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..... to 1Ddlca.te that c.aiderable pUblicity hu been given to the

Tlewpo1nt of the Commiaa1on with ra8peat to 'tho sUbjeot ot 'the 1nclepen-

cieno. of pUblic "ocOUZltaa~a0' thfJ ethic. ot tbe prot •• ale. lIo.. ftr.

a short rene. of tM •• b"'ot &ad. anal7l1a of cCMBlld•• lon .tate_ate

thereon -1 be appro,r1&te Ol\ this ...... toa.

The s.oul"1tie. Act of 1938 requires that finano1&l at.a.te_ta

oontained in reg1etra.tion atate_nte filed with the COIUli.nlon parnant

to sueh Aot be ..... titted by aa 1J14epeD4ent public or _I"titta.

aeeouatant. tt The Inwst1lleBt Company Aot ot 1940 requ1 .... ttat tinaac1al

state.uta tU.. there_.r be "..ooOlllpanled by a .. rt1tlcate er 1%a4epeB-

4ft1: public aooountants." the liecvi totea hub- .. bot ot 19~.... the

Publio Utility Rolding CQmpaDJ Aot of 19&6. while uot requiring oert1tl-
oatton of tinanoW atate_nu. proY1de tbat the COlUd.slIlaa. -7 requlN

Geniflo ..t1on of fin&DoW ata-te_ata 11'1 which SWElt the .. rt1tloatlcm

.at 'be _de bJ "1n4epeu4eDt pubUo aoooun\M.u." Iou.e ot tun Jl.8ta

_auilla .. detml~lGU ot the teN -inapendent" ana I think tlaat the

.erWng or th1e ooaoept 1fU righttul17 0Ol1.1UN4 b,y the Conzr- .....

a proper ttmotion to be 401egat4t4 to t1le COlB1aa •• whl.h would., •• a.

reault of experlenee. be in poaltioa to •• pi; the _t1nitloa to

Wbate'geF uip1'lol •• the tu1Nre a1ght hol4l. certa1Bly there ooulet haw

been no 40\11)\ -..oac tM Maben of the uoouattng prot.uion .. who lad

• 
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Deen .4uoate4 .. tl 'ra.d to Alan their 1Ade~oe ..... 1'1'1_

ori:terlc ftt ....... tu1 publl0 praoU ...... to -eM alr;ni!"101lnoe and

bUto objeotlw ot the .000.. p~. the earlieat Nl .. aclopted under 101w

S.our1 tiea ~.ot ot 19a1 iaolv4M the &BnOIDlO ... t that

-lfbe COIBl.. loa will not N-oo,;nl&e any".rtined ..ceount~nt
or pUblic fLCoountaDto... iaaapeJldeat who 1a not in faot 1nclepea-
deat. AD acoo_tanto will not be oanddered independent with
rel,.ot to &By penOtl 11\ whoa he hal &81 aub8tuti ..l intereat.
41"'0' or 1M1.... t. .,.with whoa he 11 o(lll,1UotIJda. offioer
..,1.,.... "" •• 1', \lDAienrrlter,t!'Ute.. partner. direotor, or
,.nc ,.~'" .1ail&1" 1"1metlona••

It would. appear that thi. rule 1s .. rely tJ:l a4opbloD by the

11'1proportion to the 16,¥,£en~r of certified financial etate-

_01;. tU •• with the e..s.••leu relatlwly f.. -riolationa ot t1\11

Nl. haw .... to tbe atwattoli of tiM Cosal.. lon' a .Wl. 1JoweYer.

1a ..,. iDa ouatanta arul 1;n-1r cllen.t. law been apareel the

.xpenM aa4 a\ ot stop-or4er or 4e11at1ng proceedings b1

obtall1tac • nl1a& as t. 1Il44tpn4enu prior to fl11n& certified et:at.-

... ta. 1M ."'1' u4 ftr1e\1 of tbaa. oase. 1e" to .. revi.lon of the

Coas1 •• 1QD.t. rule. em lJIdaperuwnoe on I'owmber .,. 1942 (J.ocoWltU1g Serl•• 

aele ..... 0. ST). and OIl ., 24. 194:5 (Aceountlzq: Serie. RBleall. Wo ••• ).

a. that tha pel'Uunt p&ngn.pha or £iule 2-01 ill Regulation SeX I10W read..

-(b) n. COl&'d.Nlon wUl Dot reOogniz8 anT ceniffed publ10
... __ taat 01" p1llaU.e aeoCNlltant ... 1ndepaB4ent lIbo 18 not 111
tut 1DdepenMn\. ror ezasple. an acoountant will not be eon-
atM,..4 Udepea4ellti with l'tUlpMt to 8.1.1J pereon U whOltbe baa
.., .1lbataat1al lD"re.t. direct or 1ac11... et. or with .0Il _
1a........ du'1D& tM perloe! or repon. ooaneotecl ..... pr-.o\er.
__ Nr1t8r. 'tOting tt"Utee. direotor. ofticer, or .apl.,..•.

~ • 
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"(0) In detendning whether &naccountant 18 in rut
i.JlUpuclent with fta,..t to a. particular Ngtstran't. tht
001llll1•• 10n -ill gi.. appropriate "esl4eration to all releftDt
olrouutan ... boludiDg _v1de."'tCM 'bearing on fill rela.tlo%\ohlpa
between the &cOO\U1tant and. that reg1atJ'lmt. an,4 will not
oontine 1t.. lt to the relationship. exhtint in conneotion
with the flliDg of reporta with the CO:sU.8ion."

state_at .. __ de .t wldeh I quote parts

"The amendllent _hS it elKr that. in determining whether
c.rtltylng acoo_tets are in rut 1ndepea4eat..a to .. pant.laW
QOIIp&DJ'.'the", sholll"- be taken into ... count tao o1rowu~ ...
Burro_ding net 01111'the work 4._ in "n1ty1.ng atat __ nt. til.el
with tlw COMd.sa1on. hut alao other work tone for the particular
o~ by' .UGh &ocoun1:anta, lnclurl!:ng the oertitloe.tlO1l ot .. ,
tlMDo1al atat.eMata which ba.'Ve been pu'bl1ebecl or otherw1.. _de
geurallT a.ftilable to .Hurtt)' holden. creditors, or the p.bUo.

• • • • ••• •It__ Perhaps the IlO8t orit10&1 uat of 'the actual1ty ot
IUl aCCQWltant' a independena. 18 the atrellC'th qt hi. luuten.ee
upoll tllll di•• l....... t tJ"dootlQU betw.ea the ocmpeJlT&Il4
._bera f4 lu -.g..-at u l:£l41vlduala, •••• slon to the
wlahea of the ~._t h nch OU ••• at Int"Titably 1"*1•• 
a aerio .. qustion 'La t~ whetMr tlw acommtAnt: 11 in tact
1ntlepenun~.. l'o",o," 1", 1n GODai_riag whether an aoeolBltut
1a 1D ~t lDd6pendent, non u08 •• 10n to the wiehea or tblt
-.aago.nt 1s no 1•••• 1gn1t1oant 1rhtm 1t occura with reapect
to 'the ti.rsa.nc1e.l state.Db 1nolucle4 in IUl&IlXlual roport to
a80url\,. holdera 01"othcnw1ae _de public tbl.u when 1t coour.
wlth respect to ,tate_D.ta required to be ti18d .ith ttw
COII1I1•• loa. ..

On "'.. u.r;y 26. It •• Aecouatic& Serle. Releau -'0. "'1 W&4 puhl1abe4

which preeen'becl .. nlU16ri ....tion of the Nl ..... of the Commadon on

the eUbjeet of 1nG8pea4e1loe ot accountants toget.lier w1th .. OoapUfo;'t10D

or hitherto lIDpublbhed rul1npthereoD 1n oases or inqu.1n.a al'biDg._l' tbe various Act. adld.nl.tere4 'b7 theo CODI'Idulcm. '1'h1a Nl ....

oOBtained tbe atate.Dt tthat:



MIn~M ot the gNat _Jority of .f1D&rlc1al .tate_Ate
tl1ed witt. COmIld.elou no 'I_etlan hal bHn rais.d u to the
laOpn4eHe of 10bl MrUfy1n& ac.ountant. Eiow~. In aadltlO1l
to --- for-ad deo1eions --- there haw ~en SI6Ul1' inforal
ruU,ql iA .... <>16\r1I1u, w:ukr the ~eOurltl •• 41: of 1~3Z. the
Securlth::: :':lt~hfoD~. -not or 19M. or the Investaent COllipQ)" fot
or 1140. It 1. :lot r.... tbl. to present adeqlately 1& IUWJaIt.Fiaed
tora tM ci~waatenoe•• d.I1;laf; in part1o"lar oue. in .hioh it.. de._hut. aot ~o .. ,t1e aa aeeOW1taAt'l 1D.tlepn.denoe.
1he --- oOllpUatlan the ... toro 1ncludelS only repro,enuti ..
ezaaple. of ..... in whlch aD aocountant ••• conaldere4 not to
be 1adei'eUnt with respect to .. ;>artioular OCD.PtU11. '*

'the ftl"loua uti a4a1Dl,unul 07 the S.E.C .... I haft indicated

ahow did. not 1ntroduce .. new idea of in"~ndf;n" 1n the work of pUblic

~. that 'lace April of IiI: all eorpore.UonaapplY!nt tor

U.at.1n&of t1wir ... vlt1e. were &Iud to acre. that tuture ana_1

tblaae5&l ,u.t._ate would" aucllied by indepeDdent public aecountaata

azul an....My 1. lia all l1at1D& applloe4.tlO1U1 froa oorporat1on8 were

reqw.re. to oontain the oen1tleaw of 1nclep!luk!!J:a.t public ae09\U1taJ1ta.

'l'lw almOllll8_nt ... 1; oa. \0 eq tb&t Npre.eutatiw noue. au bank8 of

In_ 'beli ..... tlla plan to be ltaOWl4 aacl oacalat.nt w1th tba blpor1;anoe

ot attori1Dg to the pubU .. the moat complete and. 6l00urate 1nfOnu.UOA

in recari to tM ts....W oowUtiOA of.' corporatione who.... ouriti •• ..
..... publ101y dealt 1a. ft The •• ope or the udit 1f1Ul to be not lea. thw1

10bat 1JUl1... Wd. 1n the FeU ...a1 ••• ne 3o&r4 puph1.t of .f. 1928

.V.ritie.tl_ of Finane!..l 8taw-u." A ",vialon of that paaph1.t

publiahecl by tlw a.r10aD Iu'ci. tuw of Accountant. 1n Juwu'Y, 1956 ...

&1..m tha tlU. "budna.tlOl1 .Jt Fir.umoW ~t&te8nu b7 ladependent !\ab110

Aoeouratet •• " 10 dtttin1tlon of the tel'lll "independent pUblio &ooounta.nt"

~ 



"!~ MUJldneaa of the jwipeate MMa.ariI,. 4epen4a em the
o_petenoe ancl 1ntegl'i ty of tho•• who makethaI! u.c1 on their
a4Mrenoe \0 purallT e.a.. pw. uoCNlltiag pr1r1oiplGa and
cOllwntiOlUi. It 18 1:or this " ... on, ....-n 1101'91m. tor a
cha. on tb19 clerioal aoCNJ'U)"that &Il hulepen4n~ reY1ew of
the .tate_ate 18 dednt.bl •• ft

"While lack 01' ir.u1!epen.d.enaecoe. ::lot in ..11 oale. n....... rlI7

lead to unethioal co.ncluot, yet where .. que.tion of ethi.. 1a 1Dftlved.,=--
it h .laoat iuvuiably the ..... that the C.CO:luntant wu 11010 1n taot

beoaue his client h0.8r.<lue.teet ita o:nasion} or, he O*rtit1ea tiua1101al

.tate•• ta rile4 .,1th the C01WUaaioJlwhiah are -.t.r1&11y clltteftat

than tho.8 eontA1Jled in the corporation-. "M1\t&l report to atoolcholden

which he hal ..lao oertified! or, on behalf' of Il. corporatlcm whioh 18

tonia.loa. From oW'vi_point lt 18 extN.ly doub~l that eM

aocountant ia 1AdepeAUnt 1A any of the •• Oa8e& and hia l,",k of 1ndepea-

dena. -.:y be ... ..-4 to haft .au.ad. him to be .. party to the pressntation

of ililea.d.ing finanelal atateaate. fhi., in our ophioa. oon.tlutea

• 
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lII'lethioalor u.pnper prel'... lca1 Ctoudllot. Iforecrnr, it muler 011'0__

.~. airdlar to 'hea. he "'pN.enta b1ae.lt to be lzt.d.epeftdent by

oert1tying t1Jwlo1a1 8 tau-ta fUed with. the ComId.'UtiOD it ia our

de.point that he 1s laot1ng ill ona.....ter and 1a_grity.

In thfI 1&tt4tr pan 01' 19$8 the Cow.ais3ion' ~need it. Rule. ot

rractloe 1;0 preaerl.l:Mta prooeclve whereby. in certain elrowut&noes,

aooountanta oould be d8nlH the prld1.og. ot .. rtity1ng financial

at"wlI8nte filed nth the Co:Mdsalon. Prior to "hat ti¥, nwae!"01.UI

.tat8~t. "1'8 tiled -tth the ComNi••lon which co~t.inedunacc6ptabl.
oe!"'tift" fialuloial .ta'teMnta aDa whish iIlclioatH 'that tba .. rtlt.11nt

aocowtem.ta had. oondoned or failed to object to practicea w:."tich. in our

opuion. were ~r. In respect of •• ,"",1 of 'th&SE- cllalil, .hich

...sultec 1D8ioop-orur or cellating proeee41.nga against tho eorporationa

b1 whoa the .taw-mt. _n tiled. the Coamd.. lon publ1she4 op1nlou

wherein the MI"ti.t)r1ng ".Gmt.rite were cr1tio1£ed. In the •• oaaes the

OO-. .. i011 haa 1'0110_4 the p~ctice or inforaint the 6.}pl'Opr1ate

aoo~~l~ socletlea and ~tate agenciee 80 t~t th~S$ organia&tiona
wl.l,1oh haw recognised the neoesaity- or malntCt.l111n/: high .tLrtdazoda ot

pror&ssion&l concuot __, take a?propr~t. dl&cipli~ action ~er
•• tabU •• heel oode. of ethio.. ..r4 a n!eult of tt.J.s procedure the rilh.t

of at least ~hree a.eoount&\nta to practioe .&.8 au.paneled by the a.gol1oi.a

han.l'lg. jurlatllotlOl'l for I. £l$riod or au m,Jntna in one and it yur in two

... a.
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aoCO\mtalitl Who engage in improper oonduet in conneotion with the

.. rtlf'ying .r fiunotal ata.wIIMnta filed with the Cosda8iol1. now

pronde. that

'the Co~1aa1 QI1 -''Y diaqualU)r, tiIld denl, temporarily or
penaacntly. the prlT11ege of appeariag or practicing before
it b aD)? wa"1 to anT 1'6108011 who ia towd by tlw COlMd.s.lon
arter heariAg in tM _twl"

(1) lot to po..... tb6 requisite Clual1tioa1tlona to represent
other., or

(2) To b8 laoking in oharaoter or In".grl'ty or to ha ....
ent&led in unethical or l~roper proreulOD&l oon4u1;."

aoeowtanta were denied the ritht to pra.ctloe Htore the CoIfl.'l'd •• iol1 tor

_"feral months, anel b the thir4 ek ••• the aoooWltant -u ,el'lU.no!.'lt17

are now uder conal~ntlon. In all of these ... ea .. fElel that the

aocountant hu 41eplayed .. eoaplete diIJre~llrd of the Com:Disr;loll" rul•• 

and or proper profe.alonal OOl'1cl_t.

there ia linother fU"8& in which the lS.obion of th9 acoomtant u

to .methe)" be oan, or .ho'lld, pend t the use of hie name as the aocOWltalrt

oertlty1ng to £1I1an01a1.ta.te_nt. to be 'Qed in oonneotlon \11th It pub110

o1'tering of •• ou.rlUe. 1. or t\m~tal 30cial importee.. In a uWlber

of "CM~ oa••• it bas appeuoe4 that inducted amoug tbe top an&PJHDt

01' .. oOlJlPlLD¥were one 01" ao,.. iadh'i.<hJala Whoa. 'busin ••• reput.tl0l18

• 

• 
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were questionable, even to the point of headli!le nenpa.per notoriety.

upon representationa of m&natement, .uoh oases invite & question a& to

whether~ if a reasonable doubt 8xist. a8 t~ the integrity o~. .-nagement

aD acoountant oan, with oonfidence, .;!press an unqualified opinion faS

to mans.r;ement'8 fintWcial statements. Ind•• d., an 8'98n mot'e baaic

queution was posed as to aueh cans try Col. R. :1. ~ontGo!OOry &1:: the

fiftieth annlverllllr.r meeting or the .Amerio&.1'1Institute of Accountant.

(ot whioh he was then proeid.ent). Col. Montgomery 8&14=

"The business man or oapltali&t who wants to fool the pUblic
should not be able to retain a ~putable accountant. Isn't
the time rioe wh.ea he m\t8t have one or be ;:>l"ohib1ted. trOlll.. -publishing any finQncial statomentsl"

It might be inferred fro~ thi~titl& five::! !1lt' for this ;snQrt ~per

this is not the C6.S6 and I teel th&t the vi~ws of both th~ aoooun~t.

and the S.E.C. ru.y be eumm.ed.up in the following- l'araeraphs quoted

delivered kt Northwestern UniYoraity School of CO~4eroein 1932:

"To be Willing to exercise his juazment objeotively and
dispas.ionatoly the accountant mu~t be a ~~n of hi~h character.
prepared to reoognize and observe hil~h ethical obliGations
enn to his own il!r.lediate dlaa.dve..ntB.£;e. ;';' be able to co flO

he :nust be free from any relation to the subjeot matter or to
the parti.. in interest whioh might clo~d his jUdgment or
impair hi. lOyAlty to the inTf'ltors, to ~hom.his paramount duty
is owed. AS I have indioated, he neeess&r11y 8tands in Bome
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bUI1n'.$ relation to the oorporation creatin; the seourities and
the banking house undert&king the ir 1uue, b"llt he should be
oaret'ul 100 keep th.ose r-elations on SUCh. a f 0 0 t mf, as to in::sure
tb~.t fib freedom of aotion and inoependenoe of Jud~ment 7iill hot
be ..fteote'"

.. ,. ... '" '" .. *
"(c.

"I would not h"". you th1nk that because the mve st .....r ie r~ot.
hie i~diat8 olient the aooountant OWCS nothing to thG In.6stor
exoept legal duties and ethioal obliGations. tnis ie ~Ot3 of
course, the taot. It ia\the investor that he owes hi8 entire
praotioe in the field ot financial Audltius. a~d it is ~;.ly
becau8e th.e investor exists, e.nd attaches weight to an account>
ant'tI report, that the banker employ. tolle aocountant's services
in this field. ;~d the continued sucoes. of the acoountant is
deperu:lenton lib retaining the oontidence of the investio[ public.
cl1 enlightened self-interest, therefore, &'Ul _11 &s self-respect
oalle tor the maintenance of !>. 'lll"Operethical sta.."ldard by the
practitioner. d
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',thicta.l J:~roblel!\8 or kbd.ern ",~oountancy. The liontt.ld erEllSiS Company,
1933, pp. 26-54.


