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A B S T R A C T

During the tenure of the Accounting Principles Board, the Securities and Exchange Commission
frequently played an influential role in its deliberations and in its process of establishing ac-
counting principles, as a reminder to the Board of its obligation to serve the investing public. The
object of this paper is to document these influences and therefore to explore why the APB seemed
to fail in its mission.

1. Introduction

From 1959 to 1973, the body that established accounting principles (that is, the standard setter) in the United States was the part-
time Accounting Principles Board (APB, Board), a senior technical committee of the American Institute of Certified Public Ac-
countants (AICPA, Institute).1 Prior to then, the body was the Institute’s part-time Committee on Accounting Procedure (CAP), from
1939 to 1959. In 1973, the full-time, mostly independent Financial Accounting Standards Board (FASB) succeeded the APB.

The Securities and Exchange Commission (SEC), mainly via its Chief Accountant, periodically took issue with the CAP’s proposed
or actual Accounting Research Bulletins on controversial subjects (Zeff, 1972, 150–160). Beginning in the 1960s, the SEC became
even more activist in monitoring the performance of the APB, from its inception in 1959 until its demise in 1973. Looking back at the
days of the APB, former Board member Maurice Moonitz (1974, p. 54) wrote, “The SEC seems to have moved steadily into a position
of dominance over the AICPA in the rule-making area.” By 1974, Savoie (1974, pp. 321, 323), the AICPA’s executive vice president
from 1967 to 1972 who regularly attended APB meetings where he was a very influential voice (and previously was an executive
office partner in Price Waterhouse & Co.), ruefully concluded that, by the end of the APB’s life, “standards are now being determined
largely in the public sector” and observed that “the SEC has been accelerating its pace in use of [its] power, both to issue its own rules
and to goad the APB into action.” A senior technical partner in Deloitte Haskins & Sells (Robinson, 1974, p. 237) maintained that the
SEC’s new activism in the 1960s was because it was pushing even harder for more uniformity in accounting – to “narrow the areas of
difference,” as SEC Chief Accountant Andrew Barr liked to put it (e.g., 1963, p. 14; 1967, p. 14).

It was not only that the Chief Accountant tracked the APB’s deliberative process, but that the Commission issued releases when
the Board was reluctant, because of pressures from preparers, to act on important issues. Attestation to this explicit monitoring by the
SEC may be found in the following two quotations from the SEC itself. The SEC’s 36th Annual Report for the Fiscal Year Ended June
30th (1970a, p. 57; emphasis supplied) contained the following passage:2

The Accounting Principles Board sponsors research studies of problem areas in accounting and formulates formal opinions and
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E-mail address: sazeff@rice.edu.
1 In 1957, the American Institute of Accountants renamed itself the American Institute of Certified Public Accountants.
2 An identical passage appeared in the SEC’s Annual Report for the preceding year (1969a, p. 57), and a very similar one appeared in the SEC’s Annual Report for the

next following year (1971, p. 62). Also see Establishing Financial Accounting Standards (1972, pp. 49–50).
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advisory statements for the improvement of accounting standards and practices. The advisory statements contain recommenda-
tions of the Board which companies may adopt voluntarily. In furtherance of the policy of cooperation between professional
organizations and the Commission, the Board submits drafts of these studies, opinions and statements to the Chief Accountant for review
and comment prior to publication, and representatives of the Board confer with him on projects in progress or under consideration.

This point was made even more emphatically by SEC Chair William J. Casey in a speech in May 1972) (1972, p. 8; emphasis
supplied):

Since the APB was established in 1959 it has issued a number of major opinions, all of which were considered by the Commission
or the Chief Accountant prior to their adoption. Our accounting staffmeets with the APB subcommittees to assure that principles are
acceptable to the Commission. In some difficult areas many conferences and discussions are necessary in order to develop sa-
tisfactory opinions.

To be sure, “the statutes administered by the Commission give it broad rule-making power with respect to the preparation and
presentation of financial statements” (Barr and Koch, 1959, p. 178). Yet the SEC has deferred to the accounting profession to take the
lead in establishing accounting principles. As a kind of quid pro quo, the SEC, through its Chief Accountant, has kept a watchful eye
on the profession’s committee or board that establishes those principles. Zeff (2007b) has already shown that, during the tenures of
the CAP and APB, the SEC rejected their efforts to recommend that financial statements reflect upward departures from historical cost
accounting. But the SEC’s frequent involvements were not limited to issues involving historical cost accounting, and this paper will
provide a rendering of the SEC’s numerous initiatives to monitor and, when deemed necessary, overrule the APB.

As noted above, the SEC began by closely overseeing the deliberations of the CAP, and SEC Chief Accountant Barr has written
(1963, p. 14; emphasis supplied):

I have indicated that the Commission has supported the profession in efforts to narrow the areas of difference in accounting
principles. This is accomplished in part by citing the Institute’s accounting research bulletins, when we agree with them, as evidence
of the authoritative support required by Release Nos. 4 and 96. There have been very few instances when we have disagreed with
a bulletin. This may be accounted for in part because we have had an opportunity to comment on the content of most of them prior
to publication in much the same manner as the public may comment on our rule-making proposals under the Administrative
Procedure Act.

Two important, intertwined reasons why the CAP and the APB have had to be responsive to views of the SEC and its Chief
Accountant are that (1) the SEC possesses the ultimate Congressional authority to establish accounting principles and (2) unless the
SEC enforces company compliance with their recommended accounting principles, their efforts will go for naught. Both the CAP and
the APB were private-sector bodies. Only the SEC could compel company compliance with the terms of their accounting pro-
nouncements. Hence, both the CAP and the APB have needed to be continually sensitive to the SEC’s views about what constitutes
proper financial reporting. As Leonard Savoie wrote, “Many of us have known that, from the beginning, the APB could not (and did
not) take a position without getting SEC approval” (1973, p. 190). Indeed, the SEC has the obligation to oversee the work of the APB
to be satisfied that its deliberations lead to pronouncements that serve the public interest.

The aim of this paper is to document the SEC’s involvements in the APB’s deliberations and process of establishing accounting
principles, and to suggest that its activism may have been intended to remind the Board of its obligation to serve users and the public
interest, and not be unduly influenced by the interests of the preparer community. The SEC’s involvements were so numerous and
forceful that one of the Board’s members advanced the view that the so-called “partnership” between the SEC and the APB was more
aptly described as one of “top management” and “lower management,” respectively.

2. Formation of the Accounting Principles Board

Zeff (1972, pp. 152–160) detailed a number of disagreements between the SEC’s Chief Accountant and the CAP during the 1940s
and 1950s. In 1957, following expressions of concern over the apparently timid performance by the CAP, including especially public
criticisms by Leonard Spacek, the managing partner of Arthur Andersen & Co. (Zeff, 1984, pp. 458–462), the Institute created a blue-
ribbon Special Committee on Research Program to determine if there was a better way to establish accounting principles. In its report
issued in September 1958, the Special Committee unanimously recommended that the AICPA establish an Accounting Principles
Board (APB, Board) to succeed the CAP, and it proposed that the Board commission research studies on basic accounting postulates
and broad accounting principles to provide a conceptual basis for its future deliberations (Zeff, 2001).

When the Institute was forming the Special Committee, the SEC authorized Chief Accountant Barr “to accept the [Institute’s]
invitation to join the effort in which the commission had a vital interest” (Barr, 1979, p. 52). This was the first time that a sitting Chief
Accountant had ever served on an Institute committee. Hence, Barr began exerting his influence over the APB even before it came
into existence, because, when the Special Committee issued its report, the AICPA’s leadership knew that one of the signatories was no
less than the SEC Chief Accountant. The AICPA promptly acted to set up the APB. Within a year of the issuance of the report, the APB
began operations on September 1, 1959.3

3 For the roll of members of the APB during its tenure, see Zeff (2007c).
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3. The institutional environment during the APB’s tenure

3.1. The SEC

In Accounting Series Release No. 4, issued in 1938 and still applicable today, the SEC announced its administrative policy that

In cases where financial statements filed with the Commission… are prepared in accordance with accounting principles for which
there is no substantial authoritative support, such financial statements will be presumed to be misleading or inaccurate despite
disclosures contained in the certificate of the accountant or in footnotes to the statements provided the matters involved are
material.

Andrew Barr, who had joined the Commission’s accounting staff in the 1930s, served as Chief Accountant from November 1956 to
January 1972. He was highly respected and a deeply thoughtful person. He believed fervently that accounting principles should be set
by the accounting profession (Seligman, 1985, p. 257), and, with one exception, he was loath to second-guess the APB. The exception
involved upward valuations from historical cost. A tenet he held from his earliest days on the Commission staff was that historical
costs must be preserved in financial statements, a view that was instilled in the staff by Commissioner Robert E. Healy (Zeff, 2007b, p.
50). Barr had been a student of A.C. Littleton’s at the University of Illinois, and Littleton was an arch historical coster. In June 1972,
John C. (Sandy) Burton, an accounting professor at Columbia University, became Chief Accountant, and he proved to be more activist
in pressing his accounting views on the APB than was Barr.

The SEC Chair is the first among equals among the five Commissioners, and from 1961 to 1969, the two successive Chairs –
William L. Cary and Manuel F. Cohen – were Democrats appointed to that position by Presidents John F. Kennedy and Lyndon B.
Johnson, respectively. Cohen had joined the Commission staff in 1942 as an attorney, and rose through the ranks eventually to
become Director of the Division of Corporation Finance. He became a Commissioner in 1961 and Chair in 1964. Seligman (1982, p.
354) has written, “Cohen was better prepared to assume the Commission’s chairmanship than any chairman in the SEC’s history.” In
one of Cohen’s earliest speeches as Chair, he declared that “an immediate and pressing objective is to eliminate the use of alternative
accounting principles underlying financial statements not justified by differing circumstances” (1964, p. 12), and Cohen was known
for his impatience (Seligman, 1982, p. 355). During the remainder of the APB’s life, from 1969 to 1973, the Chairs were three
Republicans: Hamer H. Budge, William J. Casey, and G. Bradford Cook, all appointed to the Chair by President Richard M. Nixon. It
was Casey who appointed Burton to be Chief Accountant in 1972, rather than Barr’s deputy, A. Clarence Sampson, whom Barr had
recruited to be his successor. In an interview posted on the SEC Historical Society website, Sampson said that Casey wanted to look
outside the SEC for Barr’s successor.4 Casey evidently sought a fresh approach to oversight over the accounting profession and the
establishment of accounting principles.

3.2. Influence of the press

Prior to the 1960s, there was scant, if any, press coverage of the issuance of Accounting Research Bulletins by the CAP. But the
large controversy attending the conflict between the APB and the SEC over accounting treatment for the Investment Credit (see
below) sparked coverage in The Wall Street Journal, The New York Times, Fortune, Business Week, Forbes, and Dun’s Review.
Journalists and editors discovered that there were lively debates in accounting of interest to readers, and this led to frequent press
commentary on the APB’s initiatives during its remaining years, culminating in the almost blanket coverage, nationwide, of the
controversy over the merits of “pooling of interests” accounting in 1969/70 (again, see below), with coverage even in Time and
Newsweek. Hence, the APB’s attempts at forward motion during the 1960s, even though its meetings were held in private, were very
much open to public scrutiny.5

4. Episodes in the SEC’s influence on the APB

The following 13 episodes, summarized in Table 1, testify to the almost constant involvements of the SEC Chief Accountant, the
SEC Chair, or the full Commission in the work of the APB between 1959 and 1973. These episodes came to the author’s attention as a
result, partly, of public disclosures attesting to them and, partly, from reading the APB’s confidential minutes of its meetings, which
the author possesses in his files. As the APB members are no longer available to be interviewed, any other involvements by the SEC in
the work of the APB must be speculative.

4.1. 1962: SEC chief accountant Barr plays a key role in dooming the APB’s research study on broad accounting principles

One of the recommendations by the Special Committee on Research Program was that the new APB should commission a research
study on broad accounting principles, to guide the Board in its future work. Two academics, Robert T. Sprouse and Maurice Moonitz,
published the study in 1962, in which they recommended that merchandise inventories and fixed assets be displayed in the balance

4 Interview with A. Clarence Sampson, July 7, 2005, p. 5, accessed on January 2, 2018 at: http://3197d6d14b5f19f2f440-5e13d29c4c016cf96cbbfd197c579b45.
r81.cf1.rackcdn.com/collection/oral-histories/sampsonclarance07072005Trans.pdf4.
5 For citations to many of the press reports on the APB, see Zeff (1972, pp. 187–190, 213–221).
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sheet at current values, and that long-term receivables and payables to be settled in cash should be shown at discounted present
values. These valuation principles were all at variance from Generally Accepted Accounting Principles (GAAP), and SEC Chief Ac-
countant Barr, who served on the advisory committee for the study, wrote in a comment on the study that “indiscriminate application
of the principles could result in false and misleading financial statements and might tend to undermine the confidence of the public in
all published financial statements” (Comments of Andrew Barr, 1962). He could hardly have used more damning language to reject
the study’s recommendations. The members of the Board were mostly conservative elders of the profession, and they had no taste for
Sprouse and Moonitz’s recommendations. In the absence of any support from the SEC Chief Accountant, the study was doomed, and
the Board shortly dismissed its recommendations as “too radically different from present generally accepted accounting principles for
acceptance at this time” (Statement by the Accounting Principles Board, 1962). The Board made no use of the study in its future
deliberations.6

4.2. 1962/63: The SEC overrules the APB on accounting for the Investment Credit

The APB’s first substantive pronouncement was Opinion No. 2, issued in December 1962 on accounting for the Investment Credit,
a novel fiscal measure that had just been approved by Congress. It provided that companies purchasing certain classes of depreciable
fixed assets, such as machinery, could immediately claim a percentage of their cost as a credit against their income taxes. The
question immediately arose of how, for accounting purposes, this credit should be treated. By the barest majority of two-thirds
needed for approval, the Board voted 14–6 in favor of mandating that the income-boosting effect of the credit in companies’ financial
statements be deferred until future periods via lower annual depreciation. The Big Eight accounting firms split 4–4 in the vote, and
there was considerable pressure from preparers and from within President John F. Kennedy’s Administration to allow the credit to
flow through to income in the current period rather than be deferred over the useful lives of the depreciable assets. Those who
opposed the Opinion communicated their strong views to the SEC, and in January 1963 the Commission issued Accounting Series
Release No. 96, which rebuffed the APB by allowing either the flow-through or deferral method to be used by issuers. Because of the
SEC’s announced position, the Board felt obliged to issue Opinion No. 4, which acknowledged that the “flow-through” method was
acceptable, although not preferable (Accounting Principles Board, 1964).7

4.3. 1963: SEC Chief Accountant Barr impliedly rejects the recommendation of “fair-value” pooling in an APB research study

In an Accounting Research Study on accounting for business combinations sponsored by the APB and published in 1963, Arthur R.
Wyatt argued that “fair-value” pooling should replace “pooling of interests” when companies being merged are of approximately
equal size. “Fair-value” pooling meant that the net assets of both of the combining companies should be restated to their fair values.
“Pooling of interests” accounting prescribed that the assets and liabilities of the company being taken over should be shown at their
historical costs, notwithstanding the actual value of the consideration given to its shareholders. Chief Accountant Barr promptly
likened Wyatt’s “fair-value” pooling to “upward” quasi-reorganizations, which the SEC had rejected more than ten years earlier (Barr,
1963, p. 13; Zeff, 2007b, pp. 51–52, 56). By implication, therefore, Barr was saying that Wyatt’s recommended approach was a non-
starter. Barr had always been opposed to recording upward valuations in assets.

4.4. 1965: The SEC issues a rule to approve a practice recommended in an APB exposure draft after the Board itself reverses course and
disowns it

In 1965, when the Board was deliberating which of the CAP’s Accounting Research Bulletins should continue as authoritative

Table 1
Summary of episodes.

1962 Broad accounting principles Barr weighs in against Study’s recommendations
1962/63 Investment Credit SEC allows method rejected by APB
1963 Business combinations Barr rejects Study’s “fair-value” pooling proposal
1965 Deferred tax credit classification SEC issues release to implement APB’s ED
1967 Investment Credit (again) SEC withdraws support from APB’s ED
1967/70 Segment reporting SEC issues releases in absence of APB Opinion
1967/69 General price-level accounting APB issues Statement in view of lack of SEC support
1969/70 Business combinations and intangibles SEC sets parameters for APB Opinions
1969/70 Franchisor accounting SEC acts on journal article in absence of APB action
1970/71 Funds statements SEC mandates funds statements before APB acts
1971/72 Marketable securities SEC opposition prevents APB from issuing an ED
1972/73 Accounting for retail land sales Burton presses use of the installment method
1973 Lessees’ present-value disclosures SEC issues release to implement APB’s ED

6 For discussions of this episode, see Moonitz (1974, pp. 17–20) and Zeff (1972, pp. 174–178).
7 For discussions of this controversy, see Moonitz (1966), Carey (1970, pp. 98–108), Sprouse and Vagts (1965, pp. 714–716), and Zeff (1972, pp. 178–180, 219–221;

1973, pp. 132–135).
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GAAP, it unanimously recommended in an exposure draft that deferred taxes should be classified as a current liability when they
related to current assets, such as installment receivables, a view which SEC Chief Accountant Barr said he favored. At its next
meeting, however, the Board voted 14-2 to remove that recommendation from the final draft of Opinion No. 6, “Status of Accounting
Research Bulletins” (Accounting Principles Board, 1965). Arthur Andersen & Co., which had favored the recommendation, believed
that major retailers, which opposed it, had pressed most of the big accounting firms to change their position, and the firm petitioned
the SEC to issue an Accounting Series Release that would mandate the classification as stated in the recommendation. SEC Chair
Manuel Cohen then called the leaders of the APB to a meeting with the Commission, and gave them a dressing-down for being so slow
to narrow differences and for dithering instead of issuing decisive Opinions. He issued the following warning to the APB leaders
(quoted in Zeff, 1972, p. 192):

I do want to take this opportunity to observe that this Commission, as you know, has been quite patient with the efforts of the
accounting profession to solve a number of accounting matters as to which questionable alternative solutions have been accepted
for some time….

As you know, we have certain statutory responsibilities. It has been suggested strongly that if you cannot or will not move with
reasonable dispatch to cope with these issues, we should.

In December 1965, the SEC issued Accounting Series Release No. 102 to require the treatment set forth in the Board’s exposure
draft.8

4.5. 1967: Withdrawal of SEC support leads APB to decline to address the accounting for the Investment Credit

In March 1967, the Federal government reinstated the Investment Credit (which had been repealed in 1964), and the Board, with
SEC support, issued an exposure draft in which it recommended the deferral method (as in 1962). But then both the Treasury
Department and the President’s Council of Economic Advisers weighed in against the draft, which signified the Administration’s
opposition to mandatory deferral, preferring instead that companies be allowed to take the credit directly to income, which the
companies themselves also favored (Phasing of 7% Credit…, 1967).9 Thereupon, the SEC notified the Board that it could no longer
support the Board’s treatment of the credit, and the Board decided not to proceed further with its proposal (Heinemann 1967; Zeff,
1972, pp. 201–202; Bevis, 1975, p. 47). The APB issued Opinion No. 11 on income tax allocation without dealing with the Investment
Credit (Accounting Principles Board, 1967b).

4.6. 1967/70: The SEC issues two releases on segment reporting, and the APB fails to issue an Opinion

As a result of the conglomerate merger movement during the 1960s, there arose a demand, publicly supported by SEC Chair
Manuel Cohen in 1966, for such diversified companies to provide the capital market with a breakdown of their revenues and income
by product line. The company sector, however, was stoutly opposed to having to report such information. Chief Accountant Barr had
requested the Institute’s views on whether corporations reporting to investors should disclose revenues and income by division and/
or product line. For its part, the APB gave its tentative view in September 1966 that such reporting was not necessary to a fair
presentation, but it did not commission a research study on the subject.10 In 1966, the Financial Executives Institute (FEI) agreed to
conduct a major research study of its own, to be completed by 1968. Yet SEC Chair Cohen wanted also to hear from the APB. The
Board then set about preparing a draft Opinion calling upon companies to make voluntary supplemental disclosure of product line
information, but in the end, in 1967, it was issued as a non-binding Statement (Accounting Principles Board, 1967a; Zeff, 1972, pp.
202–204). This was the Board’s first non-binding pronouncement (which it also considered labeling a “Special Report”), yet even this
softest of recommendations – non-binding advice to provide supplemental disclosure voluntarily – attracted two dissents and an
abstention from Board members.11 The APB said in its Statement that “the experience derived from voluntary disclosure efforts,
together with the conclusions to be derived from research activities and further study, should provide it with a sound basis for making
a definitive pronouncement in the future” (paragraph 13). In September 1968, under Cohen’s direction, the SEC began drafting a
release to implement “line of business” disclosures in registration statements. In taking this step, the SEC relied not on advice received
from the APB but instead on the major FEI study published in June 1968 (Mautz, 1968). In 1969 and 1970, the SEC issued two
releases requiring “line of business” disclosures in the “description of business” section in registration statements and then in Form
10-K (SEC, 1969b; SEC, 1970b).12 Even though the SEC’s “line of business” disclosures were not to appear as part of the audited
financial statements, the breakdowns were nonetheless made public. During its remaining tenure, the APB did not act further on
segment reporting even though AICPA executive vice president Leonard Savoie (1969, p. 58) counseled that the Board had an
opportunity “to spell out product-line reporting requirements for fair presentation of financial statements.”

8 For a full discussion of this episode, see Zeff (2007a). Also see Carey (1970, pp. 130–132) and Pines (1965, pp. 739–740).
9 For the letter from the Treasury Department to the AICPA, see Keller and Zeff (1969, pp. 447–449).
10 Accounting Principles Board, minutes of meeting – September 7–9, 1966, p. 7 (in the author’s files).
11 Accounting Principles Board, minutes of meeting – August 16–18, 1967, p. 12 (in the author’s files).
12 For contemporary coverage of the accounting effects of the conglomerate merger movement, see Rappaport et al. (1968). Also see Chatov (1975, chap. 13) and

Skousen (1970).
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4.7. 1967/69: Because of the negative view expressed by SEC Chief Accountant Barr, the APB issues a non-binding Statement instead of an
Opinion on general price-level accounting

In 1963, the APB issued an Accounting Research Study which explained and illustrated general price-level (GPL) adjusted fi-
nancial statements (Staff of the Accounting Research Division, 1963), and in 1965 Paul Grady, a senior partner in Price Waterhouse &
Co. and the Board’s director of accounting research, wrote Accounting Research Study No. 7 in which he advocated supplementary
reporting of the financial effects of GPL changes. The Board proceeded to draft an Opinion to that effect, but in 1967 LeRoy Layton,
the chair of the drafting subcommittee, informed the Board that SEC Chief Accountant Barr “was generally not in favor of the
positions taken in the draft Opinion.”13 As it was evident that the SEC would not enforce compliance with an Opinion, the Board
decided instead to issue a non-binding Statement in 1969 (Accounting Principles Board, 1969a).

4.8. 1969/70: The SEC did much to set the parameters for Opinion Nos. 16 and 17 on accounting for business combinations and intangible
assets

A controversy over the accounting for business combinations and goodwill had been brewing for years, and the Board’s attempt to
deal with the matter was a wrenching experience. The initial position of the Board’s subject-area subcommittee was to abolish
“pooling of interests,” but the Board itself could not muster a two-thirds majority to do so. The controversy at the Board provoked
intense lobbying by the preparer community, which, together with sometimes confusing signals from the SEC, made it difficult for the
Board to reach areas of agreement. Philip L. Defliese, the senior technical partner in Coopers & Lybrand and a member of the Board
from 1964 to 1973, later characterized the SEC as having, in effect, set the broad parameters for any final outcome. He said (Defliese,
1974, p. 33),

For many years, the SEC was highly in favor of pooling. The SEC felt that the purchase method would create highly inflated
balance sheets in many instances by recording intangibles which didn’t exist. If in the poolings the share values had been used to
apply the purchase method, the values generated were inflated in many cases. Since this was not good accounting, they espoused
pooling to a large extent. But at the same time, the SEC insisted on amortization of goodwill. Therein lies the problem that the APB
had in getting something out that was meaningful because many board members were not particularly disposed toward the
concept that all goodwill had to be amortized over a maximum of forty years.

Joel Seligman, the historian of the SEC, essentially confirmed these parameters (1982, pp. 425–429). Furthermore, “it was known
that the SEC would issue its own rule in the absence of guidance from the Board” (Zeff, 1972, p. 216). The Board, unable to mobilize
enough support for any of a series of linked outcomes on both business combinations and goodwill in a single Opinion, decided to
divide them into two. Thereupon, it preserved “pooling of interests,” albeit subject to restrictive conditions, in Opinion No. 16 and
required the 40-year amortization of goodwill in Opinion No. 17 (Accounting Principles Board, 1970a, 1970b).14

4.9. 1969/70 SEC Chief Accountant Barr accepts the publication of an “arranged” journal article as constituting “substantial authoritative
support” on accounting for franchisors, when the APB was unable to act

SEC Chief Accountant Barr was concerned that many franchisors, in this new and growing industry, were recording the entirety of
their initial franchise fee as revenue, even though little cash had been received. The APB was, at the time, totally consumed with
dealing with the highly controversial topic of business combinations. Yet the Chief Accountant was seeking “substantial authoritative
support” for a principled approach to revenue recognition. One of the Big Eight accounting firms had stated a policy of recognizing
the initial franchise fee as revenue only if it were to match the substantial performance of the franchisor’s services to the franchisee.
Some officials of the Institute and members of the APB were disposed to help provide the SEC with support for this mode of
recognition, and a partner in one of the middle-sized accounting firms was deputized to draft an article to that effect for prompt
publication in the Journal of Accountancy. Prior to publication, the SEC’s Office of the Chief Accountant pre-cleared the article,
because, as one long-time Board member said, “we had to have [the SEC’s] support or nothing would be enforceable.”15 The article
was published in the journal’s issue for January 1970, and it was promptly cited by Barr as GAAP for franchisors.16

4.10. 1970/71: The SEC mandates audited funds statements even before the APB begins work on an Opinion to do the same

The APB was slow to recognize that companies should be required to publish funds statements. In 1963, even though both a New
York Stock Exchange vice president and the SEC Chief Accountant had spoken in favor of complementing income statements and
balance sheets with funds statements, the APB, in Opinion No. 3, timidly recommended that funds statements be optional and
supplementary, and need not be covered by the auditor’s report (Accounting Principles Board, 1963). The Exchange then began a
successful campaign to press its listed companies to issue funds statements, such that more than 80 percent were doing so by 1969.

13 Accounting Principles Board, minutes of meeting – 16–18 August 1967, p. 10 (in the author’s files).
14 For discussions of the business combinations/goodwill controversy at the APB, see Seligman (1982, pp. 418-429), Zeff (1972, pp. 212-216), Chatov (1975, chap.

14), and Fotenos (1971).
15 Author’s interview with George R. Catlett, July 15, 2011.
16 For a full discussion of this episode, see Zeff (2012a).
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And by 1970, just before the APB decided to begin working on an Opinion to mandate such statements, the SEC was putting the
finishing touches on two releases, one to amend Regulation S-X so that it would govern the form and content of funds statements, and
the other to require that a funds statement be included in prospectuses and periodic filings with the Commission.17 Hence, by the time
that the APB issued Opinion No. 19 in 1971 to require audited funds statements (Accounting Principles Board, 1971), their wide-
spread publication had already become a fait accompli.18

4.11. 1971/72 the SEC prevents the APB from issuing even an exposure draft on accounting for investments in marketable securities

In 1971, following a public hearing, the APB began to develop a draft Opinion on accounting for investments in marketable
securities. It narrowed its preferences to two: taking the current period’s unrealized gains and losses to income, or including the gains
and losses in income by spreading them over years via a moving average, long-term yield basis. The Board favored the former
method, called “flow-through,” but after a mini-exposure of this recommendation was sent to the SEC and the insurance industry, the
method was rejected by the latter and then by the former. The APB then opted for spreading, but the fire and casualty companies
strongly objected, and the SEC said that it would not impose any solution on an industry that was adamantly opposed to it. The Board
could not agree on what remained: a two-statement approach (separate income statements with realized gains and losses shown in
one and unrealized gains and losses in the other) or essentially the status quo, which was the recognition of only realized gains and
losses in the income statement. The Board could not secure sufficient votes for either of the remaining two methods to proceed to a
formal exposure draft, and thus the issue disappeared from its agenda.19

4.12. 1972/73 SEC Chief Accountant Burton presses the APB to prescribe the installment method of accounting, in addition to an accrual
accounting method, in an accounting guide on accounting for retail land sales

A proposed AICPA Industry Accounting Guide on accounting for retail land sales, which was originally drafted by an AICPA
committee and then had to be approved by the APB, became yet another episode.20 The problem was that many sellers were “front-
end loading” their revenues, that is, recognizing the contract price as revenue at the time of sale even though little, if any, cash had
yet been received, and there were great uncertainties over collectability of the many future years of customer payments. In November
1972, SEC Chief Accountant Sandy Burton issued a letter rejecting the Board’s exposure draft, which called for an accrual method to
be used for recording revenue. Burton threatened that, if the Board did not stiffen its draft, the SEC would issue its own rules to
require the installment method of accounting. After the Board chair, Philip Defliese, met with SEC Chair Casey, Commissioner Philip
A. Loomis, Jr., and Burton, the SEC representatives agreed that “they would support an industry accounting guide allowing [an]
accrual accounting method under certain circumstances if the AICPA committee could agree and if two-thirds of the APB supported
the committee’s position.”21 After a strenuous effort during the Board’s December 1972 meeting to forge a compromise (with pro-
vision for both the installment and accrual methods), agreement was finally reached. It was reported that Burton, who was reached by
phone following the meeting, “expressed disappointment but affirmed his position, subject to review of the final draft, that he would
recommend the Commission’s acceptance of the paper if a solid two thirds majority of the APB endorsed it.”22 The Board’s vote was
15 in favor (including two qualified assents) and three against. The AICPA committee voted 5–1 in favor, with Abraham J. Briloff
dissenting (Accounting for Retail Land Sales, 1973, pp. 38-41).23

4.13. 1973: SEC Chief Accountant Burton has the SEC issue an Accounting Series Release to require lessees to disclose the present value of
their long-term lease rentals after importuning the APB, without success, to do so itself

Shortly after becoming SEC Chief Accountant in June 1972, Sandy Burton challenged the APB to issue an Opinion requiring
lessees to disclose the present value of their long-term lease rentals. After issuing an exposure draft in January 1973, requiring the
disclosure of present values as well as the amounts of aggregate rentals, the Board, in its April 1973 meeting, learned of objections
from industry to the required disclosure of present values.24 The Board then tentatively decided to withdraw its exposure draft and
refer the matter instead to the Financial Accounting Standards Board (FASB) which was to succeed the APB on July 1.25 Upon
learning of this decision, Burton urged the APB to reconsider, and, on June 6, the SEC issued its own proposal to require the disclosure
of present values by lessees (Lease Disclosure Rules Proposed, 1973). The APB then voted at its final meeting on June 11–13 to issue
Opinion No. 31, “Disclosure of Lease Commitments by Lessees,” which required lessees to disclose their aggregate rentals but not the

17 Already in Securities Act Release No. 4998, issued on September 15, 1969, the SEC had given notice that it was considering the inclusion in Regulation S-X of “a
section which would specify the content of a statement of source and application of funds” (Securities and Exchange Commission, 1969a, p. 58).
18 For a full discussion of this episode, see Zeff (2015b).
19 For a full discussion of this episode, see Horngren (1973, pp. 63-64). Also see Savoie (1974, p. 326).
20 The author expresses gratitude to Paul Pacter for suggesting the inclusion of this episode.
21 Accounting Principles Board, minutes of meeting – December 6–9, 1972, p. 6. (in the author’s files). For a press report on the APB’s controversy with the SEC, see

Andrews (1972).
22 Accounting for Retail Land Sales Companies, Accounting Research Association Newsletter, Vol. V, No. 10 (December 13, 1972), p. 2.
23 For an elaboration on his dissent, where he discussed Burton’s view, see Briloff (1973).
24 Memorandum from Albert J. Bows, the Arthur Andersen & Co. partner serving on the APB, to his firm’s partners and managers, dated April 9, 1973 (in the

author’s files).
25 Accounting Principles Board, minutes of meeting – April 2–3, 1973, p. 4 (in the author’s files).
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present values. Thereupon in October 1973, the SEC issued Accounting Series Release No. 147, which mandated the disclosure of the
present values (Burton, 1973, 46).26 In some sense, this was similar to the episode in 1965 involving the classification of deferred tax
liability, in that the SEC issued an Accounting Series Release to implement the terms of an APB exposure draft which the Board
declined to carry to an Opinion.

In addition to these 13 episodes, SEC Chair Manuel Cohen evinced strong interest during 1966 in the APB’s drafting of its
proposed pronouncement on “reporting the results of operations,” which became Opinion No. 9 issued in December 1966. Part I of
the Opinion reversed the CAP’s decision in 1947, in Accounting Research Bulletin No. 32, to endorse the “current operating per-
formance” version of the income statement, contrary to the “clean surplus” approach to which the SEC subscribed. The SEC Chief
Accountant had taken public exception to the Bulletin (Zeff, 1972, 157). Part II of Opinion No. 9 dealt, for the first time, with the
computation and reporting of earnings per share (EPS). In a confidential internal memorandum written by one of the Big Eight firms’
partners who was then serving on the Board, he stated that Cohen had made several suggestions to the APB for Part II in the near-final
draft of the Opinion, and that, if certain of these suggestions were not implemented, the SEC would issue its own release to mandate
their inclusion in GAAP.27 In the end, the suggestions were accepted as part of the final Opinion, but this threat, coming at the 11th
hour, must have been unnerving to the leadership of the Board.

But Part II of Opinion No. 9 was soon regarded as ineffective guidance for determining earnings per share. It was succeeded by the
very detailed prescriptions in Opinion No. 15, “Earnings per Share,” issued only three years later (Accounting Principles Board,
1969b), “which were, in turn, prompted by the serious concerns of the SEC” (Establishing Financial Accounting Standards, 1972, p.
37). Seligman (1985, ftn. 105) wrote, “In 1966 and again in 1969, the SEC encouraged the APB to adopt Opinion Nos. 9 and 15,
requiring that certain convertible securities substantially equivalent to common stock be taken into account in calculating earnings
per share.”

Moreover, Savoie (1974, p. 321) wrote that, in 1972, the APB’s last full year prior to being succeeded by the FASB, “while the APB
issued six Opinions and exposed four proposed Opinions, the SEC issued fifteen Accounting Series Releases of general applicability
and exposed four proposed Releases. These Releases are sprinkled with references to APB Opinions, often in a way that modifies or
extends the Opinion.” One of the SEC’s proposed releases, Savoie pointed out (1974, p. 322), recommended an amendment to
Regulation S-X “calling for disclosure of significant accounting policies [which] would take a quantum leap from the base provided by
APB Opinion No. 22 [issued in April 1972] on the same subject.”

None of the above is intended to suggest that the APB’s record was devoid of successes. Donald J. Bevis, of Touche Ross & Co.,
who served on the Board from 1965 to 1973, cited 11 of its 31 Opinions (beginning with No. 8) as achievements, in an article in
which he was critical of the Board’s performance (Bevis, 1975). Of those 11, the author of this paper would give high marks to Nos. 9
and 30 on reporting the results of operations, No. 11 on income tax allocation, No. 18 on the equity method of accounting, No. 21 on
interest on receivables and payables, No. 22 on disclosure of accounting policies, and No. 28 on interim financial reporting. It is
impossible to know whether, if at all, the SEC played a role in shaping any of these Opinions, other than what is mentioned above.

5. Confirmation of Horngren’s “top management/lower management” thesis on the SEC’s position vis-à-vis that of the APB

Charles T. Horngren, a Stanford University accounting professor who served on the APB from 1968 to 1973, wrote in 1972 that his
experience on the Board had taught him that the so-called “partnership” between the SEC and the APB was in reality one of “top
management” and “lower management,” respectively. Top management (the SEC) “can exert veto power” over lower management’s
(the APB’s) recommended accounting principles (p. 38). He wrote that “it is time to dispel the oft-heard myth that a private group is
setting the accounting principles which are then enforced by the policing agency, the SEC” (p. 39). Since “Congress had delegated the
bulk of power to the SEC…the APB has formulated principles subject to whatever constraints the SEC exerts” (p. 38). He complained
that “the Board has been unjustifiably criticized for timidity or vacillation on several occasions when the basic explanation for the
Board’s behavior has been no assurance of support from the SEC” (p. 39). The evidence presented in this paper amply supports
Horngren’s thesis.

In a speech given in October 1972, SEC Chief Accountant Burton characterized the accounting profession as the SEC’s partner in
establishing accounting principles, and said that he did not accept Horngren’s as “a fair statement as to the way in which the S.E.C.
and the A.P.B. relate” (p. 2). He added, “If it was our view that the Board was simply there to promulgate our views, it was immoral
on our part to let them be established” (p. 2).

6. Conclusion

In this paper, the author has undertaken to demonstrate that the SEC on 13 occasions undertook to influence the substantive
deliberations and/or the actual outcomes of the APB’s process of establishing accounting principles during its tenure of just 13 years
and 10months, from September 1, 1959 to June 30, 1973. There were other occasions as well when the SEC became involved to a
considerable degree. But it is important to underscore that the APB, like the CAP, was a unit within the national professional body of

26 For a discussion of this episode, see Zeff (2012b).
27 The date of this memorandum was December 12, 1966, and a copy is in the author’s files. The Wheat Study, Establishing Financial Accounting Standards (1972,

p. 18), tends to confirm this anecdote: “Prior to the issuance of Opinion No. 9 (‘Reporting the Results of Operations’) the staff of the SEC had drafted the outline of a
Commission rule dealing with the presentation of earnings per share. This draft was aimed at the elimination of potentially misleading ’bottom line’ calculations not
reflective of the potential dilution of per share earnings arising from increasingly complex corporate capital structures.”
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accountants, with their members all having to be CPAs, which may have created a climate in which the members were more attuned
to the views of accounting practitioners and, by implication, to their client companies than to financial statement users in both the
capital markets and among the public at large. Horngren (1972, p. 41) complained that “the practitioners who dominate the Board,
though they have unquestioned integrity, listen to the views of their clients. After all, in their daily interactions, practitioners talk
mostly to other practitioners and business executives, not to financial analysts and college professors.” Hence, the SEC, for its part,
may have seen its role as “righting the ship” more toward serving the public interest.

In his reply to Horngren, Chief Accountant Burton (1972, p. 1) made this pointed remark: “If the accounting profession is to serve
as our partners in this process, they must recognize their public responsibilities as being primary, and their client responsibilities as
being secondary.” Burton issued that judgment just as the Financial Accounting Standards Board (FASB) – a body rather more
independent of the accounting profession – was about to replace the APB. The Wheat Study on Establishment of Accounting Prin-
ciples, which had been empaneled in 1971 to explore alternatives to the APB, concluded in its 1972 report that an effective standard-
setting body, during that era of aggressive lobbying by interested and affected parties, had to be a full-time body that was not a
committee or board of the AICPA, namely, the FASB (Zeff, 2015a).28 The FASB succeeded the APB on July 1, 1973.

Yet, judging from the several attempts by the preparer community to gain control over the FASB and its oversight foundation
during the 1980 s and 1990 s (Miller et al., 1998, pp. 177–192; Van Riper, 1994, pp. 130–131, 135–141, 165–169) – the major
attempts were rebuffed by the SEC – one concludes that the new Board has continued to face strong resistance from that quarter.29
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