
A p r i l  21 , 1977 

Statement o f  Marshal l  S. Armstrbng, Chairman, 
F inanc ia l  Account ing Standards Board, 
Before  the  Subcommittee on Reports, Account ing and 
Management, Committee on Governmental A f f a i r s ,  
Un i ted  Sta tes  Senate 

I 

Hear ings on Account ing and A u d i t i n g  P rac t i ces  and 
Procedures 

Good morning, M r .  Chairman. I am Marsha l l  S. Armstrong, Chairman o f  t h e  

T h i r t y - f i v e  years  ago I entered  pub1 i c  F i n a n c i a l  Account ing Standards Board. 

account ing i n  a r e g i o n a l  f i r m  headquartered i n  Ind ianapo l i s ,  u l t i m a t e l y  

becoming i t s  managing p a r t n e r .  My work ing l i f e  has been ded ica ted  t o  p u b l i c  

account ing,  f i r s t  as a p r a c t i t i o n e r  and then as one charged w i t h  r e s p o n s i b i l i t y '  

f o r  s e t t i n g  standards f o r  p u b l i c  f i n a n c i a l  r e p o r t i n g .  

professional associations -- and was selected in 1970 to serve as president 

o f  t h e  American I n s t i t u t e  o f  CPAs. Much o f  my energy has been committed t o  

t h e  improvement o f  account ing p r a c t i c e s .  

o f  t h e  FASB, I spent  s i x  years  as a member o f  i t s  predecessor, t h e  Account ing 

P r i n c i p l e s  Board. I a l s o  served f o r  f i v e  years  on t h e  AICPA's a u d i t i n g  

committee. Having made t h e  d e c i s i o n  r e c e r t l y  t o  s tep  down as Chairman o f  

t h e  FASB a t  t h e  end of  1977, I appear be fo re  you today as a knowledgeable 

observer o f  t h e  ma t te rs  under c o n s i d e r a t i o n  by you r  Subcommittee -- as one 

who i s  e s p e c i a l l y  s e n s i t i v e  t o  t h e  p u b l i c  i n t e r e s t  -- one w i t h o u t  a s e l f -  

i n t e r e s t .  

- 
I have been a c t i v e  i n  

Aside f rom my f o u r  years  as Chairman 

Accompanying me today i s  M r .  A h a  0. Way, V ice P res iden t  o f  t h e  F i n a n c i a l  

Account ing Foundat ion and Chairman o f  i t s  Committee on Government Re la t i ons .  

The Foundat ion i s  t he  o r g a n i z a t i o n  t h a t  has r e s p o n s i b i l i t y  f o r  f und ing  t h e  

Board, s e l e c t i n g  i t s  Members, and overseeing i t s  opera t ions .  



The Financial Accounting Standards  Board, as I an confident you know,  

has one charge -- t o  improve financial  accounting standards. 

I welcome t h i s  opportunity t o  appear before the subcommittee t o  present 

the views of the Financial Accounting Standards Board on a study prepared by 

y o y  Staff  en t i t l ed  "The Accounting Establishment." W i t h  your permission, 

Mr. Chairman, I am submitting, f o r  the record, on behalf of b o t h  the Board 

and the Foundation, a printed Statement of Position. 

our comments on the Study and cer ta in  of i t s  recommendations in greater  

detai  1 .  

The Statement provides 

We strongly disagree with the Study s recommendation t h a t  the Federal 

Government assume the d i r e c t  responsibil t y  f o r  f inancial  accounting standards 

f o r  publicly owned corporations. 

supplements the Staff Study i n  cer ta in  major respects and s t r i v e s  t o  balance 

the record. 

Our Statement of Position corrects and 

Mr. Chairman, I was par t icu lar ly  pleased t o  learn a t  the  hearing on 

Tuesday t h a t  both you and Senator Percy a re  in favor of retaining and improving 

the exis t ing s t ruc ture  for  establishing accounting standards, ra ther  than 

establishing a new Federal agency. 

these hearings seriously and believes they serve a public purpose. 

want  t o  assure you tha t  the FASB will cooperate i n  endeavoring t o  meet your 

concerns as to  accounting standard-setting as i t  presently operates. 

a lso were pleased tha t  Congressman Moss i s  in favor of blending the exper- 

t i s e  of  the FASB and the pr ivate  sector  w i t h  the  public i n t e re s t  responsibi l i ty  

of the SEC. 

I wan t  t o  assure you t h a t  the  FASB takes 

I a lso 

We 



-3- 

The p r i n c i p a l  p o i n t s  I wish t o  make i n  my test imony today a r e  t h a t :  

-The p u b l i c  i n t e r e s t  w i l l  be served bes t  i f  t h e  accoun t ing -se t t i ng  

process remains i n  t h e  p r i v a t e  sec tor ,  w i t h  e f f e c t i v e  rev iew and 

p a r t i c i p a t i o n  by t h e  SEC. 

-The F inanc ia l  Account ing Standards Board i s  independent and o b j e c t -  

i v e  i n  i t s  work and, w i t h  i t s  due process procedures f o r  broad 

p u b l i c  p a r t i c i p a t i o n ,  has achieved acknowledged success i n  improv ing 

t h e  q u a l i t y  o f  f i n a n c i a l  i n fo rma t ion  a v a i l a b l e  t o  t h e  American 

c a p i t a l  markets; and 

-The F inanc ia l  Account ing Standards Board i s  t h e  most e f f e c t i v e  and 

most promis ing v e h i c l e  t o  advance 'account ing standards necessary 

t o  ma in ta in  and enhance t h e  s t r e n g t h  o f  t h e  c a p i t a l  markets.  

L e t  me take  a moment a t  t h e  o u t s e t  t o  h i g h l i g h t  t h e  o r g a n i z a t i o n  o f  t h e  

Board. 

The Board was es tab l i shed  i n  1972 as a separate,  independent e n t i t y  charged 

t o  improve f i n a n c i a l  account ing and r e p o r t i n g .  

f u l l - t i m e  Members appointed by t h e  Trustees o f  t h e  Foundation, t o  serve f i v e -  

yea r  terms. 

The Board c o n s i s t s  o f  seven 

The Board i s  supported by  a f u l l - t i m e  s a l a r i e d  s t a f f  o f  approx imate ly  80, 

about 25 o f  whom a r e  exper ienced accountants f rom p u b l i c  account ing p r a c t i c e ,  

i n d u s t r y  and t h e  academic wor ld .  The Board a l s o  engages s p e c i a l i s t s  as con- 
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s u l  t a n t s  on p a r t i c u l a r  p r o j e c t s .  

Adv isory  Counci l  r ep resen t ing  a broad cons t i t uency  adv ises t h e  Board. 

most p r o j e c t s ,  t h e  Board has t a s k  f o r c e s  r e p r e s e n t i n g  many d i s c i p l i n e s  t o  

A 29-member F i n a n c i a l  Account ing Standards 

For  

a s s i s t  i n  understanding h i g h l y  t e c h n i c a l  problems, and t o  assure a n e u t r a l  

and even-handed approach t o  t h e  issues  on a sub jec t .  The Board b e n e f i t s  

g r e a t l y  f rom t h e  adv i ce  and ass i s tance  o f  t he  Counci l  and t h e  task  fo rces .  

The i n i t i a t i v e  f o r  account ing s tandard -se t t i ng  has been i n  t h e  p r i v a t e  

s e c t o r  s ince  i t  assumed t h a t  r e s p o n s i b i l i t y  v o l u n t a r i l y  i n  the  e a r l y  1930s. 

L a t e r  i n  t h a t  decade t h e  SEC i n d i c a t e d  i t s  w i l l i n g n e s s  t o  p e r m i t  t h e  p r i v a t e  

s e c t o r  t o  con t inue  t h i s  i n i t i a t i v e  r o l e ,  s u b j e c t  t o  t h e  Commission's rev iew  

and p a r t i c i p a t i o n .  

t h a t  has been achi-eved i s  ample evidence o f  t h e  a b i l i t y  o f  t h e  p r i v a t e  s e c t o r  

t o  do t h e  j ob ,  and t o  do i t  w e l l .  

Th i s  was a w ise  d e c i s i o n  i n  my judgment. The success 

The FASB has the  t a l e n t ,  t h e  w i l l ,  and t h e  commitment t o  s e t  standards 

t h a t  w i l l  assure communication by U.S. e n t e r p r i s e s  o f  t h e  f i n a n c i a l  i n f o r -  

mat ion  needed f o r  a hea l thy ,  growing economy. That  i s  a un ique t ype  o f  

i n fo rma t ion .  I t  must n o t  be d i l u t e d  o r  compromised. 

Should t h e  Federal  Government assume t h e  d i r e c t  r e s p o n s i b i l i t y  f o r  

s e t t i n g  account ing standards,  I fo resee grave problems t h a t  cou ld  r e s u l t  i n  

severe d i s r u p t i o n s  t o  t h e  American c a p i t a l  markets:  

-The Government, by a t tempt ing  t o  implement n a t i o n a l  po1 icy  through 

account ing standards,  cou ld  d i v e r t  f i n a n c i a l  r e p o r t i n g  away f rom 

t h e  pervas ive  purpose o f  f u r n i s h i n g  o b j e c t i v e  i n f o r m a t i o n  needed 

f o r  e f f i c i e n t  and e q u i t a b l e  a l l o c a t i o n  o f  t h e  n a t i o n ' s  resources;  
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-There could be s igni f icant  diss ipat ion of s izable  voluntary 

e f fo r t s  t h a t  the Board has been able  t o  muster i n  this complex 

area; 

-Government intervention could change the process from a voluntary 

e f f o r t  t o  an adversary process; 

and 

-A t rans i t ion  t o  standard se t t ing  by government would cause serious 

disruption of the progress t h a t  i s  under way i n  fur ther  improving 

accounting s t anda rds  and could erode s t anda rds  o f  proven soundness. 

While Mr. Nay will speak o f  those problems a t  greater  length, as one 

involved i n  the accounting standard-sett ing process f o r  much of a l i fe t ime,  

I must express my great  concern about a takeover by the Federal Government. 

The s t ruc ture  of the FASB has evolved over the l a s t  for ty  years,  and i s  

today, I believe, a model fo r  self-regulation i n  the pr ivate  sec tor .  I t  i s  

s t i l l  i n  the process of  evolution, and I t r u s t  will continue t o  evolve t o  

t h a t  end as the Trustees and the Members o f  the Board respond, as they wi l l ,  

t o  continuing needs fo r  improvement. 

The Board's success as a self-regulatory body r e su l t s  pr incipal ly  from 

two factors :  
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-The s p i r i t  o f  independence and objectivity i n  which i t  operates, 

and 

-The wide public support  and participation which i t  has been able 

to  evoke. 

As Chairman o f  the Board, I assure you t h a t  the s p i r i t  of independence 

drives the Board. 

men o f  strong conviction. Mr. Chairman, I say w i t h o u t  reservation t h a t  the 

Board has functioned with complete independence: w i t h o u t  domination by the 

Trustees, by the sponsoring organizations, b i  the major accounting firms, 

by business concerns, or by anyone else.  

The s ix  other Members have diverse backgrounds, and are 

However, notwithstanding the careful structuring of the FAF and the FASB 

t o  assure the integri ty ,  independence, and objectivity of the Board, and the 

FASB's extensive procedures t o  assure broad public participation, the S t a f f  

Study asser ts  t h a t  the AICPA, the major accounting firms and others "dominate" 

the FAF and through i t  the FASB, in order to  serve the "special interests"  o f  

the major accounting firms' large corporate c l ien ts .  

Mr. Chairman, the record proves the contrary, and clearly re f lec ts  the 

FASB's independence and objectivity as well as the breadth and depth of 

p u b l  i c  participation i n  the Board's processes. 

Dramatic evidence of th i s  independence, objectivity and publ ic  par t ic i -  

p a t i o n  i s  provided in E x h i b i t  B of the Statement of Position we have f i l e d  

w i t h  the subcommittee. 
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I commend i t  t o  you for careful study. 

As Exhibit B clearly shows, from the eight FASB standards analyzed, 

sponsoring organizations disagree among themselves; major accounting firms 

disagree with each other, their  clients and  the AICPA; and the FASB's most 

consistent support in terms of positions taken on technical issues seems t o  

come from users of financial statements. 

Further, one sees from the analysis t h a t  the least  supportive of FASB 

decisions were business enterprises. Views expressed by a majority of busi- 

ness enterprises were rejected by the Board on 12  of 19  issues. 

Executives Insti tute disagreed with the Board on 6 o f  the 10 issues i t  

addressed, and the NAA disagreed on a l l  5 on which i t  took  a position. 

The Financial 

The facts are persuasive; they buttress assurance t h a t  I give this  Sub- 

committee about the independence o f  the Board, and o f  i t s  Members. 

In a l l ,  the record clearly demonstrates t h a t  no one "dominates" or 

"controls" the Board and t h a t  i t  receives a range of conflicting views on 

most issues. 

The Staff Study implies t h a t  the Board promulgates accounting standards 

I can af ter  private deliberation and without adequate pub1 ic participation. 

personally assure the Subcommittee t h a t  the process has in t h e  past had 

extensive public exposui)e a n d ,  i f  the recommendations of the Structure 

Committee are adopted, will have even more public exposure i n  the future. A 

brief recitation of the procedures followed in developing an  accounting 

standard may be he1 pful . 
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When a major matter is  added t o  the Board's agenda, a task force i s  

drawn from knowledgeable members of the community t o  ass is t  the Board in 

identifying the issues with which i t  should deal, a n d  in drafting a neutral 

Research Discussion Memorandum addressing those issues. 

With guidance from the task force, the staff of the Board prepares a 

Research Discussion Memorandum setting forth the issues , the arguments, and 

alternative solutions and implications. 

over 27,000 copies of each Memorandum t o  the public and will furnish copies 

The Board currently distributes 

t o  anyone on request, and without charge. 

After adequate Notice, the Board holds a public hearing on the subject 

matter, a t  which a l l  intews'ted parties have an opportunity t o  submit 

position papers and t o  express their  views. 

publ i c hearings. 

So f a r  the Board has held 1 5  

After consideration of the publ i c  comments and careful deliberation, 

the Board prepares an Exposure Draft of a proposed Statement, which, i f  

approved by affirmative vote o f  a t  least  f ive of i t s  seven Members, i s  

released t o  the general public for additional comment. 

Again, thousands of copies o f  the Exposure Draft are circulated, and 

copies are available t o  a l l  on request. a 

Finally, after considering the comments received on the Exposure Draft, 

a final Statement of Financial 

contains a detailed discussion 

Accounting Standards i s  issued. 

of the reasoning underlying the Statement, 

The Statement 
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cations result ng from comments received on 

require the Statement t o  

include publication of the dissenting views of any Member of the Board. 

Procedure a1 so 

Transcripts o f  the public hearings, together with the position papers 

and other communications received, constitute a permanent pub1 ic record 

maintained by the Board and open t o  a l l  for examination. 

I n  addition to the Statements themselves, the Board issues Interpretations 

of i t s  Statements and has announced guide1 ines for reconsideration and review 

of i t s  pronouncements . 

A standing committee of  professional accountants and preparers and users 

07 financial statements consults w i t h  the Board abou t  the need t o  consider, 

on short notice, problems emerging from new business practices or changes i n  

general economic conditions. 

T h i s  brings me, Mr. Chairman, t o  t h e  substantial and continuing progress 

by the FASB i n  establishing meaningful and useful financial accounting 

standards. This progress includes the significant steps t h a t  the Board has 

taken towards ( 1 )  eliminating unjustified accounting alternatives, ( 2 )  pro- 

v i d i n g  a conceptual framework for financial account ing  and reporting, and 

( 3 )  defining the objectives of financial statements. 

In  i t s  less t h a n  four years of operations, t h e  FASB has issued 14 

statements of financial account ing  standards, 18 interpretations, 20 exposure 

draf ts ,  13 discussion memoranda, and  has held 15  p u b l i c  hearings, as summarized 

i n  E x h i b i t  D of our Statement o f  Position. 
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1 

By way o f  v e r y  b r i e f  summary, a number o f  t h e  FASB's statements have 

d e a l t  w i t h  broad, pe rvas i ve  account ing ques t ions  l o n g  i n  need o f  r e s o l u t i o n  

and have e l i m i n a t e d  a number o f  a l t e r n a t i v e s .  Examples are :  

-Account ing f o r  Research and Development Costs. (FASB Statement No. 2) ,  

which e l i m i n a t e d  a l t e r n a t i v e  account ing p r a c t i c e s  f o r  such cos ts  

by r e q u i r i n g  t h a t  t hey  be charged t o  expense when incu r red .  

-Account ing f o r  Cont ingencies.  (FASB Statement No. 5 ) ,  which e l  im ina ted  

t h e  d i v e r s i t y  i n  p r a c t i c e  as t o  when an e n t e r p r i s e  must reco rd  a 

l o s s  f rom a l o s s  cont ingency.  

-Account ing and Repor t ing  by Development Stage En te rp r i ses .  (FASB 

Statement No. 7) ,  which e l i m i n a t e d  spec ia l  account ing p r a c t i c e s  

and spec ia l  r e p o r t i n g  formats p r e v i o u s l y  f o l l o w e d  by develop- 

ment s tage en te rp r i ses .  

-Account ing f o r  t h e  T r a n s l a t i o n  of Fore ign  Currency Transact ions and 

Fore ign  Currency F i n a n c i a l  Statements. 

which e l i m i n a t e d  a l l  a l t e r n a t i v e  methods of account ing and 

r e p o r t i n g  f o r  those s i t u a t i o n s .  

(FASB Statement No. 8) ,  

-Account ing f o r  Leases. (FASB Statement No. 13) ,  which e l i m i n a t e d  

i ncons is tenc ies  i n  l ease  account ing p r a c t i c e s  and prov ides  

s p e c i f i c  and o b j e c t i v e  c r i t e r i a  f o r  de termin ing  when a l ease  

i s  a c a p i t a l  lease.  



-11- 

-F inanc ia l  Repor t ing  f o r  Segments o f  a Business En te rp r i se .  

Statement No. 1 4 ) ,  which requ i res  comprehensive and consis-  

t e n t  r e p o r t i n g  o f  segment i n fo rma t ion .  

(FASB 

S t i l l  o t h e r  FASB Statements have been issued i n  response t o  emerging 

problems perce ived as u r g e n t l y  i n  need o f  s o l u t i o n ,  i n c l u d i n g :  

-Repor t ing  Account ing Changes i n  I n t e r i m  F i n a n c i a l  Statements. 

(FASB Statement No. 3)  

. -Repor t ing  Gains and Losses from Ext inguishment  o f  Debt. (FASB 

Statement No. 4)  

- C l a s s i f i c a t i o n  of Short-Term O b l i g a t i o n s  Expected t o  be Refinanced. 

(FASB Statement No. 6) 

-Account ing f o r  Income Taxes - O i l  and Gas Producing Companies. 

(FASB Statement No. 9)  

-Account ing f o r  C e r t a i n  Marketable S e c u r i t i e s .  (FASB Statement No. 12)  

The FASB a l s o  has a number of s i g n i f i c a n t  ma i te rs  on i t s  c u r r e n t  t e c h n i c a l  

agenda, r e s o l u t i o n  o f  which w i l l  a l s o  e l i m i n a t e  account ing a l t e r n a t i v e s .  Among - 

these are:  " f i n a n c i a l  account ing and r e p o r t i n g  i n  t h e  e x t r a c t i v e  i n d u s t r i e s , "  

which r e l a t e s  t o  P u b l i c  Law 94-163; "account ing by debtors  and c r e d i t o r s  i n  

t r o u b l e d  debt  r e s t r u c t u r i n g s " ;  "account ing f o r  employee b e n e f i t  p lans" ;  and 

"conceptual  framework f o r  f i n a n c i a l  account ing and r e p o r t i n g . "  

, 
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The account ing p ro fess ion  and more r e c e n t l y  t h e  FASB a r e  a l s o  c r i t i c i z e d  

f o r  n o t  p r e s c r i b i n g  a comprehensive s e t  of o b j e c t i v e s  f o r  f i n a n c i a l  statements 

and a conceptual  framework w i t h i n  which f u r t h e r  improvements i n  f i n a n c i a l  

account ing and r e p o r t i n g  can develop c o n s i s t e n t l y .  

From i t s  fo rmat ion ,  t h e  FASB has devoted subs tan t i 'a l  resources t o  

es tab l  i s h i n g  a comprehensive conceptual  framework f o r  f i n a n c i a l  account ing 

and r e p o r t i n g ,  i n c l u d i n g  o b j e c t i v e s  G f  f i n a n c i a l  statements.  On A p r i l  1 , 

1973, t h e  Board p laced t h i s  p r o j e c t  on i t s  f i r s t  t e c h n i c a l  agenda and i n  

June 1974 issued a d i scuss ion  memorandum on o b j e c t i v e s  and h e l d  p u b l i c  

hear ings i n  September o f  t h a t  year .  

i t s  t e n t a t i v e  conclus ions on t h e  o b j e c t i v e s  o f  f i n a n c i a l  statements and 

issued a second d i scuss ion  memorandum i n v o l v i n g  o b j e c t i v e s ,  q u a l i t a t i v e  

I n  December 1976 t h e  Board pub l ished 

c h a r a c t e r i s t i c s ,  bas ic  elements of f i n a n c i a l  statements,  bases o f  measure- 

ment and u n i t s  of measure. These issues a r e  ext remely complex and r e q u i r e  

l o g i c a l  , o b j e c t i v e  and thorough a n a l y s i s  by knowledgeable, exper ienced 

exper ts .  

summer. 

The second p u b l i c  hear ing  on t h i s  p r o j e c t  i s  scheduled f o r  t h i s  

I a l s o  want t o  emphasize, t h e r e  has been no a b d i c a t i o n  of  power by t h e  

SEC i n  s e t t i n g  account ing standards.  

account ing standards promulgated by t h e  Board and has, i n  f a c t ,  i n i t i a t e d  

t h e  Board 's  cons ide ra t i on  of severa l  sub jec ts .  S ince  t h e  promulga t ion  o f  

Regulat ion S-X i n  1940, t h e  SEC has c o n t r i b u t e d  d i r e c t l y  t o  t h e  development 

o f  account ing standards,  o f ten  accept ing  statements by t h e  pro fess ion  and 

adapt ing  them by r u l e s  as i t s  own requi rements,  and i n  o t h e r  cases develop- 

i n g  i t s  own r u l e s .  

The Commission independent ly  rev iews 



-1 3- 

As one l a s t  point,  I would l i k e  t o  highlight an important d i s t inc t ion  

i n  the  area of corporate accountabili ty regarding corporate f a i lu re s  and  

f inancial  d i f f i c u l t i e s ,  and a l so  in the "questionable" and "improper" payment 

areas. 

we share the subcommittee's concerns. 

Needless t o  say, revelations of these problems are  d is t ress ing ,  and 

Nearly a l l  of these problems involved, as our Statement of Pos i t i on  makes 

c l ea r ,  outr ight  fraud or dishonesty, f a l s i f i ca t ion  of books and records, 

inadequate or circumvented internal controls,  judgments proved fau l ty  by 

subsequent events or simply poor or inadequate management. 

b u t i n g  f ac to r s ,  however, do not  involve any question of the adequacy of 

accounting standards.  

s t a f f  study were there  any suggestions t h a t  accounting s tandards  may have 

been inadequate. O u r  Statement No. 2 e l imina ted  the accounting a1 te rna t ive  

of capi ta l iz ing  research and development costs ,  which i s  c r i t i c i zed  as 

contributing to  the problems i n  three of those cases. As I am sure you 

understand, the FASB is  concerned with accounting s t anda rds ,  n o t  auditing 

standards, and does not regulate auditing. 

Those contr i -  

In only four of the twenty cases discussed i n  the 

Finally,  Mr. Chairman, every s tep  i n  the brief history of the Financial 

Accounting Standards Board i s  well documented and i s  avai lable  in the public 

record tha t  we have maintained. 

ience i n  our Statement of Posit ion,  and I believe tha t  i t  f u l l y  supports 

what I know to  be the case: 

ing and improving accounting s tandards  w i t h  complete independence and an 

acute awareness of our public responsibi l i ty .  

Procedure, "No i n t e re s t ,  personal o r  otherwise, will be placed before the 

public in te res t . ' '  We have been fa i thfu l  t o  t h a t  t r u s t .  

We have attempted t o  summarize tha t  exper- 

That we have proceeded in our task of es tabl ish-  

As s e t  forth i n  our Rules of 

T h a n k  you for  your a t ten t ion ,  Mr. Chairman. 


