certification. For exrumple, one recen~ly filed
contained the stat.emerrt e ,'.

, "These amountie j'rcferr:i.ngto cer.tain receivable!!!
have been estim~tod by the company on the basis of
devo Lopment s and information ava.ilable to'date,
but we are not in a position to vorify or confirm
the tentnt.:ve.accr-ua'L of'~}-::-~:-[Ehe's.enmountg and
the account-s correspondingly aff'ected.therE'by. ~

, t

"Subject to the qualifications stated in the pre-
ceding paragra~hs, i~ our, opin~on f.Ct~.~.7."

.T[le amcun t s referred to represente'd more than 25% of
the registrant's total assets and more than 50~'of .its
net assets.,

Obviously this cprt1fica~c was unacceptable for regis-
tra~ion purposes andt in.my. opinion. w~s violative of theInstitute!s Rule 5(d,., .,

~
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Reference w~s made previousl~ to ~n investm~nt

comp~ny b~lance sheet in which the required provision
for income taxes ~nplicable to unrealized appreciation
on investments was not reflected~ Notwithstanding the
~act that ~~is ba1anc~ ~her.tf~i+ed to meet ,our,specific

'.r0quire~nts, ~nQ was amended, the ~ompany'~ repo~t to
stockholders, which-pursus~t to the 1940 Act 19/ is
required to'be sUbmitted to stockholders ~nd to contain
f'LnancfaL st atiomentis 'which are'not mat(.ria'llydifferent
from thOS0 filed"with the com.,'11ission, did not r-ef'Le ot
the necessary prov~sion for income taxes.' Thus ther~
was a m~teri~l difference betwoen the two finaneial
st~tement~; nevertheless, the accountnntis c~rtificate
was the sqme in each c~se.

This situation raises R sor-Lo us questLon as to the
propriety of the action of 'an ~c6ountnnt in furnishing,
the same uriqun Ldf'Led cer-t Lf'Lcate lo11 th respect to materially
different f~nancial statements, each of ~lich purports to
present the fit:lancinlposition of D;'compa.ny"in accordftnco
.with 'r:onerrrllyacccpted account.Lng princJples.", lIehave
hqd to deal with several such cdses, pnrticular~y where
reserves .fordepreci~tion of fixed assets are deducted
from the applic~blc 2ESdts in statements filed with the

"Connnission,but in reports to stocld101dC',rsar-e shown ion
the liabil~ty side of the bal~ce sheet. 20/ In my
opinion such pr-a ct lce is subject to critiCTsm, if for no
other reason ,than thnt the growing inclination of investors
to place dependence upon ce~tificates of certifying ac-
count~nts can only be r~tarded the~eby.

One more,matter whlch has giyen t'l.ccountants,the
Commission's staff, ann the nublic, he~d~ches, ~specinlly
within recent mopths, conc~~ns the financl~l statements
filed b~ broker-deale~s. Thore are more than 3~OOQ of
these state~ents fiIAd each yoa~ on'~ form (X~17A-5)
prescribed, pursuant to the 1934 Act, in CO~MiBsionts
Rule X-~7A-5.' The purpose of these reports'is to-furnish
a basis for deterMining ~hethcr certain capith~ require-
ments~of securities brokor? and dealers, prescribed by
statute, arc met anrito proteet thetr ctlptomerswith
respect to:fun~s or 'securities held for ,their ~pcount •

•

~91 Section 30(d).
:gQ/ Sec, for exnmple, 'E. I. du Pont de Nemours & Company.
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During.the past year. at least half a dozen cases
hnve come to our attention where officers, partners or
employees of these broker-deAlers, have violated t~eir
trust .and h~ve misappropri8ted amounts of as much as
several hundred thousRnd dollars. In.each instance the
'finrlncialstatements were ,oertified by pres~nbly quali-
fied !\:cc'Ountants.Whether' or not any of th!3se tt~hortagestl
could h ave been Rvoided,. or disclosed sooner, had the
crrtifying ~ccouptants done any,more, or proceeded dif-
ferently, in their pxamination of the'accounts involved,
ean; of cour-se,,only' depend upon the facts in each case.
I men~ion ~hem only ro~ th~ p~rpose of'emphasizing the
extreme ~mportance tp,.&ccoup~an~s engaging upon examina-
tions of this type of making tpemselves ~nti~ely familiar
with brokerage practices; with'our minimum audit require-
ments ~hich are,prBscrlQcd in detail in'the instructions
appIdcabLe.~o;Form X-17A-~; and lITith-the euandar-d vnudd b

,practices of tlH~profession. ''
• I • 

, l1hile.the,several-Federal statutes designed for the
protection of irwestor~ 'a~ well as the expressed view-.
point~ of t~~ Commis~ion, point up the extensive depend-
ence I pLaccd upon; the aocounbtng pr-of'e ssion in carrying
out the'purposes of ~he statutes, the responsibilities
of the pl'ofession to -Lnvestor-shave long been recognized.
~1uchh as bcen s'n~d and iU~i.ttenon the aub j ecb, One state-
ment which I t~ink.is.papti9ularly apropos is.the follow-
in<~ronde in 1\ l~c~u:;:1eentitled "The Ao countarrtand the
Inv~stor.".deli~cred'at Nqr~hwestern University School o£
Cortmer-ee in 1932 1?Y~Mr. George O. H~y:

. "I l;lC?ulrlnot .h~tv~ -you think that because the
investor is.not his immerUate client the !1ccount- .-
ant owes nothing.\o;',the.investor 'except legal
dut~os and ebhd ca.l, obLdgzrt f qns , This is .not , of
cQurse, the fact. It is to the investor that he
~W~S his entir~ practice in the field of ~inancial
auditing, an0 it is only becnuDe the in,vestor
exists, snd ~ttaches weight to Rn accountant's

,.;report, that the banker employs the accountant's
services in this field. And the .continued success'
o~ the accoun~ant is dep~ndent on his r~tnining .
the confidence of the investing public. An en-
lightened self-interest, therefore, as well asself-respect calls'for the maintenance o:f' ~lC-"_ ..... '- ~.
proper ethical st-mdar-d by the prRRtitioncr.",

.. ..~.
--000--
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