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N addition to its regular
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Course, th e International

A ccou n tan ts
offers

a

Society,

special

In c.,

C oaching

Course fo r A ccou n tan ts w ho
are

planning

to

take

the

C .P .A . Exam ination.
This Course will be sup
plied only to those who are
already competent account
ants, as no attempt is made
to teach general accounting
in this course. The instruc
tion is pointed directly at
the C.P.A. Examination.
Something more than a
knowledge of accounting is
necessary to insure success
in the examination room.
Solving examination prob
lems is vastly different from
the usual work of making
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Particularly noteworthy
fe a tu re s o f the tra in in g a re :
100 problems in P
ar c tic a l Accounting
with solutions and comments
100 questions and answers in Account
ing L aw
100 questions an danswers in Auditing
100 questions and answers in Theory
at Accounts
Elaborate explanations and comments
that include, in addition to the finished
statements or solutions, such items as
suggestions for “Notes to the Examiner,”
worki ng sheets, side calculations, use of
proper terminology, and discussions of
authoritative opinions.
Problems and questions (1) actually
Used in a C. P. A. or an A. I. A, examina
tion, or ( 2) specially prepared to train
the candidate in handling certain points
likely to beencounteredin the examination.
Personal correction, criticism, and grad
ing of every examination paper by a
Certified Public Accountant whohas him
self passed the C. P. A. examination.
There are sixteen such Certified Public
Accountants on the Active Faculty of the
International Accountants Society, Inc.

i n

a t i o

n

audits, installing systems, or
conducting

investigations.

Many men with little or no
practical experience can solve
C. P. A . problems readily—
many others with years of
experience flounder pitifully
in the

examination room.

W HY?

The

required

to

candidate is
work

at

top

speed. He must work with
limited information. He has
to construct definitions. Very
often it is necessary for him
to

use

unusual

working

sheets.
The

C. P. A .

Coaching

Course given by the Inter
national

Accountants

Society, Inc., prepares you
to

meet

such

conditions.

The fee is $42, and the text
consists of twenty lessons.

BOOKLET, “How to Prepare fo r the C.P.A. E xam in ation ” is available fo r those who
are interested. F o r a fr e e copy, just w rite your nam e and address below and mail.

I n t e r n a t i o n a l A c c o u n t a n t s S o c i e t y , In c.
A D ivision o f th e ALEX A N D E R HAM ILTO N IN S T IT U TE

To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, "How to Prepare for the C. P. A. Examination,”
which describes your special Coaching Course for Accountants.
Name_

__________________ _____ _______ Company______ _________ _______

Address.
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IS THE NEW
ONE-VOLUME
FEDERAL TAX
SERVICE

THIS

— Reprints all current tax
laws and Regulations in
full
— A nnotates the Regula
tions with all valid rul
ings and decisions
— Provides specimen filledin tax returns
— Easy to use
— Low priced — ( $ 2 5 per
year)
— Kept up-to-date. Reports
new tax laws, amended
regulations, new rulings
and decisions throughout
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CO NGR ES S is soon
to pass a new tax law
which will impose severe
burdens on your clients.
The A lexander Federal
Tax Service will reprint
and explain this new law
(and all other changes),
and will help you save
time and taxes.
Further information

on

this new simplified Tax
Service free on request.

THE ALEXANDER PUBLISHING COMPANY, INC
60 WALL STREET, NEW YORK, N. Y.
WASHINGTON, D. C. PHILADELPHIA CHICAGO BOSTON CLEVELAND LOS ANGELES
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H IS unique H andbook ties together modern cost methods
w ith modern production methods. I t offers definite, p ra c
tica l help in obtaining the tighter control of m anu facturing
costs and the accurate knowledge of true costs w hich present
conditions demand as never before. Much of the inform ation
it contains has never before been a va ilab le in published form ;
it is now released fo r the first time by the m anu facturers in
whose plants it originated.

T

Today, under cu rren t cond itions of in ten se com
p etition , everything tu rn s on planned produc
tion and controlled costs. T he a cco u n tan t and
fin ancial executive who w ant to deal in te lli
gently w ith questions involving a knowledge of
modern production processes and m ethods w ill
find in th is new Handbook exa ctly th e kind of
inform ation fo r which they a re looking. Every
a cco u n tan t in pu blic p ra c tic e who serves m an u 
fa c tu re r clie n ts w ill find it a trea su ry of ideas
th a t can be im m ed iately and p ro fita b ly applied.

E d ito rial Board of 80 Specialists
T he Co st an d P r o d u c t i o n H a n d b o o k was pre
pared under the ed ito rial direction of L . P.
Alford, M .E., D r. E n g., as Ed itor-in -C hief. As
sociated w ith him as C ontribu ting and Con
su ltin g E d ito rs is a B o a rd of 80 A u th o rities
and E x p e rt Sp e cia lists includ ing executives of
well known m anu factu ring com panies and out
standing professional consu ltan ts.
No point in the en tire Handbook is th e un
challenged opinion of one man alone, no m atter
w hat his experience or stand ing. Ev ery sta te 
m ent has been cro ss-ch eck ed by oth er ca refu lly
chosen men, not only fo r lim ita tio n s and
errors but fo r possible advice you should
have in applying it.
N early th ree hundred organizatio n s sup
plied info rm atio n regarding th e ir m ethods
and policies which is quoted in the pages of
the Handbook.

28 S ections
T he

m a teria l contained in th e C o s t and
H a n d b o o k , printed in ordinary
style, would require 10 volumes o f over 3 0 0
pages each. I t s trem endous range is indi
cated by the follow ing lis t of th e 28 sections

Production

1600 P a ges, F l e x i b l e B in d in g

P r ic e

$ 7 .5 0

\

M ail this form

to d a y

in to w hich th e Handbook is divided :
S tatem en ts and R eports. P roduction and E x 
pense Budgets. F a c to ry O rganization. M easures
of F a c to ry P erform ance. P rodu ction P lan n in g
and Control.
Sim p lification and Stan d ard iza
tion. P u rch asing . R aw M ate rials E stim atin g .
Inv en tory Control and Storeskeeping. Jo b and
M ethods Stan d ard ization . R a te S e ttin g . In c e n 
tive P la n s. T im ek eep in g and P a y ro ll Procedu re.
Buildings and Fixed Equipm ent.
M achinery.
H andling M aterials. P la n t and Service Costs.
Cost A ccounting M ethods.
Stand ard
Costs.
Cost A nalysis. D epreciation and Obsolescence.
E s tim a tin g P rod u ct Cost. P rin cip les of Ind us
tria l En gin eering.
Labor.
O perating C h arts.
Symbols and Classifications.

S en t f o r 5 D a y s’ E x a m in a tio n
You are inv ited to exam ine a copy of th e Cost and P rod u c
tion Handbook w ith the p riv ileg e of 5 days' approval before
you need decide w hether to purchase it. I f the book its e lf
does not convince you th a t i t w ill prove an investm ent worth
in fin itely more than its cost, send i t back w ithout fu rther
o b lig atio n . Ju s t fill in and m a il the coupon below— a copy
of the Handbook w ill be sent to you a t once.
( F i l l in ,

te a r ou t, a n d m a i l )

Sent on 5 Days' Approval
The R on ald P re ss Com pany,
D ept. M710, 15 E a s t 26th St., New Y o rk
Send me a copy of the new C o s t an d P r o d u c 
tio n H a n d b o o k . W ith in 5 days a fte r its receip t
I w ill send you $7.50 (plus a few cen ts fo r
delivery) or retu rn th e book.

Name ...........................................................................
(P le a se P r in t)

□ Firm or
□ R eference

T itle or
..................................... P o s itio n ................

B u sin ess Address ..............................................................
City ..........................................

S t a t e .................................

W e p ay delivery if you send ca sh w ith order.
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A D V A N C E D
A C C O U N T I N G
A N D

P R IN C IP L E S

P R O C E D U R E

By CHARLES H. LANGER, PH.B., C.P.A .

30

C on stant changes in business requirements, augm ented by new S tate and
Federal legislation and rapidly changing econom ic conditions, necessitate
the employment of men more highly trained in accoun tancy than here
to fore.

Lec tur es
A m p l y

W alton's new C ourse in ADVANCED A C C O U N T IN G PRINCIPLES AND
PROCEDURE provides advanced training of a high order for those who
desire to advance along accounting lines to executive positions of responsi
bility and higher remuneration and for those in public p ractice who desire
to pass their C .P .A . or Am erican Institute Examinations.

Illustrated

wi t h
Probl ems
and

The text material comprising this new course is the product of years of re
search by the author, whose practical accounting and teaching experience
extends over 25 years and whose position in the field is preem inent. Every
lecture presents for the guidance of the read er the latest trends and d e
velopments in accounting p ractice and procedu re.

Their

Solutions
Thirty Lesson Assignments, includ
ing Lectures, amply illustrated,
and
Practical
Problems
and
Theory Questions. The Author's
Solutions to Problems and An
swers to Theory Questions, re
turned to the Student with his
Lesson W ork, constitute a M ost
Valuable Part of the C ourse.

The authoritativeness of the text is materially strengthened by the citation
of a g re a t number of legal cases and statutory laws; the legal side being
stressed because, in the final analysis, the rulings of the law govern.

Send for a Free Descriptive Folder!
It will give you a very definite idea of the scope and thoroughness of this
new W alton A dvanced C ourse. No obligation is incurred. Mail the coupon
Now.

O ther Walton Cou rses
CONSTRUCTIVE A C C O U N T IN G □
ADVANCED A C C O U N T IN G AND AUDITING □
COST A C C O U N TIN G □
BUSINESS LA W □
FEDERAL IN C O M E TAX A C C O U N T IN G □
MATHEMATICS O F A C C O U N T IN G AND FINAN CE □
C . P. A . C O A C H IN G □

D ay and Evening C lasses and H o m e Study Instruction
Charles H. Langer, Ph.B.,
C .P .A .

President and
Educational Director
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Member National Home Study Council

IF INTERESTED IN OTHER
WALTON COURSES, USE
THE LIST ABOVE, C H EC K 
ING THOSE ON W H IC H
YOU DESIRE INFORM A
TION, AND MAIL THE
C O U PO N

W ALTON SC H O O L OF CO M M ERCE,

5 0 0 - 5 l0 M c C o rm ic k B u il d in g , C h ic a g o

Please send me the Free folder describing your new intensive Course
in ADVANCED ACCOUN TING PRINCIPLES AND PROCEDURE and
oblige.
Name ...........................................................................................................................
Address .........................................................................................................................
City and State ............................................................................. ...........................
Occupation ......................................................................

A g e ..............................
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ORE than 1,175, or about 10% , of the 12,000 (approximately) holders of the d egree
of C . P. A. by examination in the United States have studied accounting or coached
for the C . P. A. examination in the Higher A ccountancy Department of LaSalle Ex
tension University.

M

And this figure takes no account of the many more holders of the d egree who have studied the
LaSalle Accountancy course in other institutions
which use our text material as the basis for
their training. Nor does it tell you th at among
this number are many of the outstanding leaders
S o m e fa c t s a b o u t
in the accounting profession.
The full significance of these facts can only be
LASALLE ACCOUNTANCY
ap preciated when it is remembered th at there
TRAINING
are scores of high grad e educational institutions
Personally supervised by W . B. C asten 
— state universities, g re a t endowed universities,
holz, A.M ., C . P. A., assisted by a staff
colleges of com m erce, and schools of account
of full time C . P. A's.
ing— from which com e hundreds every year to
C overs every phase of accounting from
the Elements through C . P. A. C oaching
practice accounting, and, sooner or later, to
and Specialized Accounting Electives.
take the examination for the coveted C . P. A.
Given in evening resident classes in
degree.
C h icag o— elsewhere by home study.
W e cite these facts— not by way of boasting—
Includes a group of Post G radu ate
but as interesting evidence of the proven
Electives— covering specialized fields of
accounting.
quality of LaSalle training in Accountancy.
Continually revised and kept up to the
W e are proud of our Accountancy training and
minute.
service and desirous of having every accountant
Taught by the problem method— learning
fully acquainted with it.
by doing.
W e have prepared an interesting 64-p ag e
Adds to a thorough and high grad e
booklet, "A ccountancy, the Profession That
training in accountancy, a com plete
Pays," which discusses the problems and op
success building plan, including a number
of valuable plus services such as:
portunities in accounting, and describes fully
Placem ent aid for employers and em
the LaSalle A ccountancy Training and Service.
ployes.
This
booklet will be sent free and without obliga
Expert consultation service on student's
tion to any accountant or prospective a c 
business problems.
Business Conditions Reports.
countant who wishes it. Address our Dept.
I3 5 I-H .

L a S a lle

E x te n s io n

Michigan

U n iv e rs ity

A v e . a t F o r t y - f i r s t St .

C h i c a g o , Illinois
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XI V

January, 1934
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E d it o r : D u r a n d W . S p r i n g e r . A ll com m unications should be addressed to the editor.
Published m onthly by T h e A ccountants Publishing Company, N ation al P ress Build ing, W a sh 
ington, D . C. P u b lic a tio n o ffic e : C an d ler B uild ing, B altim o re, M ary lan d . S u b scrip tio n p r i c e :
A y ear of 12 issues, $ 2 .0 0 ; twenty cents a copy. E ntered as second-class m atter, Ja n u a ry , 1934,
at the post office at B altim o re, M ary lan d , under the act of M arch , 1879.

"N othin g in the w orld is so unifying as a great purpose
W endell

T h e
A

P r e s i d e n t ’s

c c o u n tin g
T ra d e
by G e o r g e

P a g e

S e r v ic e
A

P h il l ip s .

fo r

th e

s s o c ia tio n

P r ic e E l l i s ,

C .P .A .

new emphasis in N R A upon developing and strengthening trade associations
holds interesting possibilities for the accounting profession. T h e intention of the A d 
ministration is, plainly, to give industry a chance to govern itself to the degree that
effective trade associations can be found competent for the job.
There are not so many associations that measure up. Very few indeed have gone
through the travail of the anti-trust laws to develop acceptable open-price associations,
cooperative production and market statistics, and comprehensive trade-practice codes,
that were both legal and effective. Those that have been through the storm and stress
have now a working basis for the much broader activity permitted under the codes.
T h e greater number of trade associations have no such established foundation.
Hence they have the double problem of code-organization, and of educating their
membership. Here the accountant has an important function to perform for them
which the industry may not immediately see of itself. T h e accountant is as much
needed in the drafting of codes as in the later compilation of uniform accounting data
for enforcement. Y e t in a great many codes, the accountant has not been called in
consultation. Perhaps, an agreement is rushed through prohibiting “ selling below
cost,” but without any sort of definition— accounting or otherwise— of what shall
constitute “ cost.” Minimum wages and maximum hours have been set for an industry
without, it is certain, a very sound knowledge of average operating costs or of the
effect of fundamental changes in operating methods upon the market, upon gross and
net income, or upon the long-time trend in the industry. Clauses requiring uniform
cost accounting systems to be established by the code Authority have been written
into codes, when even unit costs are not known with anything approaching accounting
accuracy. Production control has been established in some instances, without any
underlying analysis of how this control w ill weigh upon different cost structures. In
the rush to push through a code, provisions have been approved whose justification if
any, must be found in the uncertain future. Meantime, there may be hardship, perTH E
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haps actual breakdown of code-government.
T h e questions raised in formulating a code are many of them accounting questions
upon which accounting advice should be sought by an association before the code is
adopted. For, after the code is adopted, a large part of its effectiveness must depend
upon the adequacy of the accounting service given to the association; and accounting
omissions in the “ law merchant” are bound to affect operation under it.
T h e accountant, in short, has an opportunity to do for an entire industry what he
has long been accustomed to do for individual business. T h e trade association is
simply a collection of individual units; it has need of the same kind of professional
advice. U nit costs must be comparable; average costs must reveal trends and establish
median standards as a check upon unit operations. If production control and price
information are to have any meaning, the composite picture of costs must be accurate
and revealing, in the same w ay that an individual business must know its costs with
considerable accuracy. One may say that code-government implies wholesale educa
tion in cost accounting. N ot until one has cooperated in the drafting of codes for
unorganized industries, does one have any conception of the almost complete lack of
understanding in many quarters of what constitutes the cost of doing business. T h e
simplest control system that could be installed may seem to the layman to be whelm
ingly complex. One trembles for the accuracy of trade statistics built upon half
understood accounting operations. Accounting service must therefore be rendered in
such form that the layman can understand and utilize the professional findings. T h e
trade association and the accounting service must work hand-in-hand to this end.
Business men must be shown that their protection in open-price competition rests
upon adequate cost accounting and business management. T h ey must see that produc
tion control through curtailment, quotas or elimination of high-cost competition rests
upon accounting data. T h ey must see that code compliance turns in the main upon
accounting data; that the test of selling below cost is a matter of accounting deter
mination. In short, business men must rely, under the codes, upon professional ac
counting in greater degree than formerly, in order to satisfy code requirements. T h e
accountant can supply the information; but only the trade association can teach its
membership an understanding of the accountant’s place in the fulfillment of code
obligations.
T h e accountant who successfully fulfills his obligations as code counsellor must
therefore be more than a technician. H e must be a great deal more beside. He must
be as heretofore the analyst par excellence and the business engineer seeking ways to
low-cost efficiency. He must be, more than in the past, the business doctor and
diagnostician. Even more, however, he must bring to bear an ethical leadership and
a judicial detachment. T h e accountant is a public servant in a broader sense than
heretofore. As such he must bear in mind the purpose of the A ct and cooperate with
it, insofar as is technically possible. In a clash of interest between the client’s and
social interest, the accountant must choose the social interest.
In short, industrial self-government relies upon fundamental accounting service.
T h e adequacy of the prescription is a test of the consulting accountant; but its effective
ness is a test of the trade association’s usefulness as a coordinating and educational
body.

M ay 1934 B e A Busy Y ear
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a g in a tio n
by F r a n k

W ilb u r

a n d
M a in ,

V is io n
C .P .A .

previous editorials reference has been made to the qualities of Memory and
INThoroughness.
A man, however, may have a good memory, he may be thorough,
but he may not be going anywhere. Imagination and Vision are the wings that carry
him to a chosen destination. T h e “G reat Book” says, “W here there is no vision the
people perish.” T h e man without Imagination and Vision never scales any very
difficult heights. M any people believe that W ill Power is the controlling force in
life. W ill Power, however, is both a starter and a brake. Imagination carries us
forward.
T w o young men start out as junior accountants. One is always on time, is always
studying and looking forward to advancement. T h e other comes in late and sooner
or later begins to think that he is not properly appreciated, but is being taken
advantage of.
T h e fact that one is on time and the other late does not mean that one likes his bed
more than the other; it does not mean that one has gone to bed earlier the night previ
ous. It does signify, however, that one young man sees himself advancing in the office,
developing into a semi-senior, a senior, and eventually being placed in charge of diffi
cult and important work. T h e other sees himself working at a monotonous job and
envisages the “ date” that he has that night, the dance that he is going to attend, and
what-not. Vision w ill not take the place of hard work, but w ill make of hard work
play. Sheer W ill Power can accomplish very little. Referring again to the great
“ Guide Book,” “ A s a man thinketh in his heart, so is he.”
Throughout the ages material things, honor, and glory have always loomed large,
and yet that which has endured has, in the first instance, been backed only by
Imagination and Vision.
In the Colonial days, during the trying Revolutionary W a r from 1775 to 1783, and
in the days of confusion from 1783 to 1788, at which latter date George Washington
was elected President, the great majority of the people of wealth and means and
standing were sympathizers with the British homeland. Benjamin Franklin, George
Washington, Alexander Hamilton, Thomas Jefferson, and the other band of loyal
Revolutionists dreamed of and visualized a nation made up of the thirteen separate
colonies, each one with its own rights and privileges, but all banded together for
the purpose of maintaining these United States of America. W ith so much of the
wealth, prestige, and background pro-Britain, it was indeed a serious question for a
considerable period of years whether the dream of the Revolutionists would
materialize.
M any Certified Public Accountants have felt that the control of the profession
should be vested in a national organization, with a membership free and independent
of either a State Certified Public Accountant Certificate or membership in a State
Society. T h e control of the profession in Great Britain and certain other countries
is on that basis. For many years others have envisaged and dreamed of a time when
membership in a National Society w ill be dependent, first, upon a State Certified
Public Accountant Certificate, and, second, membership in a State Society; and,
finally, that a time w ill come when membership in a State Society w ill automatically
carry membership in the National Society, the democratic control of this National
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Society to be perpetuated by votes sent through the mail. T h is should insure the
taking part in said elections, and other issues voted upon by all members, whether
they attend a convention or not.
This Editor believes that the profession in this country must follow the philosophy
of its political founder. O u r profession is not independent of, but is a part of, the
great body politic. W hat best suited our British forebears did not suit their American
Colonial descendants. Likewise from an accounting standpoint, what is best suited
for Great Britain is not necessarily the most satisfactory in our own land.

B i d d in g
by

Jam es

F.

H u gh es,
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In 1879 Louis Blanc writing on Organisation du T ravail said:
“ W h at is competition from the point of view of the workman? It is work put up
to auction. A contractor wants a workman. Three persons present themselves.
“ ‘H ow much for your w ork?’ ‘H alf a crown; I have a w ife and children.’
“ ‘W ell, and how much for yours?’ ‘T w o shillings; I have a w ife but no children.’
“ ‘Very well, and now how much for yours?’ ‘One and eight pence are enough
for me. I am single.’
“ ‘Then you shall have the w ork.’
“ It is done; the bargain is struck. And wh at are the other two workmen to do ? It
is to be hoped they w ill die quietly of hunger. But what if they take to thieving?
Never fear; we have the police. T o murder? W e have the hangman. A s for the
lucky one his triumph is only temporary. Let a fourth workman make his appearance
strong enough to fast every other day and his price w ill run down still lower. There
w ill be a new outcast; a new recruit for the prison, perhaps.”
In discussing unguarded competition the question is asked— Does it tend to lower
the moral sense of a community? A purchaser seeks to buy at the lowest price and
those in competition with each other must lower their prices and if this cheapness,
the essential requisite of business success, be the result of harsh and inhuman measures,
or if it leads to misrepresentation and dishonesty, the inevitable result w ill be that
harshness and inhumanity w ill become the essential condition of success.

O ur

C i v i c

D u t y

T h e United States entered the W orld W a r to “ make the world safe for democ
racy.” Every person connected with the necessary activities preceding and during that
conflict admits that the details were weak at every point. It proved, however, to be
the most highly successful undertaking ever entered upon by any nation. T h e war
was won in spite of imperfect details, about which everybody cussed, because of our
100% united efforts.
Today we are engaged in a war against economic laws with the avowed object of
“ making the world human-minded.” T h e details involved in the rearrangement ap
pear to be as unsatisfactory as did those of years ago. T h e final outcome of the W a r
on Depression w ill be as successful as the combined efforts of the individual citizens
choose to make it.
D o your cussing under your breath and pull a strong oar.
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H E most valuable asset of a business or
profession is good w ill. Perhaps good
w ill is even more important than capital or
credit. Good w ill has a real monetary value,
yet it cannot be purchased but without it
capital w ill be lost and credit w ill soon be
withdrawn. Credit to a large degree is based
on good w ill and the securing of a loan is
nothing more or less than capitalizing good
will.
W e may well ask the question what is
this intangible something called good w ill.
W hile good w ill is intangible, yet it is one
of the greatest forces in modern business.
Good w ill may be simply defined as that
which creates faith in yourself. It is the
creating of a spirit of satisfaction in the per
son you serve so that that person w ill pass
by your competitor and come to you. Have
you not often seen the traveling public pass
by a dozen or more taxis and pick out a cer
tain driver? W h y? Because the driver has
created good w ill toward him and the service
he sells. M ay we not say that good w ill is
agreeable and satisfying service.
A n organization of national reputation
sent out the following N ew Y ear greet
ings:
“Among our guests we like to count the
only one that money cannot buy— your good
will. And so we extend to you— not as a
customer alone, but as a friend— our best
wishes for the coming year.”
Good w ill is an asset not only to the busi
ness man but also to the professional man
whether he is preacher, teacher, doctor,
lawyer, or what not.
In this discussion we are striving to dis

cover what constitutes good will. In a suc
ceeding lecture we shall learn to secure good
w ill. W hen you see a business man who has
finished learning— no matter whether he is
an employer or employee— you see a man
who has finished growing.
And again we are admonished that:
“ Business is a battlefield, and the men who
win are those armed with knowledge, new
ideas and superior methods.”
A plant manufacturing a nationally known
product was recently sold and in the assets
was listed good w ill at what seemed a fabu
lous price, yet the purchaser paid the price
gladly. T h is concern had produced an article
that meets the needs of the public, kept the
product up to a high standard and insisted
that it be sold on its merits and as a result
the public feels that it can depend on the
quality of this product. O u t of such prac
tices has grown the system of trade marks
to identify products and protect the manu
facturers. T h e courts so recognize the value
of that which produces good w ill, that they
w ill hold in contempt those who simulate or
directly imitate a standardized product. W e
can readily understand why trade marks are
so jealously protected when we understand
that they become synonymous with the char
acter of the men backing the enterprise. If
any one of a hundred nationally known
articles were mentioned, you would be able
to name its trade mark or slogan or vice
versa.
“ A ll things are thine estate; yet must
T hou first display the title deed,
And sue the world. Be strong; and trust
High instincts more than all the creeds.”

W h a t have you done in 1933 to increase the G ood W ill
o f the Profession ?
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O T long ago, a friend of mine came
to the Commerce Building in a taxi
cab. A s he paid his fare the colored driver
turned to him and said, “ T his N . R. A . con
vention sure am the greatest convention they
ever had in W ashington.”
T h e N . R. A . is much more than a life
saver to the W ashington taxicabs and W ash
ington hotels. It symbolizes a new economic
structure and a changed relationship between
government and industry.
Economic changes do not happen indepen
dently of other parts of our social organi
zation. Economic changes, political changes,
and, if you w ill, philosophical, psychological,
and even religious changes are inevitably in
tertwined.
Six hundred years ago the world saw a
distinctive type of economic system. There
were small communities almost completely
independent of each other, dominated by cus
tom and tradition. T h e Feudal System was
not a system of progress, but it certainly was
a system of stability. T h e average man car
ried on exactly as his father had done before
him. If his father had been a lord, the son
was a lord; if a serf, the son was a serf. If
the father had plowed his field with certain
implements, the son necessarily used the same
implements. Such a system was based on the
principle that the average human being had
virtually no intelligence or judgment, and
was therefore best off in a situation which
gave him no opportunity to make mistakes.
His parents had survived and therefore there
was safety in following in their footsteps.
T h e only real intelligence was to be found
at the top of the political structure in the
King. T h is intelligence on his part was to
be explained by his direct relationship with
*A d dress before the A nnual M eetin g o f the
A m erican T r a d e A ssociation E xecutives, Chicago.

the Lord God Almighty, the doctrine famil
iarly known as T h e Divine Right of Kings.
T h e nobility shared this wisdom to a lesser
extent. In this situation the function of the
Government ( for the K ing and nobility were
the Government) was to undertake full re
sponsibility and to determine all problems of
policy wherever they might arise.
Quite the opposite was the social picture
of one hundred years ago. T h e concept that
the ordinary man possessed no wisdom and
judgment had given way to the principle that
all men were born free and equal, and that,
except for the chances of education, men
had more or less equal intelligences. T h ere
fore, in the economic world the greatest good
to the greatest number was to be accom
plished by giving each individual as much
freedom to exercise his intelligence as pos
sible. T h e old regulations and the dominat
ing traditions were broken down, and an
economic system grew up based on individual
freedom and initiative.
T h is all had direct implications for the
character of the political structure. There
is nothing extraordinary about the fact that
the economic system which we call Capital
ism and the political system which we call
Democracy, both developed during this era;
for Democracy is nothing else but the politi
cal way of expressing the idea that individual
intelligences are fairly equal.
A long with this new democratic structure
of Government came, naturally enough, a
changed attitude concerning the relationship
of the Government to economic life. T h e
Government must interfere as little as possi
ble, leaving individuals free to pursue their
own ends. T h e greatest total accomplish
ment was to result from permitting the am
bition of each individual to express itself
without restriction.
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For some years we have been gradually
modifying these ideas of unrestricted indi
vidual initiative and laissez faire. T h e de
velopment of scientific knowledge and the
tests of experience have called for fresh con
sideration of our social structure. W e cer
tainly no longer believe in the theory of equal
intelligences. Furthermore, it used to be
generally held that human nature was a fixed
something, present in each one of us at
birth; that man was born with certain immu
table characteristics, and that our economic
system necessarily must conform to these
characteristics. Since one of them, and by
many people regarded as the dominant one,
was selfishness, it was thought that the best
economic system was one which utilized this
motive to the full.
But now scientists tell us that, if there is
any one characteristic of human nature which
is certain, it is that human nature is chang
ing and changeable; that people can be mold
ed by their environment. T h e emphasis
which the Russian, German and Italian sys
tems have placed upon the training of young
people is evidence of their attempt to utilize
this principle. In Italy, for example, no one
has been admitted to membership in the
Fascist party since 1925, who has not come
up through their training program. Children
under 14 are subjected to certain educational
processes, and from 14 to 18 the discipline
is even more intensive. T h is concept that
human nature is malleable, destroys the old
idea that there is only one form of economic
system suitable to mankind. It requires us
to think in constructive and experimental
terms.
T h e second reason for the breakdown of
the old attitude comes from the economic
system itself. A t point after point, the auto
matic controls which were intended to direct
and maintain equilibrium have been destroyed
or become inflexible, and conditions which
originally may have led to the highest social
results have now often become creatures of
destruction.
Take, for example, the concept of com
petition. Competition presumably not only
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provided a tremendous stimulus to activity,
but prevented prices from rising unduly, and
assured us that quality would not be im
paired. It eliminated the inefficient producer
and balanced production and consumption.
A s long as our economic system was strug
gling to produce enough goods to meet the
demand, competition did tend to function in
this way. But when our productive apparatus
became adequate and in some instances, more
than adequate, and the business man had to
concern himself chiefly with marketing his
products, then competition began to lead to
all forms of undesirable trade practices. Even
though eighty-five per cent of an industry
desired to eliminate child labor, for exam
ple, they could not accomplish their purpose
in the face of the competition of the minority
who obtained low costs by means of low
wages paid to children. T h e codes describe
in detail many trade practices which have
gradually developed without any economic
justification but which could not be elimi
nated in a competitive system based on free
initiative. T h a t which was one of the great
est forces in developing our society, became
the means of enforcing the lowest levels of
business morality upon industrial leaders to
whom such practices were abhorrent, but
who could not disregard them and maintain
their economic life.
T h e idea of laissez faire has been greatly
modified over the last seventy years. T h e
concern of the Government is not so much
the behavior of any single individual, but the
ordering of the relationships of individuals
so that the acts of one w ill not lead to
injustice and suffering by others. T h e ac
tion of individual initiative, quite unrestrict
ed, tended in many instances to reach out
and hurt other individuals. T h is became
evident in the field of banking, and the G ov
ernment threw aside the doctrine of laissez
faire and established the National Banking
Act. Later the same situation developed in
railroads, and the Government set up the In
terstate Commerce Commission. Public util
ities came under state regulation. Then the
Federal T rad e Commission was established.

12

T H E C E R T I F I E D P U B L IC A C C O U N T A N T

M ore and more the Government has found
it necessary to protect society from the undue
initiative of special interests.
And there is one further reason why the
Government has been forced to enter upon
the direction of our economic life, the in
creasing complexity and interdependence of
economic activity.
I once made an elaborate study of business
conditions in the United States year by year
since the Revolutionary W ar. T h e outstand
ing feature of our business history in early
years was that Boston, N ew York, Balti
more, Charleston, and all the other centers,
had relatively independent economic exist
ences. T o be sure, they were all affected by
foreign influences bearing upon their foreign
trade. But as far as domestic industry was
concerned, there could be an epidemic in
Baltimore with the result that half the popu
lation left the City and business was com
pletely stagnant, at the same time that N ew
Y ork was carrying on under what one would
describe as prosperity. Today there is no
such thing as local or industrial economic
isolation. T h e ill-fated Florida land boom
affected all parts of the nation. T h e bank
holiday was a national experience. And no
geographic or industrial section of the coun
try can hope for a sound return to prosperity
unless the same upward trends are evidenced
elsewhere.
In such a situation, the individual is help
less, and the Government, as the one respon
sible agency for directing our social life,
must take a hand.
But if individual initiative, competition and
laissez faire fail to set decent standards of
economic behavior, and are unable to provide
the essential stability which we desire in our
economic life, what form of economic struc
ture should be adopted ? There is, of course,
the extreme possibility of following along
the lines suggested by Russia, where the com
plete direction of economic activity is taken
over by a centralized agency. T h a t is not
the solution which has been elected by the
present Administration. Rather, it has recog
nized the basic desire of the responsible per
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sons in each industry to operate on a reason
able and intelligent basis, and has said that
each industry shall be permitted to set its
own standards and control its own develop
ment,— industrial democracy rather than in
dividual freedom.
This is a bold idea. T w en ty years ago, it
would have met at once with the universal
comment that the inherent selfishness of in
dividuals was such that each industry group
would at once take advantage of this oppor
tunity to seek its own selfish ends. There are
still many who hold to this opinion. If it be
true, the new economic structure w ill require
further revision. But the opportunity is here
for individual industries to show their sin
cerity and concern and reasonableness in
working towards prosperity for the Nation.
T h e trade association had very little place
in an economic system which rested on in
dividual initiative and competition. But it
is the very foundation of the structure which
looks toward industries as units, setting stand
ards and controls within which each individ
ual shall then freely operate.
T h e new attitude of the Government goes
far beyond the mere removal of the restric
tions which have surrounded trade-associa
tion development in the past. I hardly need
to remind you of the suspicion with which
early trade-association activity was view ed;
the handicaps which legislation and judicial
interpretation set upon the cooperation of
competing business units. Not only have
these limitations been removed, but there is
positive encouragement. T h e National In
dustrial Recovery A ct explicitly states that
“ It is hereby declared to be the policy of
Congress . . . to provide for the general wel
fare by promoting the organization of indus
try for the purpose of cooperative action
among trade groups.” T h is policy has been
interpreted so broadly that not only is the
trade association recognized as the agency to
develop codes of fair competition but, in most
instances, it has continuing authority to direct
and determine the future of the industry.
H ow could the trade association be given a
greater opportunity?
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There are two essentials to successful op
eration of an industry as an economic unit.
The first is knowledge; and the second is
power. For the first time, the Government
is giving positive support to the gathering
of information concerning each industry. T he
National Industrial Recovery A ct states that
the President may require the making of re
ports and the keeping of accounts. T h e codes
of fair competition provide for the collection
of statistics, and failure to report is a viola
tion. M any code authorities are instructed
to set up systems of standardized cost account
ing and the members are required to cooper
ate. Furthermore, Code Authorities are giv
en permission to investigate and recommend
improvements in trade practices within their
industries.
Th e Government is endeavoring to set its
own statistical house in order. It may be
helpful if I detour a moment to tell you of
two new agencies which have been established
recently. T h e first is the Committee on G ov
ernment Statistics and Information Services.
This is a small group of economists and stat
isticians sponsored by the American Statistical
Association and the Social Science Research
Council, financed by private funds, estab
lished at the request of the Secretaries of In
terior, Agriculture, Commerce, and Labor.
It is created for the period of one year, and
is engaged in reviewing and making sugges
tions for improving the statistical work of
the Government.
T h e Central Statistical Board was estab
lished by Executive Order of the President
on July 27. Its membership includes repre
sentatives of various government agencies en
gaged in the compilation or analysis of sta
tistics. It has a total budget of $20,000. It
w ill do no statistical work itself, but is a
coordinating agency, both endeavoring to
eliminate duplication now existing among
the statistical agencies in the Government,
and to encourage new statistical undertakings
where data are now lacking. Under its stim
ulus, the Bureau of Labor Statistics is ex
panding greatly its work in the field of retail
prices, and the Bureau of Foreign and D o
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mestic Commerce is undertaking the com
pilation of data on the volume of retail sales.
T h e Board is now examining with great
care the statistical work of the various gov
ernment agencies in the field of construction,
looking toward the improvement of our
knowledge in this important sector of our
economic system.
In this connection, the Government has
one goal in mind,— adequate and reliable
statistics. N o scientists would dream of car
rying on an experiment without providing
for the most detailed observation of its re
sults, and we are in the midst of a great
economic experiment. M uch of this infor
mation has a usefulness far beyond the in
dividual industry. It is essential to the G o v
ernment in order to direct properly the eco
nomic life of the Nation.
I had hoped that it would be possible for
me to state positively at this meeting the
exact manner in which this statistical work is
to be done. But this matter is still in a state
of flux. A s you know, most of the codes pro
vide for the collection of statistics by trade
associations or other designated agencies.
These provisions, however, do not abrogate
the ultimate authority which the Industrial
Recovery A ct vests in the President to re
quire statistical reports. In at least one in
stance where the code did not set up a sta
tistical agency, this principle has been re
stated in the Executive Order in which ap
proval was given, where the following clause
appears:
“* * * and it is hereby approved on the
condition, com pliance w ith which is hereby
required, that reports shall be furnished
from time to tim e to the A dm inistrator by
each employer of the industry setting forth
inform ation on w ages, hours of labor, and
such other m atters in such form , m anner,
and detail as he may require.”

T h e present situation, therefore, is that
authority for the collection of statistics has
been given specifically to the Code Authority,
but that the Government has not relin
quished its ultimate responsibility in the mat
ter.
There is, of course, a strong feeling in
many quarters that the collection of statistics
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should be left entirely and completely in the
hands of trade associations. O n the other
hand, others argue that many trade associa
tions are too new to be responsible or to
possess the confidence of business men, that
they can not obtain complete or honest cov
erage, and that there is evidence that in the
past certain trade associations have wandered
from the paths of statistical morality.
Stating the problem in these extremes in
dicates the possibility of middle ground, on
which both trade associations and govern
ment cooperate to accomplish the purpose
which both desire,— better statistical rec
ords. In at least one industry the schedule to
be used has already been developed mutually
by the trade-association and Government offi
cials, thus assuring to each the data which
it desires.
T h e exact means of accomplishment may
not yet be clear, but of much greater im
portance is the assurance that the results w ill
be obtained. Certainly with both trade as
sociations and the Government working to
the same end, the final result w ill be much
more complete coverage in terms of firms,
items of inquiry, and industries.
I must cite one other opportunity which
is now extended to the trade association,—
the raising of business standards. T h e codes,
with their lists of unfair practices to be out
lawed, are a sad commentary on the results
of vigorous competition. I shudder to think
of the economic historian one hundred years
from now, describing present American in
dustry as he deduces it to be from these codes.
M any of these practices have developed under
the stress of the depression, but once estab
lished, their elimination is extremely diffi
cult. These conditions have too long been
kept under cover. A t last, they ar e brought
out in the open, to be eliminated by the de
sire of responsible leaders of industry. T h e
Bureau of Foreign and Domestic Commerce
has endeavored to show in past studies that
many of the practices are uneconomic, but re
gardless of such demonstration, they could
not be eliminated except by joint action. M il
lions of dollars w ill be saved by these sec
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tions in the codes of fair competition, but
even more important, recognized standards
of business decency w ill be established on a
higher level than ever before.
T h e Bureau of Foreign and Domestic
Commerce has maintained for years a section
which endeavored to keep informed concern
ing the development of trade associations.
Its publication, “ Commercial and Industrial
Organizations of the United States,” has
been the authoritative reference book on the
subject. T h is material has been invaluable
during the last three months, but it is now
sadly out of date. T h e organization of new
bodies and the consolidation of old ones have
completely changed the picture. W e shall
shortly approach you all with a request for
information so that a new edition can be
published. I assume that I need not even
ask for cooperation.
I have stressed the importance of the rec
ognition of each industry as a unit in the
new program. But this is not enough. T h e
finest statistical work in the world, a com
plete system of cost accounting, plus the
giving of control and power over the develop
ment of an industry to a trade association,
can not assure it of prosperous activity. Each
single industry unit is but one part of our
total economic system. N o persistent pros
perity can be attained unless the various
units are in balance with each other. N ot
only must there be balance among the pro
ducing industries, but other elements in the
economic system, such as currency and fi
nance, foreign trade, taxation, and security
dealings, must fit properly into the picture.
These relationships are beyond the scope of
single industries. If any balance is to be
achieved by intelligent control it must be
done through Government direction.
In the past, when our economic mechan
ism was temporarily deranged, recovery has
been assured by the underlying trend of
population increase. If a single industry had
over-expanded, we could be certain that in
the course of time, demand would catch up,
and balance would once more be achieved.
Furthermore, the existence of fertile land on
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the frontier meant that the standards of liv
ing could never drop below a minimum
which could be obtained there. These safe
guards are becoming less and less significant
as means of maintaining standards and of
correcting maladjustments. Economic plan
ning must take a greater and greater part
in our economic system.

opment. I quite agree, but I see no reason
why any single human brain need be given
such complete authority. Rather, the intelli
gence of each industry is being mobilized
to direct that industry, and the intelligence
of these groups plus the Government must
cooperate on the problem as a whole.
I f such a program cannot find the way,
by experiment, by trial and error, to work
through the problems which press so heav
ily upon us, then the future looks black in
deed. But I think we have reason for hope.
T h e leaders of this country are sincerely
striving to plan wisely, and in this program
the trade association, the industry unit, has a
vital part. I know that I speak for Secretary
Roper, Assistant Secretary Dickinson and for
all my colleagues in the Bureau of Foreign
and Domestic Commerce in assuring you of
much more than our best wishes— our hearty
cooperation in the task which is before you.
And I wish personally to offer the services
of the Bureau of Foreign and Domestic Com
merce in working towards the great objec
tive of prosperity, stability, and security for
the American people.

T h e Department of Commerce is dedicat
ing itself to render every possible assistance
in accomplishing this great program. In the
past it has done much to aid industries in
setting up standards of business practice; it
has endeavored to assist trade associations
to function wisely; it has studied economic
trends and business conditions. N ow that
there is a clear recognition of the trade as
sociation and of the importance of intelli
gent planning, the function of the Depart
ment of Commerce is of even greater signifi
cance. W e believe that cooperative intelli
gence can meet the challenge of our disor
dered economic system.
I have little sympathy with those who at
tack any new program on the grounds that
no human brain is able to direct social devel
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S O M E may question why Chief Account
ing Officer is used instead of a specific
title. T h e reason is that some public officials
have the title of Comptroller, and others,
Auditor, and in using one it might leave the
impression with some that the other was ex
cluded.
It may also be advisable to state that M u 
nicipal Corporation is not used in this article
in its popular sense, meaning a city or town,
but in its legal sense meaning any political
division, such as a town, city, school district,
county, etc.
T h e chief accounting officer should be an
accountant, preferably though not necessarily,
a certified public accountant. T o o often we

C .P .A ., N ew Y ork City
find such an officer is neither and in many
cases just a lawyer. A knowledge of the
law is helpful to such an officer but he is not
in charge of the legal department, therefore
his sole attribute should not be a knowledge
of the law. H e should have a good ground
ing in accounting principles. H e need not
have previous municipal accounting experi
ence. If he is w ell grounded in accounting
principles it w ill not take him long to swing
into stride as he w ill be faced with applying
these principles to a new state of facts. T h e
facts may change but the principles do not.
T h e procedure may change but the same
principles of accounting are still there. T h e
accountant, through his studies, practice and
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reading has learned enough of financing to
offer helpful opinions on the finances of the
municipal corporation without having been
the treasurer.
In some cases men are appointed that could
much better serve in some other department
of the government, due to their training and
experience. W e certainly would look askance
at an accountant heading the legal, engineer
ing, health or police departments. W h y make
an exception with the accounting department.
A s to his selection. He should be elected
to this office or appointed by some one whose
activities do not come under his scrutiny.
Neither should he owe his appointment to
one upon whose disbursements or expendi
tures he is to pass. H e should be the watch
dog of the treasury. No one wants to be
called ungrateful or have it said that they bit
the hand that fed them. Therefore, he should
not be under obligations to any one. He
should be in the position to give advice when
needed, and severely criticize when the oc
casion calls, and refuse to permit the finan
cial officer to make any disbursements that
are not in proper order. M any w ill recall
that in one of the large cities a few years
ago the comptroller every once in a while
held up payments that in his estimation were
not accompanied by proper explanations or
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Accountants should, through their organi
zations, bring to the attention of the public
and the public officials the need of a trained
accountant at the head of the accounting de
partment. Some people are still under the
impression that an accountant is a glorified
bookkeeper and that an auditor is a species
of private detective trailing and spying on
dishonest and absconding cashiers. W hen
the accountants, through their organizations,
have educated the public and the public offi
cials, we w ill find accounting departments
headed by accountants instead of people from
related and unrelated professions. T h e job
of educating the public falls to the organiza
tions because they are in a better position to
do so. Bar associations endorse capable law 
yers for judicial and legal positions but we
do not read in newspapers of accountants’
organizations endorsing a capable accountant
for head of the accounting department. It
is up to the accountants to bring accountancy
to the level of the other professions because
nobody else w ill do it for them.

L e g is la tio n
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were not proper. He was elected. Had he
been appointed by the mayor or had he owed
his appointment to the mayor there certainly
would have been some hesitancy before pay
ments were halted until they were proven
proper.

A u gu st
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A u d it s

by

B R IE F summary of German laws pro
viding for compulsory audits by inde
pendent public accountants is given as fol
lows:
A

I. P r i v a t e B u s i n e s s C o r p o r a t i o n s

i.

U p o n

A c c o u n tin g *
P art

St a t u t o r y

B e a r in g

Obligatory annual audit.
T h e center of our interest w ill be
the German Presidential Decree dated

* T h e G erm an P resid ential D ecree w as printed
in our Decem ber, 1931 issue. T h is article w ill
appear in three parts.

C .P .A ., Chicago, Ill.

I

P u b l ic

A ccountants

September 19, 1931, which contains con
siderable amendments to the corpora
tion law of the commercial code and
other provisions relating to corporations
and limited share companies. T h e most
important of these statutory regulations
is the requirement for private business
corporations to submit to an annual au
dit by independent public accountants.
Until such time as may be fixed by the
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German Government corporations with
a capital stock not exceeding three mil
lion marks (about $750,000) are ex
empted. Particulars of the decree w ill
be found in Part II as regards the stat
utory annual audit and in Part III
with respect to annual report and state
ments.
2. Incorporation audit.
Sections 192 to 194 of the corporation
statutes in the commercial code require
that an examination of the incorpora
tion be made by specially appointed au
ditors in the following cases:
(a) where contributions are made to the
capital of the company otherwise than
in ready money, or if the company
being formed is to take over properties
already in existence or to be provided
or any other kind of property;
(b) where any of the founders is elected
to serve as officer or director of the
company (founders are stockholders
who were parties to the articles of
incorporation or who contributed to
the funds of the company other than
in cash) ;
(c) where an officer or director obtains
some special advantage or has con
tracted to receive some recompense or
rew ard for the founding of the com
pany or some preliminary work in
connection with the establishment of
the company.
Such examination is to cover the legal
requirements for incorporation, all trans
actions leading up to the founding of
the company, the charter, subscription
to and payment for capital stock, privi
leges granted some stockholders by char
ter, capital stock issued or other con
sideration paid for properties contrib
uted to or taken over by the corpora
tion, the valuation of such properties in
cluding appraisals, cost data, financial
and operating statements of the trans
ferer, contracts to be taken over by the
corporation, organization expense and
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compensation of founders and promoters,
and underwriting agreements.
T h e auditors are to be chosen by a
body officially representing the commer
cial profession (chambers of commerce),
or where no such body exists, by the
court of the district within which the
company has its seat.
3. Special investigations.
Section 266 of the commercial code
(revised by A rticle V I I of the Presi
dential Decree of September 19, 1931)
provides that a stockholders’ meeting
may by simple majority have auditors
appointed to inquire into matters relat
ing to the forming of the company or
into the management of the affairs of
the company. Stockholders who are
serving as officers or directors are barred
from voting where officers or directors
are in any way involved in the case to
be voted upon.
I f at a stockholders’ meeting a mo
tion to appoint auditors to investigate
some matter in connection with the in
corporation or some transaction of the
management within the past two years
is rejected, the court of jurisdiction
within which the company has its seat
may appoint auditors upon application
of a minority representing at least ten
per cent of the capital stock. Such ap
plication w ill be considered only if
grounds for suspicion are produced that
irregularities or gross offenses against
the law or the corporate charter have
occurred. T h e petitioners must deposit
their shares with the court until a de
cision is reached and give an affidavit
that they have held the shares at least
three months prior to the stockholders’
meeting. T h e officers and directors must
be heard before the appointment of the
auditors. T h e company may also ask
that security be furnished by the plain
tiffs in an amount at the discretion of
the court to indemnify it for any damage
it may sustain through the suit.

TH E
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T h e provisions of section 262c (see
Part II) concerning auditors qualified
to conduct statutory annual audits apply
in case the auditors have been appointed
by the court.
II.

In su ran ce

C o m p a n ie s

Compulsory annual audit.
O n June 6, 1931, a Presidential Decree
was enacted concerning the Supervision of
private insurance companies and building and
loan associations. Sections 57 to 64 deal
with the obligatory annual audit of insurance
companies by independent auditors. T h e pro
visions are in general similar to the new cor
poration statutes. However, the auditors are
appointed by the board of directors and en
gaged by the officers, subject to approval by
an official body of supervision (Aufsichtsbe
horde). Furthermore, the auditors are per
mitted to follow instructions by the board of
directors (but not instructions of officers).
Section 56 stipulates the valuation of mar
ketable securities for balance-sheet purposes.
These are to be stated a t :
1. T h e lower value of (a) exchange quo
tation or market price at balance-sheet
date and (b) the average price for the
last six months of the fiscal period
(based upon first quotations in each
month) ; or
2. Cost if below exchange or market price
at balance-sheet date.
Smaller companies recognized as such in
accordance with section 53 or companies that
have no boards of directors are exempt from
the compulsory audit provided for in sec
tions 57 to 63. If and how they are to be
examined, is left to the discretion of the offi
cial board of supervision.
III.

P u b l ic

C o r p o r a t io n s

Compulsory annual audit.
T h e Presidential Decree dated June 10,
1931, prescribes an annual examination by
independent auditors for
1. undertakings sustained by public cor
porations ;
2. establishments (public utilities and other
business enterprises) with rights of pub
lic corporations;

ACCO U N TAN T
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3. undertakings other than private stock
corporations, the income of which goes
wholly or mainly to public corporations.
T h is provision does not apply to the
Reichsbank, the Deutsche Golddiskontbank,
and the Deutsche Reichsbahn-Gesellschaft
(German Railroad Company).
T h e Federal Government is empowered,
with the approval of the Reichsrat, to make
laws and regulations in order to carry out
the provisions of the decree; particularly, to
grant exemption from the compulsory audit
and stipulate the scope of examination and
the extent of publicity in regard to the audit
report. Different dates may be fixed by the
government to put the decree into effect as
the kinds and the economic significance of the
various enterprises may require.
Prior to the issue of this decree, in March,
1927, the ministry of finance made arrange
ments with the Deutsche Revisions-und
Treuhand A . G . concerning annual exami
nations of establishments wholly or partly
state-owned and issued general directions for
such audits:*
1. T h e ministry of finance or its agency
will see to it that examinations take
place in accordance with the program
outlined below.
2. T h e work on the regular annual audits
shall begin as soon as possible, at the
latest immediately after the annual clos
ing is completed, unless special arrange
ment is made for a particular case.
3. Subject of the examination:
A.

G en eral

T h e examination shall cover both le
gal aspects and business phases; in a first
audit: legal form, object, capitalization,
e tc.; in later audits the changes taking
place; organization and accounting sys
tem, especially that of internal control;
the activities of the establishment in gen
eral during the period under review ;
extraordinary transactions or incidences
outside the course of regular business;
*F ro m an article by D r. W ilh elm A d ler in
“O effentliche H and und W irtsch aftsg estaltu n g ,”
G . A . G loeckner, Leipzig.
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provisions for welfare, education, and
housing of employees. T h e various
points are to be mentioned in the report
as scope and object of the examination
may require.
B. B a l a n c e

S heet

T h e examination must be such as to
give the auditors a complete survey of
the conduct of the management and sat
isfy them that no objections need to be
raised. It is left to the auditors’ judg
ment to determine whether the examin
ation of the books and supporting rec
ords shall be complete or only by test
and scrutiny.
T h e audit shall cover the individual
items appearing on the balance sheet.
T h e latter is to be explained to such an
extent that each account shows, in gen
eral, the balance at the beginning of the
period, the changes occurring during the
period, and the status at the close of
the period. T h e evidence of existence
and the proper valuation of assets are
to be verified as much as possible. Par
ticular care should be taken to make
sure that inventories are complete and
properly valued and that there are no
secret reserves. If feasible, a compari
son with the inventories of the previous
period shall be made.
In connection with accounts and
notes receivable or payable, maturities
and the terms upon which credits have
been extended or liabilities incurred shall
be indicated in a general way. Large
and otherwise noticeable items must be
specially commented upon. W here the
concern has received from the state
funds without full consideration, a de
tailed statement of such funds should
be submitted. Guaranty, surety, and
similar obligations are to be inquired
into and reported upon fully.
C.

P r o f it a n d L oss S t a t e m e n t

T h e individual items of income and
expense as shown by the books must be
verified.
In connection with depreciation, ex
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planation should be given in case of de
partures from customary rates or from
the customary treatment of depreciation,
as well as unusual write-offs. Similarly,
reasons are to be stated for an unusual
status or disposition of reserves. T h e
adequacy of depreciation and other val
uation adjustment accounts, especially
for outstanding claims, must be looked
into. Operating results are also to be
closely investigated. W here an estab
lishment maintains several departments
or branches, it shall be ascertained
whether they have operated profitably
or what subsidies they have required.
4. Audit report.
T h e drafting of the report shall fol
low the outlines of the subject matter
given above. It is to be indicated what
pa rts of the accounting records and
what periods have been examined either
completely or by test check. In a first
report, specimen of forms and sample
entries shall be included inasmuch as
they are necessary for the comprehension
of the accounting system. In subsequent
reports only changes in the system need
to be illustrated, if necessary. Further
more, the report is to state what con
sideration has been given to exceptions
taken in previous examinations. Finally,
the report shall contain statements about
the profitableness and the liquidity of
the establishment.
Inventories shall be attached to the
report. In case of larger undertakings
it w ill suffice to give a summary of sub
totals by groups, with a brief exposition
of facts bearing upon the reliability and
completeness of the inventories includ
ing goods in transit, as well as valuation
principles and methods.
5. Three copies of the audit report are to
be submitted to the expert minister of
the department in question who shall
forward one copy each with his com
ments to the national audit bureau and
to the finance ministry.
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IV .
C o o p e r a t iv e S o c ie tie s
T h e statutes for cooperative societies (sec
tions 53 to 65) provide, inter alia, that a de
tailed audit be made at least every two years
by an expert accountant appointed by the
court unless the society belongs to a “ Revisionsverband,” a national organization
which supervises its member societies in ac
cordance with the law.
T h e

P r o fe s s io n

of

P u b lic A c c o u n tin g

Public accounting in Germany has not
yet been legally recognized as a free profes
sion but is still considered an occupation fall
ing under the statutes for trade (Gewerbe
ordnung). However, its “ emancipation” may
be expected in the near future now that pub
lic accounting has received fresh impulses
through legislative acts and is about to ex
pand its field considerably. A t least the socalled “ W irtschaftspr üfer” (a title which
corresponds to the English chartered account
ant or to our own certified public accountant)
are likely soon to receive legal recognition
as a free profession, so much the more as a
good many of them can boast an academic
education.
Furthermore, the trend of the public mind
seems to drift away from the principle of free
trade as far as the practice of public account
ing is concerned. Aw are of the important
part the public accountant is destined to play
in the evolution of economic order and of his
great responsibility to the public at large,
the government has seen fit to place restric
tions upon, and regulate, the practice of
public accounting.
T h e practitioners may be divided into the
following categories:
1. “ W irtschaftspr üfer,” the highest type of
public accountant in Germany, created
by recent legislation. In Part I I are
set forth the provisions of the commer
cial code (sections of the corporation
law revised Sept. 19, 19 3 1), the govern
mental decree of December 15, 1931,
together with the regulations of the
Central Board, a newly established au
thoritative body, concerning require
ments for application, examination, and
appointment of Wirtschaftsprü fer and
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rules for professional practice. It w ill
be noted there that corporations are
permitted to engage in public account
ing and to practice as W irtschaftspr üfer
if duly registered as such; also that the
scope of public accounting in Germany
is rather extensive including, as it does,
various fiduciary functions. It is the
distinction of W irtschaftspr üfer from
other classes of accountants that they
are exclusively qualified to conduct an
nual audits and special investigations
prescribed for corporations.
2. “ Oeifentlich angestellte und beeidigte
B ücherrevisoren,” that is persons ap
pointed and sworn in as public account
ants by a district chamber of commerce
and industry or by another official body
in accordance with section 36 of the
Gewerbeordnung and the amplifying
enactments of the various states which
are still in force.
3. “ Diplom-B ücherrevisoren,” that is uni
versity graduates who have passed a
state examination in public accounting
and trusteeship at an accredited institu
tion for business administration.
4. Persons that have been sworn in as pub
lic accountants for lifetime by a court.
These are rare nowadays as the courts
in calling in expert accountants would
ordinarily consult the local or district
chamber of commerce for recommenda
tion of a B ücherrevisor.
5. Individuals, not belonging in any of the
foregoing groups, who without public
appointment engage in public account
ing within the limits set by law.
It may be mentioned that the designation
“ V D B ” affixed to the names of public ac
countants, excluding group 5, denotes mem
bership in the “ Verband Deutscher B ücher
revisoren.” T h e rules of this organization re
quire an applicant for admission to submit
to its own examination in the absence of a
satisfactory examination before appointment
by a chamber of commerce or by the court.
It is safe to predict that because of the
(Continued on page 48)
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E d u c a tio n *

by F a y e t t e H . E l w e l l , C .P .A .,
Professor of Accounting, University of Wisconsin
A C C O R D I N G to the leaflet issued by the
United States Office of Education,
M ay 17, 1933, there were 436 colleges and
universities in this country in 1932 which
offered a total of 1,808 courses in account
ing and business statistics.
O f the 436
schools, 312 reported an enrollment in those
courses of 76,912. Undoubtedly, there are,
in all, w ell over 100,000 studying account
ing.

N e w C o n co rd . Muskingum
College .....................................
O berlin . O berlin C o l l e g e ....
O x fo rd . M iam i U n iv e r s ity ..
South E u c lid . Notre Dam e
C ollege .....................................
S p rin g field . W itten b erg C ol
lege ............................................
W e s t e r v ille . O tterbein C ol
lege ....................... ....................
f F il b e r f o r c e .
W ilb erfo rce
U niversity ..............................
Y e llo w S p rin g s. Antioch C ol
lege ............................................

O nly 126 of the institutions reported that
they offer curricula in accounting and busi
ness statistics in which Students may major.
These institutions reported an average of
eight courses and five instructors. T h e 77
institutions reporting the number majoring in
accounting and business statistics reported
an average of 57 majors.

There are perhaps many omissions from
the above list.
Eight of these institutions offer five (5)
or more courses and it may therefore be as
sumed that students may major in account
ing. By this it is implied that they are pre
paring for a career in accountancy.
Are they preparing for a professional ca
reer? A re you, yourselves, certain that ac
countancy is a profession? There is no ques
tion but that when we speak of our work,
we invariably speak of it as a profession.
Both national organizations have within the
past sixty days definitely said that accoun
tancy was a profession and as such was not
at present subject to the National Recovery
Act.

A s Certified Public Accountants practicing
in the State of Ohio, I assume that you are
familiar with the fact that accounting in
struction was reported as being offered in
1932 in the following 21 Ohio colleges and
universities:
In structors
in Accounting
A k ro n . U niversity o f A kron 3
A th en s. Ohio U niversity . . .
5
B e r e a . B a ld w in -W a lla ce C ol
lege ............................................ 2
C le v e la n d . Case School of
Applied Science ................... 2
W estern R eserve U n iv er
sity .............................................. 9
C in cin n ati.
U niversity
of
C incinnati .............................. 22
K a iv e r U niversity ............ 1
C olu m bu s. Ohio State U n i
versity .......................................
9
D ay ton . U niversity of D a y 
ton ..............................................
2
D e la w a r e . Ohio W esley an
U niversity ..............................
3
F in d la y . F in d lay College
1
H ira m . H iram C o l l e g e .........
1
M ou n t St. J o s e p h .
College
of M ount St. Josep h . . . .
2

Courses in
A ccounting
6
10
3
2
10
23
3
17
5
4
4
2
4

*A d dress at F a ll M eeting o f the Ohio Society
of Certified P u blic Accountants, Columbus, Sep
tember 29, 1933.

1
1
2

2
2
5

2

2

1

2

2

3

1

3

3

7

(See page 6, B ulletin of the A m erican Institute
of Accountants, Aug. 15, 1933 and the letters
“Profession, T r a d e or Industry” dated Aug. 1,
1933 and Sept. 1, 1933, w ritten by the Secretary
of T h e A m erican Society of Certified Public A c
countants.)

But let me ask you this— if accountancy
is a profession, should not formal technical
education be one of the most vital steps in
the preparation of young men for such a ca
reer? If formal technical education means
so little, how can you speak of it as a profes
sion? This reminds me of a conversation
Professor Scovill and I had a few years ago
with one of the country’s leading practi
tioners of the day. He said he would prefer
young men with training as bank clerks or as
freight clerks to those majoring in account
ing in university schools of business.

22

T H E C E R T IF IE D

P U B L IC A C C O U N T A N T

Let me quote from the pamphlet “ A c 
countancy Is a Career for Educated M en ,”
issued by the American Institute of A c 
countants.
“ It is to be emphasized at the beginning
that this plan does not apply only to men
who have had technical training in accoun
tancy. College men who possess high intel
lectual and personal endowments and have
had broad cultural training w ill find attrac
tive opportunities in the profession whether
they have previously studied accountancy or
not.
“ Accountancy technique is based on com
paratively few general principles. Conse
quently, the preliminary technical education
is not so extensive as that required for the
engineering, legal and medical professions.
“ It has been the experience of accountancy
firms that men graduated from general cul
tural courses in the liberal arts and sciences
develop rapidly, although men who have also
devoted time to technical accounting study
have an initial advantage.”
T h is certainly minimizes the value of the
advanced accounting courses offered by the
universities, and very effectively discredits
University education for the profession. (If
time permitted I would like to tell you how
the wording of that last quotation has been
changed, so that as it now stands, it is far
milder than it used to be.)
Even now the content of this pamphlet
tends to form some doubt in the college se
nior’s mind about the wisdom of his ma
joring in accounting. Does this very ap
parent slight on technical education lead
you to feel that from this standpoint the In
stitute believes accountancy to be a profes
sion?
W h at do the Certified Public Accountant
laws in the various states require in the
matter of education? Professor Heckman of
the University of Georgia spoke at the last
meeting of the American Association of U ni
versity Instructors in Accounting upon the
subject “ Standards of Accounting Train ing”
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and among many other important points bear
ing upon the general subject said:
“ In the C .P .A . laws governing education
al qualifications, the most usual merely state
that the applicant shall be a graduate of a
high school or shall have an equivalent edu
cation. Even this section is missing from
fourteen of the laws of the states and terri
tories, where absolutely no mention is made
as to any education. Is there any wonder,
then, that the older professions, the doctors,
the lawyers and the engineers, merely smile
broadly when asked to recognize accountancy
as a profession? Even in those states where
a high school education is a pre-requisite, the
clause that immediately follows, ‘or its
equivalent,’ is one that cannot be applied.
W h at is an equivalent of a high school edu
cation? Is it ability in a foreign language?
Algebra? History? O r what else? O f course,
a few states have definitely established an
equivalent and prescribed examination, but
in the majority of states what board of ex
aminers is qualified to pass upon this equiv
alence ?
“A s to college education, there is even a
greater sparsity of recognition in the various
State laws. In so few of the states was men
tion made of college education that I am
going to outline briefly the provisions as I
found them.
“ In the District of Columbia and in Iowa
graduates from schools of commerce major
ing in accounting receive a credit of two
years on the three-year practical experience
requirement. In North Carolina college
training is ranked as the equivalent of one of
the two years needed. In Utah the depart
ment of legislation may provide that the com
pletion of a course in a college of commerce
may be credited as part of the two years’ ex
perience required. In North Dakota and
the Philippine Islands the completion of
the accounting course in college is considered
the equivalent of three years of practical ex
perience and no practical experience is re
quired, while in M aryland the college course
is considered the equivalent of the two years
of practical experience required. Michigan
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recognizes college training in two respects:
One year’s credit is given for the training ap
plying on the four years required; then, too,
graduates of recognized accounting schools
may take the examination without experience
except that the auditing and practical ex
amination w ill be taken on the completion
of two years of practical experience. N ew
Y ork is the only State requiring of applicants
for the certificate college training in ac
counting, and this is to take effect in 1938
unless, as has been attempted, the law is re
pealed prior to that date. Virginia provides
that examinations may be given to graduates
of colleges but that the certificates shall be
held until the practical experience is ob
tained. N o credit is given for the amount
of experience.
“ It can be seen from the above summary
that practically no recognition is given col
lege training in accounting. There still per
sists the most prevalent idea that practical
experience shall be the sum and substance
of one’s training if he is to be a successful
accountant.”
(It is known that certain other State
Boards have made rulings which grant the
prospective examinee certain time credit to
ward the experience requirement for ad
vanced accounting courses taken in recog
nized schools of business.)
Here I want to say to you most emphati
cally and most sincerely that I believe ac
countancy is a profession and that the way
to best train young men for it is by giving
them university training in the basic technical
subjects. T h e profession today, more than
ever before, needs the broad general train
ing given by Collegiate Schools of Business
(in addition to the accounting subjects) in
the fields of economics, taxation, finance,
banking and public utilities, and I have ab
solute faith that our young men so equipped
will be the leaders in our field in the next fif
teen or twenty years.
Furthermore, I believe that the basic tech
nical courses should be included in the un
dergraduate curriculum— the same as PreLaw and Pre-M edic courses— so that grad
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uate courses w ill be of a quality worthy of
the standard which should be attached to
such work.
T h e one greatest handicap which I believe
the accountancy profession suffers today is the
narrowly trained Certified Public Account
ant who has crammed on accounting courses
until he has been able to pass a Certified
Public Accountant examination. If ours is
a profession, it is no credit to have it possible
for a person to take, let us say, a few corre
spondence courses in the field of accounting
and perhaps one correspondence course in
commercial law and then say he is a profes
sional man. Although I admire the man who
has thus studied, he is greatly handicapped
by not having had courses in economics, pub
lic and private finance, statistics, etc.
It certainly is no credit to a profession
from the educational point of view to have
such articles appear as does in the September
1933 issue of T h e A m e r i c a n A c c o u n t a n t
entitled “ Preparing for the State C . P. A .
and American Institute of Accountants E x 
aminations” in which the author states:
“ T h e Certified Public Accountant can
didate may: ( 1 ) study by himself; (2) at
tend a coaching class; (3) study by corre
spondence.” N ot a word about a university
education for this test of knowledge of sun
dry accounting topics!
If many leaders in our field did not be
lieve accountancy a profession, why is it that
they have continued their usual recruiting
visits to our leading collegiate schools during
the past four years? T h eir answer is that
they are looking for young men of poten
tial capacity for accountancy, whom they
hope w ill measure up tb the present-day needs
of our work far more than those who came
along fifteen to twenty years ago.
There are, no doubt, hundreds of practi
tioners who believe that the schools are not
turning out men equipped for the profession
of accountancy either in general or techni
cal education. One of the Certified Public
Accountants for whom I have the greatest
respect recently wrote:
“ A degree is no assurance of talent, in
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dustry or character and further, it does not
even guarantee the minimum educational
background which we feel we have the right
to expect.
“ W e do feel that we have the right to
expect from the college graduate certain edu
cational minima which, in many instances,
if not totally lacking are at least woefully
inadequate.”
Again, let me quote from the editorial in
A m e r i c a n A c c o u n t a n t for Decem
ber 1932 in which M r. Pace says:
T he

“ T h e public practice of accountancy is still
lamentably weak in this country in one of the
essentials upon which the usefulness and the
development of the profession must always
depend. W e refer to the unorganized con
dition that exists with respect to the selection
and training of incoming practitioners.”
A fter many paragraphs, (which I recom
mend that you read most thoroughly) he
says:
“ W herein does the trouble lie? Candor
and honesty compel us to say, in the lack of
adequate professional training for incoming
practitioners— a lack that is today reflected
in the professional attributes of the members
of the profession.”
Again— “ W hat is the remedy? In the re
organization, it seems to us, of accountancy
with respect to the selection, education, and
training of incoming practitioners.”
(I hope every practitioner and every ac
counting instructor has read or w ill read
that editorial.)
T h is spring D r. M ervin Isaacs, Certified
Public Accountant, published his Doctor’s
thesis (Columbia University, N ew Y ork)
on “ Professional Accountancy Training in
Collegiate Schools of Business.” I wish every
certified public accountant would read that
thesis. In the preface he states that the prac
ticing accountants have been censuring the
college instructors in accountancy “ because of
an alleged inadequacy in the preparatory
training that students of accountancy receive
in colleges.”
Further he states: “ T h e accountants who
were interviewed, on the whole, stated that
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the colleges were not, in their opinion, giving
adequate preparation in the practical aspects
of accountancy work. T o o much emphasis
was placed on theory and form, not sufficient
on the actual work which the accountant per
forms in the field. T o quote but one example
of the complaints m ade:
‘In the course of our practice we have had
hundreds of college graduates apply for posi
tions and with few exceptions, I might say they
are totally unfit to begin work in an accountant’s
office.’ ”

N ow what are the criticisms of the gradu
ate’s general education which are, I truly
believe, those for which all too many prac
titioners are blaming the accounting instruc
tors?
One of the most friendly critics says—
“ First and most painfully prominent among
the list of defects I place the inability of
the commerce graduate to write the English
language. Aside from knowledge of rules of
grammar, punctuation, and spelling (which,
in themselves, are woefully lacking in many
cases), we have a right to expect that the
college-trained man w ill be able to express
himself clearly with a good choice of words
and a logical arrangement of ideas.
“Ability to think logically, which must
precede ability to write well, is also notice
ably absent.
“ N ext on my list of deficiencies is the in
ability to speak well. A very large part of
business concerns itself with personal con
tacts and the man who is handicapped by
self-consciousness, limited diction, illogical
thinking, and lack of voice and gestures is
at a serious disadvantage. These qualities
are not so essential in a bricklayer or clerk,
but it is rarely that we find a college gradu
ate who does not aspire to become at least
a junior executive. Unless he acquires in
after life the ability to think, write, and
speak well, in the absence of unusual strokes
of fortune the college graduate must fail in
his ambition.
“ Beyond these qualities, business men feel
that they have a right to expect from the
college graduate an understanding of people.
Business is not an impersonal thing, but is
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largely made up of contacts and dealings of
one individual with another. A n apprecia
tion of how and w hy people think and act
as they do is certainly a fundamental of good
education.
“ W e feel that we have a right to require
a sound background in mathematics. O ur
college men are all too often unable to cope
with simple problems of actuarial calcula
tions or algebraic equations involving two or
three unknown factors, and as for simple
addition and multiplication, this is evidently
beneath them.
“Above all, we are not so much concerned
with the amount of facts a man has in his
head as with his ability to learn new facts
quickly. Flexibility of mind, imagination, in
dependence of viewpoint, ability and desire
to learn— these scholarly qualities go further
to make the college graduate a desirable
employee and a potential success than any
knowledge of mere facts he can carry out
into the world with him.”
Years ago I am quite certain that many of
the practitioners expected that men direct
from colleges should be equipped to do senior
work, but I think that day has largely passed.
For the past few years the only criticism
which I have heard of the accountancy work
given in the leading schools is that it is too
specialized.
T h e following statement of G . F. Brewer
(C . P. A ., Chicago M anager of Ernst and
Ernst) expresses this thought very w ell:
“ . . . by the time the individual has ad
vanced in the profession to the point where
he is confronted with the special technical
problems, either he has forgotten his educa
tional instruction or the practices involved
have so changed that this instruction is
largely wasted. For example, a number of
our commerce colleges give advanced courses
in cost accounting and in income tax account
ing. It is a rare thing, however, for the col
lege graduate going into public accounting
work to be confronted with difficult cost
accounting problems or income tax practice
during the first three or four years of his
professional work. W hen he does meet these
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problems, his answers to them come from his
practical experience and subsequent study
rather than from his college training.”
N ow let us see what the schools of busi
ness and the accounting instructors have been
doing toward preparing young men for the
accounting field.
T h e forty-six leading Collegiate Schools
of Business have an association called the
Association of Collegiate Schools of Business.
An analysis of the accounting courses which
they offer was made by D r. Isaacs and w ill
be found in the publication above referred
to. It w ill repay you to read it.
D r. Isaacs also found (page 40) that
42.2% of the accounting instructors in the
Collegiate Schools of Business had Certified
Public Accountant certificates in 1932. O b 
viously, there are many instructors and other
assistants employed temporarily as laboratory
assistants while taking graduate work, etc.
and I assume that the percentage is lowered
because such persons have been included. It
is safe to say that in the great majority of
the leading schools of business not only the
heads of the accounting departments, but
those in charge of the special fields are certi
fied public accountants.
Furthermore, the courses which are offered
in the leading schools are not merely the in
dividual ideas of those in charge but their
content has been altered and revised many,
many times as a result of discussions, investi
gations, papers at conventions, etc. It may
interest you to know that during the Christ
mas holidays in 1916 the first annual meeting
of the American Association of University
Instructors in Accounting was held in C o 
lumbus. There were perhaps fifteen or
twenty of us present. B y the way, at the
first meeting I presented a paper upon the
subject of “ T h e Problem of Standardizing
University Courses in Accounting.” Since
then this Association has met annually,— it
now has some four hundred and fifty mem
bers, and for some years it has published the
quarterly A c c o u n t i n g R e v i e w . I mention
these matters to show you that there has
been and is, at the present time, a sincere
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conscientious effort made by the accounting
instructor to improve the quality of his work.
Let us therefore admit that some criticize
the accounting major graduates very severely
and ask what the profession, as such, has
done to improve the situation. Frankly I do
not believe the profession has done any where
near what might be expected of it in inter
esting itself in this problem and cooperating
with the accounting instructors.
W h at have the practicing Certified Public
Accountants done to help the accounting in
structors turn out a better product? M any
practitioners as individuals have responded
to requests to give individual talks or ad
dresses upon certain subjects and many as
individuals seem sincerely interested in
actively cooperating with the accounting in
structors. A ll too frequently, the practi
tioner who speaks before a university class
underestimates the knowledge of the subject
which the class already possesses, and spends
too much of his time on trivial or elementary
matters rather than speaking upon the par
ticular specialized subject for which he was
invited. I must confess that several times
students have remarked after such talks—
“ Is that gentleman really a leader in his
field?” A s far as I know, there has been no
well-directed effort to bring the two groups
into active cooperation.
In this connection we must realize that we
have two national organizations neither one
of which has any direct control or power
over the activities of state societies. I sin
cerely hope the day may soon come when we
have one national professional society in ac
countancy with the desire and the courage to
really classify and rate collegiate schools of
business offering students a major in account
ing. Please remember that the American
Bar Association and the American Medical
Association have rated the collegiate schools
in these lines and their influence in raising
standards has been tremendous. W h y can
not a national accounting society do a similar
piece of work and keep it up-to-date?
For many years the American Institute of
Accountants has had a Committee on Edu
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cation and I refer you to their reports in the
Institute Y ear Books to see what they ac
complished.
Please do not be misled when you read
Facts and Purposes (T h e American Institute
of Accountants pamphlet published last Jan
uary) when it says: “ T h e committee (of
education) has tabulated and classified the
collegiate schools of commerce, accounts and
the like.” W hen I inquired as to this tabu
lation and classification, the Librarian of the
American Institute of Accountants advised
me, under date of Sept. 19, 1933, “ T h e re
port you refer to was published in 1916. W e
are very sorry but this is out of print and
we have no more copies.”
Y ou know as well as I do that the best
school of seventeen years ago would probably
rank low when compared to the schools of
today. W h y give the impression that this
tabulation is up-to-date?
I wonder if you have read that pamphlet
and have really analyzed its statements ? Let
me quote from an editorial in the June 1933
A c c o u n t i n g R e v i e w written by one of the
leaders of our profession, himself a member
of the Institute.
“ Under the title, Facts and Purposes, the
American Institute of Accountants has issued
a pamphlet which in the course of its fifty-five
pages seeks to place the management of the
Institute among the immortals. Let the pam
phlet speak for itself, as it does on every
page.”
Then follow some ten quotations from
sundry pages and Eric Kohler concludes:
“ . . . A small minority may recognize in
the above excerpts from Facts and Purposes
what has been evident for many years to
members of the profession: the inherent
snobbishness in many of the Institute’s pub
lished reports— a snobbishness and lack of
good taste that have their origin in a real
ignorance of the things at stake in the ac
counting profession. There is no indication
of any understanding of the problems that lie
ahead; no appreciation of the newer oppor
tunities for the profession in the bloodless
social revolution in which we have been im
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mersed during the past year. T h e Institute
as pictured in Facts and Purposes is the sur
vival of another generation, unashamed to
tell the world how good it is, and not afraid
to stretch and overstress facts in order to
prove a point.
“ It is to be hoped that no one w ill suspect
that the author of the copyrighted Facts and
Purposes is an accountant. It is probably a
safe rule to state that the more honest the
accountant, the poorer is he as an artist of
ballyhoo.”
For several years the Committee on Edu
cation of T h e American Society of Certified
Public Accountants compiled a summary of
the activities of the Committee on Education
in State societies. In some states there were
no such committees and in others little if
anything had been done toward having the
society as such interest itself in the educa
tional work being done in accounting. Sug
gestions relating to the necessity for close
active cooperation between the practitioners
of the State and its accounting instructors
seemed to be unavailing.
Let me publicly announce my debt of
gratitude and appreciation to those secre
taries of State societies or chairmen of State
committees on Education for answering our
American Society Committee inquiries. T o
me, their courtesy in giving an outside group
information has always been an evidence of
a cooperative spirit which when developed as
it may easily be, w ill prove itself to be one
of the greatest factors yet experienced in the
development of our profession.
Such meetings as you have had here in
Ohio in the past few years prompts me to
express the thought that here is an ideal
setting for a real professional cooperative
spirit to be developed. H ow may it be done ?
There are many ways, but here are a few
suggestions.
First, have an active committee survey the
accounting courses offered by your colleges
and universities and separate them into two
groups— those courses required of all Com
merce students and those courses required of
students majoring in accounting. Special or
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separate committees may then be appointed
to study or survey certain special courses such
as Auditing, Accounting Systems, Govern
mental Accounting, etc. and the instructors
in those fields may be invited to a conference
or conferences on the subject. Certainly
great good would come from such a study
for both sides— the practitioners would really
know what was being done and the instruc
tors would have the advantage of learning
to know the practitioners.
Please do not think of all instructors as
theorists who know nothing about practice,
and on the other hand please do not be afraid
to criticize.
Again all too many practitioners fail to
distinguish between those colleges offering
one or two courses in accounting and those
offering a complete curriculum in the sub
ject. I am of course, referring to the colleges
offering the complete curriculum.
In some cases you may decide that a col
lege should abandon the accounting work.
I do not see why you should hesitate to so
inform the administration of that particular
college.
If the college cannot afford to have an
accounting instructional staff, experienced in
practical accounting work, it is questionable
whether it should offer work beyond the
fundamental courses. (M an y of the colleges
are located in small cities where the indus
trial and general business life offers little
opportunity for developing a general account
ing practice.)
W h y not discuss this matter of technical
education with the college men on your
staffs, get their ideas as to improvements and
discuss your conclusions on the subject with
the accounting department in the particular
school ?
Have your ideas about accounting major
graduates been formed first hand or from
reports of seniors who came up through the
experience ranks, and who do not look with
favor upon academic training for the profes
sion? Unfortunate is the junior sent out on
an assignment with such a senior! T h e work
of the junior is often made disagreeable, and
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the junior, after a few months feels that if
this is accountancy, he wants no more of it.
Let a principal or a representative of a part
ner investigate such reports as may be given
by the senior in these cases, rather than con
demn college training in general.
W h y not inquire as practitioners whether
the instructors are familiar with the Classifi
cation of Accounting Services approved by
the Accounting Instructors Association, T h e
American Society, the N ew Y o rk Society,
the N ew Jersey Society, and many other
State Societies?
W h at about the library facilities at the
various colleges offering work in accounting?
Do you know that they are adequate at each
of the schools which offer a major in ac
counting? W h y not have a committee that
would really look into this important phase
of professional education?
Have you as practitioners, really decided
what the qualifications of a junior account
ant are? Do you encourage a professional
spirit by having “ Student Associates” in your
Ohio Society as does the Illinois Society?
D o you encourage professional activity and
interest by offering scholarships in your Class
A institutions to young men who have been
outstanding— say in the first three years of
their college work?
Are you and the Ohio accounting instruc
tors familiar with the Council on Accounting

M
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Research— its aims, objects, and personnel?
T o my mind it is one of the most significant
developments of the past few years, and
speaks well for the future of our profession.
T h e professors here at Ohio State w ill tell
you all about it if you have not yet heard
of it.
Tim e does not permit me to continue, but
once we really get into this matter of active
cooperation and the development of a pro
fessional spirit there w ill be dozens of ways
presenting themselves for still furthering our
mutual needs.
Gentlemen, I look forward to the time
when you w ill be requiring your juniors to
have taken graduate courses at a university
— such as the plan that has been worked out
here at Ohio State University— real gradu
ate courses, and not elementary courses given
A rts graduates who have had no elementary
work in accounting. In a few years I think
you w ill see the C .P .A . degree given by uni
versities after a certain period of graduate
work and interneship— the same as in law
and medicine and then a license to practice
granted by the State.
And finally, w hy not resolve here and now
to really carry out the good intentions which
I am sure you all have to the end that the
quality of our personnel may be advanced so
that our profession may rank as one of the
most useful and dignified in American life.

u n ic ip a l A c c o u n tin g *
E lls w o r th

L.

F u lk ,

C .P .A ., Lincoln, Nebraska

WH E N one hears of a city audit in this
section of the country, the first
thought that comes to the mind of a prac
ticing accountant is, “ W ho was the low
bidder?” It is quite natural that this should
be the first thought to come to the mind of
a public accountant when one is familiar
with the letters received from city officials.
T h ey read something like this:
“ Approximately what w ill it cost to

audit the C ity of ------ ’s affairs for the
past year or two? Kindly advise.”

* P a p er presented at N ovem ber M eeting of
the N ebraska Society of Certified P u blic A c
countants.

T h e period to be covered by the audit was
not definitely stated in any of the above

“ I have been advised to find out what
it would cost to have an audit of our
municipal water plan ts books for the
past three or four years.”
“ Please advise us your charges for a
complete audit of our village books.
Other accountants from Grand Island
and Hastings are bidding on this job.”
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letters. T h e first letter states “ for a period
of a year or two,” just as though it would
make very little difference in the cost of the
audit whether it was for one year or two
years. T h e next letter states “ for a period
of three or four years” and the third letter
does not give any idea of the period to be
covered.
T h e first two letters read did not mention
the scope of the audit. T h e third letter
states a complete audit.
Inquiries like these just read have had an
influence upon the accounting profession,
perhaps a far greater influence than any of
us realize. T h ey have caused a wide variety
of work to be done under the name of “ M u 
nicipal Accounting,” which, I believe has
been one of the major factors in the dissatis
faction with the work of our profession
among city and village officials.
A letter similar to those just read reaches
us in the morning mail. W e know from ex
perience that the city clerk who wrote us
has written several other accountants. W e
also know that, other than from January
first to M arch fifteenth, the letter w ill reach
some accountant who is not extremely busy
and would like the engagement. Therefore,
we must answer it immediately or go to the
city and call on the Council if we do not
want to learn in a few days that someone
else has been engaged.
Y ou cannot take the time to write a letter
and make inquiry as to the exact nature of
the audit, the period to be covered and the
number of books kept in an effort to be able
to give a true and fair bid, for if you do,
nine times out of ten the reply you receive
is that the engagement has already been given
to John Doe. Realizing this fact, I venture
to say that there has been a great deal more
thought given by accountants to the question
of how to save time on a city audit and
thereby reduce the cost, than has been given
to the question of how to be of more service
to the cities and villages of Nebraska.
T h e first question that a city official asks
when he discusses the subject of an audit is
“ W hat w ill it cost?” W e cannot criticize
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city officials for being interested in the cost
of an audit. It is the duty of all city officials
to run the affairs of their city as economic
ally as possible. T h e accountants must teach
city officials to realize that the cost is only
one of the questions to be considered. It is
of equal importance to consider the question
of what benefits may be derived from the
work to be done.
A great deal has been written on the sub
ject of M unicipal Accounting but little of it
applies to the situation in the smaller cities
and villages with which we come in contact.
For this reason, I thought perhaps, we could
get more out of this subject by outlining step
by step an audit of a city with a population
of from three to four thousand. I w ill take
up each office separately, going through the
routine work to be done and citing some of
the troublesome questions that arise.
O ffice o f the City C lerk
T h e claims on file should be checked
against the record of claims allowed and dis
allowed as shown by the minutes of the
Council meetings. There is no other way the
auditor can tell whether the claims paid have
been approved by the Council.
A claim might have been signed by the
M ayor, Clerk and finance committee and
still not have been allowed by the Council.
Claims paid which were not allowed by the
Council should be so reported in the audi
tor’s report. It hardly seems worth while to
report minor discrepancies unless you think
they w ill be followed up and the over-pay
ments collected and the under-payments paid.
I recall auditing the books of a certain
city where the bookkeeper in the W ater and
Light Department purchased for herself
electrical appliances from a wholesale house
and had them charged to the City. T h e City
Council did not demand that all claims filed
against the C ity be itemized and sworn to
by the claimant. W ater and Light Depart
ment invoices were mailed to the department
and presented by the W ater and Light Com
missioner to the C ity Council for payment.
T h e month in which the bookkeeper pur
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chased electrical appliances for herself, she
would not present the itemized statement
from the wholesale house to the City Coun
cil. T h e following month she would present
the statement which, of course, began with
a balance. T h e Council approved the pay
ment of the statement, the C ity Clerk drew
the warrant and no one was the wiser. This
was done several times during the year. It
was discovered by a detailed examination of
the claims and invoices paid.
T h e above related incident raises the
question as to whether the auditor should
make a detailed audit of all of the claims
paid during the year. By this I mean, should
he verify the footings and extensions on
every claim ? Should he examine every claim
to see that it is an itemized statement of the
items being paid and not the payment of a
balance with current items purchased during
the month. I have not been able to answer
this question to my own satisfaction. About
the time I decide that it is not necessary to
make a thorough and detailed examination
of the claims paid something turns up which
makes me afraid not to do so.
It is not at all uncommon to find where
a supply house w ill send an invoice or claim
to a city and it w ill not be paid at once be
cause the Council had already met and
allowed the claims for that month. Before
the next meeting of the Council more sup
plies are purchased and a new invoice or
statement is rendered covering the original
purchase and also the purchase just made.
Both the original invoice and the second
statement are presented at the next Council
meeting and paid.
I have known of instances where an in
voice or claim was mailed to a city and later
a draft drawn on the city for the same
amount. T h e draft was paid when it reached
the local bank and the claim allowed at the
next Council meeting.
An insurance agent in a city which I
audited always collected the premium on the
bond of the Justice of the Peace, a county
officer, from the city. It was paid each year
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without question.
If such errors were rarely made, I would
not mention them but in the smaller cities
and villages which do not have a good book
keeping system it is not unusual to find
several overpayments in a year if the claims
are carefully audited.
W e must remember that in the smaller
cities the city officials are usually business
men who take care of the city’s business when
they have a little extra time. O ften it is at
night when they are tired and are not as
alert as when they are handling their own
business affairs in the daytime.
Considerable time may elapse between the
time of purchase of certain items and the re
ceipt of the claim. This makes it difficult
for the Council to remember if a claim has
been presented before and paid.
W hether or not it is the duty of the
auditor to make a sufficiently detailed exami
nation to locate such discrepancies, I do not
know. If you go to the councilmen they will
not know whether you are supposed to make
such a detailed examination or not. Here is
a very good example of the need of written
specifications where cities ask for bids for
auditing. There should be some uniformity
in the specifications and not different specifi
cations prepared by each city. T h e M unici
pal Finance Officers’ Association of Chicago
has developed specifications for municipal
audits. I do not know whether they would
fit the situation in Nebraska or not. T h e
question of the Nebraska Society of Certified
Public Accountants submitting specifications
to the League of Nebraska Municipalities
for use by cities in employing accountants is
worth consideration.
W e can at least help the cities and villages
that employ our services by recommending
that they use a proper claim blank and de
mand that all claims against the city be filed
on one of these blanks, with all purchases
itemized and sworn to by the claimant.
W arrants paid should be compared with
the claims approved by the C ity Council in
order to verify that the warrants were drawn
the same as the claims were allowed. T h is
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is the only way that fund balances at the
close of the year can be verified for the City
Treasurer must charge the paid warrants to
the funds shown by the claim.
W hile auditing a city I found a clerk who
seemed to have no regard for the various
funds. H e would draw the warrants on any
fund for which the warrant book was handy.
Th e M ayor and City Council in this city
had spent a great deal of time preparing a
budget and the mill levy to raise the neces
sary money to meet the requirements of each
department of the city. T h e City Clerk
through his carelessness upset the entire work
of the M ayor and Council. No one knew
where they stood. For example, the City
Treasurer showed a balance of $160.20 in
the General Fund whereas the correct bal
ance was $6,752.62; the Treasurer’s records
showed a balance of $2,326.43 in the Street
and Alley Fund while the fund was actually
overdrawn $1,396.15. Y ou can readily see
that the tax levy which was made after the
audit was entirely different than the levy
which would have been made without the
audit.
T h e question has been raised, W hat good
does it do to correct the fund balances? A t
the next meeting of the City Council they
could vote to transfer any amount they desire
from the General Fund to the other funds.
This is very true and somewhat discouraging
to the accountant. Y ou work hard, make all
of the necessary corrections and find your
results changed by a motion carried at the
next Council meeting.
It seems to me that the laws need revising
rather than the accounting practice. Surely
we cannot neglect to correct errors in the
charging of items to the wrong funds simply
because the City Council may make a trans
fer at the next meeting and place them
exactly where they were before we made the
corrections.
T h e M ayor and City Council make a
budget and prepare the levy. T h e levy is
published in the local papers. It appears on
the receipt received by the taxpayer when he
pays his taxes. But does it mean anything?
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It shows a levy of ½ mill for the Street Fund
which would lead the taxpayers to believe
that is what they are paying for the mainte
nance of the streets. However, with the
right to transfer from the General Fund to
the Street Fund whenever the C ity Council
so desires the levy of ½ mill for the Street
Fund means very little.
I have heard accountants argue, and the
more work I do for municipalities the more
I am convinced there is some merit to their
argument, that a city should have only two
funds other than the special improvement
funds, namely, a General Fund and M uni
cipal Utilities Fund.
It seems to me that it would be far better
to amend the statutes which permit the
transfer of funds than to do away with the
funds. However, if the statutes cannot be
amended, why go to all the work to separate
claims, keep separate funds and then transfer
whenever necessary to keep them from being
overdrawn.
As a taxpayer, I feel there is a distinct
advantage in having the separate funds pro
vided the City Council cannot make trans
fers. I could then tell how much of my tax
money went for streets, amusements parks,
fire department, etc.
T h e fact that so many cities and villages
transfer from the General Fund to the other
funds whenever they are overdrawn has had
a tendency, I believe, to cause accountants
to spend less time on the question of the
yearly budget and comparison of the actual
expenditures with the budget. Perhaps we
should not let the fact that the C ity Council
can transfer funds at w ill have any influence
upon our work.
One of the duties of the C ity Clerk is to
collect tobacco licenses, show licenses, pool
hall licenses, fire insurance company and
other occupation taxes. T h e revenue from
these sources can be verified by examination
of the duplicate receipt books kept by the
Clerk and reference to the city ordinance as
to the amount which should be collected in
each instance. One should also make some
examination into the number that should pay
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such fees. T h is can usually be done by refer
ence to the local telephone directory.
It is not at all uncommon to find that the
C ity Clerk does not keep a record of the
cash collected. H e w ill collect the fees that
he is required to collect and turn them over
to the City Treasurer. If the C ity Treasurer
does not keep an itemized record of the re
ceipts, and it is not his duty to do so, the
record is not available when it comes time
for the annual audit.
T h e following officials and employees of
a city should be bonded:
C ity Clerk
C ity Treasurer
Police M agistrate
W ater and Light Commissioner
Bookkeeper for the W ater and Light
Department
T h e bonds should be in the custody of the
Clerk. T h ey should be examined to see that
they have been properly written, the pre
miums paid thereon and for a reasonable
amount. Sometimes the one handling the
most money has the smallest bond for no
reason other than that several years ago when
the city officials and employees were first
bonded the local agent wrote the bonds in
the amounts still carried.
Insurance policies should also be in the
custody of the Clerk. T h ey should be ex
amined to see that they have been properly
written, the premiums paid and that the
coverage is reasonable. If the city does not
carry sufficient coverage in any kind of in
surance or all of the various kinds of insur
ance that it should, it is the duty of the
auditor to recommend the necessary changes
in the insurance schedule to give the city
proper protection from all hazards.
T h e subject of insurance for municipalities
always reminds me of a city not so far from
Lincoln, whose volunteer fire department
building burned. There was no insurance on
the building.
It is the duty of the C ity Clerk to keep a
complete record of the bonded indebtedness
of the city. T h is duty is fixed by statute. It
seems as though more cities do not have a
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complete record of the bonded indebtedness
than do.
T h e audit report should clearly show the
lack of such record if the C ity Clerk does
not have it. If the Clerk has a bond record
the report should contain a schedule of the
outstanding bonds, showing the bonds ma
turing each year, and the amount of interest
payable each year.
W hile auditing a city one is continually
confronted with legal questions. In fact, it
seems difficult to know where to draw a line
between the accountants’ duty and liability
and that of the city attorney.
T h e question has often been raised whether
the C ity Clerk was liable in the event that
the City Council allows claims which are
prohibited by law and which might be de
clared void, if he draws the warrants in pay
ment of same. T h is question is answered in
the case of Scottsbluff vs. Southern Surety
Company. It was held that the C ity Clerk
was personally liable for issuing warrants
prohibited by statute even though authorized
to do so by the C ity Council.
A great majority of the warrants issued by
Nebraska cities and villages show substantial
defects on their face. O ften appropriate space
provided for the amount of the funds levied
against and the amount of the warrants pre
viously issued against such funds are never
filled out. For no good reason, where the
statutes or the ordinances provide for the
issuance of progress certificates during the
construction of public municipal improve
ments by way of preliminary evidence of
part-payment, without authority of law, mu
nicipal warrants are substituted therefor,
while bond issues are still pending, thus per
mitting two sets of securities to be floating
around for the same debt and later showing
up in the hands of innocent purchasers.
A very interesting case in this connection
is that of the Union National Bank of F re
mont vs. Village of Beemer.
A n auditor is often asked by the City
Clerk if he must publish the proceedings of
the Village Board or City Council.
T h e duty of publishing Village Board or
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City Council proceedings is made mandatory
upon the Clerk. I f he fails to publish or
cause to be published these proceedings
within thirty days after any Board or Council
meeting, he may be prosecuted and fined for
his failure or neglect to do so; provided, he
can contract with some legal paper to publish
the proceedings at a rate not to exceed that
provided by law for the publication of pro
ceedings.
O ffice o f the City T reasu rer
W hen an audit is mentioned the majority
of the members of a C ity Council think of
the verification of the cash receipts and dis
bursements of the C ity Treasurer. M any
city audits are made which do not include
any more than this.
T h e City Treasurer is the custodian of the
funds of the city. T h e law requires that he
keep an accurate and permanent record of
the cash receipts and disbursements. If this is
done, it is a simple matter to audit his books.
T h e principal sources of revenue are from
taxation, C ity Clerk and W ater and Light
Department. T h e money received from tax
ation can easily be verified by communication
with the County Treasurer’s office. T h e
money received from the C ity Clerk can be
verified by examination of his records and
receipts which he holds from the City Treas
urer. T h e Treasurer is only responsible for
the money paid to him by the W ater and
Light Department. T h e amount can be
readily verified by examination of the W ater
and Light Department books.
Theoretically money received from taxa
tion should be distributed by the Treasurer
to the various funds according to the levy
under which it is collected. During the time
I have practiced as a public accountant I have
not found this to be done. T axes of the year
1929 collected in 1933 are not distributed to
the various funds according to the mill levy
for the year 1929 but according to the levy
for the year 1933.
It has been my experience that some cities
use for example the 1932 levy to distribute
all money received from the County T reas
urer up to November 1, 1933 when the per
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sonal property tax becomes due and then use
the 1933 mill levy until the next November.
Others start distributing the money received
in M ay of each year on the basis of the new
levy. I would like to hear those present state
what their experience has been relative to
the distribution of tax money.
T h e Treasurer’s authority for disburse
ments is a warrant signed by the C ity Clerk
and M ayor. A n auditor can verify the
entries by checking the cancelled warrants
against the Treasurer’s record of warrants
paid, keeping in mind that they must be
charged to the Funds designated on the w ar
rant. A fter the fund balances have been
proved the total fund balances should be
reconciled with the cash on hand.
T h e statutes prior to the amendment by
the last legislature provided that any bank
in which funds of a city of the second class
or village were deposited, should give a surety
bond equal to the maximum amount on de
posit in the bank at any time during the
year.
In 1931 it became almost impossible for
the banks in the smaller cities and villages
to secure a surety bond. T h e treasurers
acting under the authority of the M ayor and
Council entered into agreements with the
banks in their cities to place in escrow securi
ties to protect the funds on deposit.
Since the statutes did not specifically give
state banks the right to pledge their assets to
secure deposits of cities of the second class or
villages there was considerable question as
to the value of said security until the State
Supreme Court held in the case of Luikart,
Receiver vs. C ity of Aurora that a state bank
designated as a depository of public funds
belonging to a city of the second class, may
by contract pledge assets for the security of
the deposit, and such contract is binding on
all parties thereto.
If a surety bond is given, the auditor
should make the necessary investigation of
the company writing the bond to advise the
Council if it is a strong or weak company.
W here securities are deposited the market
value as nearly as possible should be deter
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mined and shown in the report in order that
the Council may know whether the city’s
funds are adequately protected.
T h is spring I encountered a rather unusual
situation. T h e cashier of the bank in this
city was the City Treasurer. A s cashier, he
was the managing officer of the bank. T h e
bank placed bonds in escrow to protect the
city’s funds but the C ity Treasurer held the
escrow agreement and it required only the
signature of the Treasurer to release it. In
other words the city did not have any pro
tection under this agreement.
T h e auditor should not forget to mention
in his report if interest is not being collected
on the average daily balance on deposit in the
designated depositories. In many instances
the local banker is one of the city officials
and unless required to pay interest on the
daily balance does not do so.
W e no doubt have all audited many cities
and villages where several of the funds were
overdrawn. T h e Treasurer had money in
the bank and paid the warrants drawn on
funds which did not have a balance rather
than register the warrants.
T his situation came up in a city where I
was auditing last spring. T h e general fund
had only a few dollars left in it. T h e W ater
and Light Fund had a large balance. T h e
Treasurer said that he had advised the City
Council he would have to begin registering
warrants drawn on the general fund. T h ey
made no comment. H e asked my advice and
I told him to register them. T h e thought
then occurred to me that I had audited many
cities with certain funds overdrawn and
never made any particular comment thereon.
I do not know the liability of the Treasurer
for paying warrants when a fund does not
have any money in it but I do know that if
I were in his position I would refuse to do
so as the only safe policy.
P olice M a g istrate
T h e Police M agistrate is a city official
whose records should be audited. If he keeps
a docket as required by statute it is a simple
task to check his receipts and see that they
have been turned over to the C ity Clerk.
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It has been my experience that city coun
cils, as a rule, are very lax in requiring the
police magistrate to pay to the City Clerk or
school district treasurer the fines collected.
M u n icipal U tilities
If properly audited, it usually w ill require
considerably more time to audit the records
of the municipal utilities than all other city
offices. T h is is not always because the W ater
and Light Department receives and disburses
more money but usually because the W ater
and Light Department does not have a book
keeping system suitable to its needs.
Several years ago a city in Nebraska with
a population of approximately 1000 asked that
I make a survey of the records of its muni
cipal water and light plant for the purpose
of giving them the approximate cost of a
three-year audit. I went to this city and in
quired of the M ayor where I would find the
records. He instructed me to go to the light
plant. I went to the light plant and asked
the water and light commissioner to see the
books for the W ater and Light Department.
He brought out a small box in which was an
A B C card index with consumers’ bills. I
inquired if he did not have a ledger in which
the bills were recorded or where the total of
the bills was kept. H e advised me that he
did not have a ledger of any kind. M y next
question was, “ W hat would happen if one of
the bills were blown away or was taken out
of the box?” He replied promptly, “ It would
be paid.”
Upon further investigation as to the pay
ment of claims filed against the W ater and
Light Department I discovered that the
former mayor wrote checks for all bills and
had one warrant written to him each council
meeting reimbursing him for his expendi
tures. Neither the bills nor the cancelled
checks could be found. Needless to say, no
audit was made.
T h e municipal utilities of a city are a busi
ness the same as privately owned utilities.
T h e information necessary to efficiently
manage a business is not available each month
from the cash receipts and disbursements
kept by the C ity Treasurer. T h e W ater and
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Light Department should have a complete set
of books independent of the C ity Clerk and
City Treasurer, except that it gets the in
formation relative to the disbursements from
the claims filed. This set of books should be
so designed to furnish the City Council with
a financial statement of the W ater and Light
Department each month and a profit and loss
statement.

and the monthly charge for depreciation de
termined you are usually confronted with
the question of the value it will be to the
Council. Unless you provide a sinking fund
and invest the amount of the annual charge
for depreciation each year in proper securities
and hold them in this fund the average city
council thinks that the charging of deprecia
tion is merely more bookkeeping.

A chart of accounts almost identical with
a public utility company can be used by a
municipality and should be used. In order
to accurately determine the profit or loss each
month certain items such as insurance must
be prepaid and charged off monthly. If there
are bonds outstanding against the W ater and
Light Department the interest thereon must
be accrued each month. A ll materials and
supplies purchased must be charged to a
stores account and the items used either
charged to one of the capital accounts or
expense account.

One of the most difficult problems in con
nection with municipal utilities at this time
is to make the M ayor and City Council
realize that they should not transfer all of
the money in the Utilities Fund to the other
funds to run the city rather than levy the
necessary taxes. If you can get them to in
vest the amount of the annual charge for
depreciation in the proper securities thereby
taking the money out of the Treasurer’s
funds you have accomplished a great deal.
T h e utilities of a city should be self-main
taining and should have sufficient of the profit
earned by it retained to take care of any
emergency that might arise due to storms,
accidents, etc.

One of the most difficult problems in con
nection with the installation and operation of
a proper bookkeeping system in a W ater and
Light Department has always been the ques
tion of depreciation. Very few cities have
any record of the cost of the fixed assets used
by their utilities. I used to think that unless
the fixed assets were appraised by some na
tionally recognized appraisal company we
should hesitate to enter any values on the
books and use them to compute the monthly
charge for depreciation. T h e more work I
do for municipally owned utilities the more I
am convinced that the most accurate values
that can be secured should be entered upon
the books and used to compute the charge for
depreciation.
If you do not do this and prepare monthly
and yearly profit and loss statements without
any charge for depreciation you are mislead
ing the city council. A good city engineer or
W ater and Light Commissioner can appraise
the physical properties of the W ater and
Light Department fairly accurately.
In
fact, I believe accurate enough for deprecia
tion purposes.
Once you have the physical assets appraised

T h e depression and the resultant difficulty
in collecting taxes has caused many cities to
actually rob the W ater and Light Depart
ment of all of its funds. T h is has not always
been done by transferring the money from
the W ater and Light Fund to the General
Fund but often by the Treasurer paying out
all the money in the bank regardless of funds
as previously mentioned.
Not only do many cities and villages take
all of the money belonging to the W ater and
Light Department but they charge expenses
of other departments to the W ater and
Light Department. T h is practice is abso
lutely wrong and should be discouraged in
every auditor’s report on cities and villages
following this practice.
Municipal water and light departments
are often expected to furnish street lights,
and all the water which the other depart
ments of the city use without cost. This
practice is entirely wrong. Rates for this ser
vice should be established and the W ater and
Light Department paid from other funds.
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Y ou hear the following expression a great
deal since the depression began, “ T h e T a x 
less T o w n .” T h e latest available statistics
show there are eighty-seven so-called “ tax
less towns” in the United States.

assure cities that they get their money’s
worth.”
I believe we all agree with the above
statements but doubt whether we are doing
much to accomplish the goal.

A t the present time the average citizen
welcomes any form of relief from tax bur
dens. N aturally the term “ taxless” has a
special appeal to him. But when you analyze
the situation you know that the revenue to
run a city or village must be secured from
some source within the city limits. A taxless
town is one which diverts sufficient revenue
from its electric and water utilities to con
duct its governmental departments.

T h e desire of city councils to save money
has developed in many instances the practice
of having as many accountants as w ill bid on
the annual audit. T h is practice has been
harmful to both cities and accountants. Y ou
w ill recall some of the letters which I read
at the beginning of this paper asking for
audits. T h ey did not even state the period
to be covered.

It appears to me that the term “ taxless”
is a misnomer and that it is misleading. In
reality a sales tax is being imposed on the
customers of the utility, and that this method
is unfair and discriminatory. Municipal
utilities should be self-supporting and provide
for their own expansion but I do not believe
they should furnish the parks for the city,
police protection, etc.
C om petitive B iddin g fo r M u n icipal Auditing
M r. C arl H . Chatters, Executive Direc
tor, M unicipal Finance Officers’ Association,
Chicago, Illinois, says:
“ T h e audits of accounts should have
several ends in view. It should aim to
protect honest officials, prevent cumu
lative errors and dishonesty, disclose em
bezzlements, and provide a constructive
criticism of the accounting system and
financial records. N ot the least of the
difficulties is to find persons able to make
such examinations.”
“ H alf a loaf is better than none” may be
true in some respects. However, a poor audit
is worse than none at all. T h e governing
body of a municipality must pay enough to
have a good job done, and must know what
constitutes a thorough audit. Y ou do not
tell a contractor just to build a bridge. Y ou
give him plans and specifications. But,
thousands of cities say, “ M ake an audit.
There must be some standards for audits to

One accountant w ill plan on making a
complete audit and report while another w ill
plan on making a cash audit, verifying only
the cash receipts and disbursements of the
Treasurer. H e naturally can bid a much
smaller amount than the one who intends to
make a complete audit. W hen the bids are
opened there is a wide variation in them and
it would appear to the Council that one ac
countant is trying to make a much larger fee
per day than the other, while in reality the
accountant with the higher bid may have
computed his bid on a lower day rate.
W ithout written specifications stating
what the auditor is required to do, he can
prepare his own program. U sually the pro
gram is prepared according to the amount of
the bid. H ow can any auditor tell without
first making some examination of the books
what it w ill cost to audit them.
There is a big field for us in municipal
accounting if we can give the cities and vil
lages of Nebraska the professional services
they should have. It cannot be done under
the present method of competitive bidding.
Rather than develop, it w ill slip from our
fingers. N ew Jersey requires a special license
for registered municipal accountants and
prescribes the work to be done and the form
of the report to be submitted. T h e Kansas
and Illinois M unicipal Leagues each have an
auditing staff. T h e states of Ohio, N ew
York, Massachusetts, Indiana and others are
furnishing auditing service to cities on a vol
untary or compulsory basis.
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S h e e t*

by E d w a r d A . T a u b , Industrial M orris Plan Bank, Detroit, M ich.
T

H E Balance Sheet of a company dis
closes certain characteristics of the busi
ness and may indicate the character of the
management. These disclosures are made by
comparing the ratios of certain items of the
Balance Sheet with more or less recognized
standards. These standards are different for
different kinds of businesses, but this fact is
not always recognized, and much work must
be done on this subject before generally ac
cepted standards for different kinds of busi
nesses w ill be accepted.
T h e ratios which are generally applied in
analyzing a Balance Sheet and certain items
from the operating or Profit and Loss State
ment are as follows:
A N A L Y S IS
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T h e ratio of Current Assets to Current
Liabilities is generally considered to be an
indicator of the ability of the company to
pay its current debts promptly. In passing
judgment on this ratio in any given case, care
must be exercised on the following mat
ters : Since Current Assets are made up prin
cipally of Cash, Accounts Receivable, and
Inventory, it can readily be seen that a com
pany having Current Assets largely in cash
is in a far different position than one having
Current Assets mainly in inventory of raw
material in great excess of current require
ments, although both companies may have the
same ratio.
It is also evident that a company having
receivables which are long past due cannot
be said to have a Current Asset which is
readily converted into cash. Therefore, the
ratio by itself is not a conclusive indicator
of a company’s current position.
W eight
must be given to the nature and size of the
inventory and to the state of the Accounts
Receivable. In general, a ratio of Current
*R ep rin ted by perm ission from the November
issue of T h e N a t io n a l A u d itg r a m .

Assets to Current Liabilities of
cent is satisfactory, provided the
Receivable do not represent more
days’ business, and the inventory is
anced and appropriate to current
mands.
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T h e ratio of Reserves to T o ta l Assets is
not a particularly significant ratio without
some information regarding the peculiar haz
ards of the business.
In general, a reserve item is a withdrawal
from the surplus account in anticipation of
an expenditure which events indicate may
have to be met. Reserves may be set up in
anticipation of the renewal of equipment.
Such a reserve is known as a “ depreciation
reserve.” Reserves may be set up for bad
debts. In times of depression, this reserve
should be larger than in normal times.
Any number of circumstances, therefore,
may demand the establishment of a reserve.
Since dividends are payable from surplus
only, the real significance of a reserve is to
prevent the taking of money out of the busi
ness in greater amounts than the future needs
of the business in the matter of contingent
demands for funds may warrant.
There is a very important matter, in con
nection with setting up reserves, which is
very frequently overlooked, and that is that
when a reserve is set up it becomes in effect
a lien against cash and, therefore, the cash
item should bear some relation to the reserve.
Suppose, for example, that a reserve of $250,000 is set up in anticipation of an expendi
ture and it should arise that this expenditure
must be made. I f cash on hand is only $40,000, and just sufficient for current require
ments, it is evident that the situation can only
be met by bank borrowings or the negotiation
of a loan.
Now, this does not imply that cash on
hand must always equal the amount of the

T H E C E R T IF IE D

38

reserves, plus current needs, but what is re
quired is that the amount and nature of the
reserves should have some bearing on the
amount of cash on hand. A reserve should
always be supported by adequate cash. Just
what amount is adequate w ill depend on
the probability of having to meet the situation
for which the reserve was created.
3. C a s h

=
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T h e ratio of Cash to Current Liabilities,
which establishes the cash position of a com
pany, is generally considered satisfactory if
it is ample to meet current bills, but such
a situation must be analyzed.
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T h e ratio of T o tal Assets to Net W orth
is an indicator of the extent to which the
stockholders own the business.
5. R
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T h e ratio of Receivables to Sales measures
the care with which credit has been extended
and the diligence of the officer responsible
for collections. It is current business prac
tice to pay all bills within 30 days. A dis
count for payment within 10 days is usually
allowed. Incidentally, it may be noted that
the allowance of such discounts is generally
an expensive method of collecting accounts.
If a company has more than 30-day busi
ness in its Accounts Receivable, it is general
ly a sign of weakness in the credit and collec
tion departments. This, however, is not al
ways the case. Sometimes it is necessary to
extend long credits. In the automobile busi
ness it was soon found prohibitive to extend
long credits, because it required altogether
too much working capital, so credit or finance
corporations were formed to handle the pur
chasers’ notes. However, one of the great
economic problems facing us is the direction
of credit to production channels and the re
striction of credit to those who are inclined
to live beyond their incomes. I t is so easy
to buy goods on the installment plan and fi
nance purchases through discount houses, that
the people in general are mortgaging their
earnings too far in advance.

There is consequently a false stimulus to
business, which is sure to have a bad reaction.
For a business which deals with a wide mar
ket, the ratio of receivables to annual sales
should not be greater than about 10 per cent,
but for businesses which deal with a seasonal
market, there is generally a tendency to ex
tend credit and the ratio may be higher and
yet conform with good business practice.
However, it is not to be forgotten that the
longer the credit the greater the hazard.
Le us take an actual example where the
Receivables amount to $47,797,134.00 and
the sales $233,856,872.00, which indicates
that there are 20 cents of Receivables on
hand for every $1.00 of sales, the Receiva
bles amounting to 72 days of business. If
the average term is 30 days net one can
readily see that the merchant is carrying
past-due account on his books.
6. I n ven to ry
A
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T h e ratio of the Inventory to Sales is, to
some extent a measure of a company’s pur
chasing and production policies. Inventory,
it w ill be recalled, is made up of raw ma
terials, work in process, and finished goods.
T h e time of converting raw materials into
finished products, and the availability of raw
materials throughout the year, are important
factors in passing judgment on this ratio.
A large inventory of sugar in a rising mar
ket is quite different from a large inventory
in a falling market. T h e ratio of inventory
to sales, therefore, must be judged on the
basis of the requirements of the business,
and the characteristic features of both the
buying and the selling markets in which the
business functions.
7. Sa les
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T h e ratio of Annual Sales to Net W orth
measures the activity of the money which
the stockholders have at the risk of the busi
ness. In general, the higher the ratio, the
better the investment. T h e ratio is prefera
bly greater than 200 per cent, because lower
ratios are generally indicative of a hazard
to the margin of profit. W hen the ratio is
high, it indicates that the business has some
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“slack,” that is, there can be a drop in sales
without the same consequence to profits, as
when the ratio is low.
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The ratio of Debt to Net Worth shows
the relative interests of stockholders and
creditors. This should be low for reasons
referred to above.
9. A n n u a l S a l e s
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The ratio of Sales to Fixed Assets indi
cates the vitality of the Fixed Assets. It is
also a measure of a wide or a narrow range
of sales at a profit. A low ratio, on the
other hand, shows a high fixed charge and a
narrow range of sales at which a profit can
be made. A business with a low ratio is
more liable to get into trouble during a
period of depression than is a business h a v 
ing a high ratio, as for instance if the sale
amounted to $233,856,872.00 and the Fixed
Assets $67,136,385.00 it would indicate that
Volume of Sales amounted to $3.48 of Fixed
Assets. It means that amount of capital
invested and fixed assets is not warranted by
the Volume of Sales.
10 . P r o f i t o r L o s s
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talization is, of course, a very important fac
tor, for, in the final analysis, a business is
measured by the amount of profit that is
made. It does not disclose hazards, however,
and therefore is not useful in determining
the tendencies of the business.
When profits arise from several sources, it
may be helpful to determine this ratio for
each source, in order to learn the extent to
which each product or source of income con
tributes to the profits of the business as a
whole.
Referring to the above ratios—in general
it may be stated that it is always helpful to
compare similar ratios for a series of Balance
Sheets to determine the tendencies of the
business, for although a given set of ratios
may seem favorable for a given Balance
Sheet, if they are tending in a wrong direc
tion, there is something wrong with the busi
ness which demands correction.
It is helpful to realize that an analysis
of the above nature is generally made by
the banker whenever a company is negotiating
for a loan, particularly if the bank has not
had much experience with the borrower.
Accordingly it is helpful if the borrower
should make such an analysis himself and
supply such explanations as the results of
the analysis may warrant.
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P ro fe s s io n
by F. B.
D

U RIN G the past fourteen years the
writer has been closely associated with
the defence of an extremely large number
of claims on accountants.
Comparatively few claims get into Court
and as a result large numbers of account
ants, particularly small firms and single men,
have an entirely erroneous idea of the extent
of their liability.
It has been rather interesting to discover
*F ro m T h e A c c o u n t a n t
tober 14, 1933.
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the ground on which this erroneous view of
the smallness of the risk has arisen and it
can probably be summarised under four head
ings :—
( 1) Freedom from claims in the past.
( 2 ) Self-confidence—belief that every care
and diligence is exercised.
( 3 ) The size of the practice.
(4 ) The oft-quoted axiom that auditors
are watchdogs not bloodhounds.
Dealing with these in their order:—
(1 )
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T h is is the most common fallacy. T h e
fact that a firm has never had a claim is
certainly a matter of pride, but three factors
must not be overlooked: changes in staff
frequently take place and newcomers may
not prove as careful, diligent and trust
worthy as those employed previously. Very
great changes have taken place in company
law, income-tax practice, etc., and recent
legal decisions (to which brief reference w ill
be made later) have placed a heavier burden
on the accountant.
Last, but not least, there has been an in
creasing tendency on the part of the general
public to make claims on professional peo
ple. M any of these are preposterous but
nevertheless have to be defended and many
involve very heavy (irrecoverable) costs.
A s an example, in a recent case a most pre
posterous claim was made. T h e accountants
prepared accounts for income-tax purposes
and there was a bank account and certain
books of which they had no knowledge. T h e
client’s clerk defrauded his employer and the
client made a heavy claim for alleged negli
gence in failing to discover the defalcations.
T h e accountants prepared to defend the case
but on the eve of the trial it was withdrawn
by the plaintiff. T h e accountants’ own legal
costs came to £1,050, but the plaintiff, who
was once a wealthy man, has now no means
and these are therefore irrecoverable.
(2 )

Self

C o n f id e n c e , C ar e

and

D il ig e n c e

It is obvious that an accountant must have
self-confidence and also exercise every possi
ble care and diligence. This, however, w ill
not prevent a claim arising; it may minimise
the risk or mitigate the damage but it w ill
not prevent a claim, particularly an unjusti
fiable one such as mentioned above.
Besides this, what may seem to be every
reasonable care and diligence may subse
quently appear in a different light. A fter
the occurrence it is often easy to see what
might have been done to prevent it. W hether
it should have been done is a matter of
argument, to which there are two sides.
In a recent case after the claim had been

made and the matter gone into the firm were
satisfied they had done everything they should
have done and were ready and w illing to
go to Court. A fter the matter had been
investigated exhaustively and counsel’s opin
ion taken it was then deemed advisable to
make a settlement of over £4,000.
(3 )

T h e

S iz e o f t h e

P r a c tic e

If the opinions sometimes expressed had
any solid foundation then the only claims
made would be on big London firms. For
some entirely unfathomable reason provin
cial firms often have an impression that the
risks of claims is greater in London than in
the provinces. T h e only comment that can
be made is that this is not borne out by ex
perience.
A very common remark made is— “ I have
very little risk, I have very few clients and
most of my clients are small people. I don’t
do big company work.”
T h e liability is not limited by the size of
the fee nor necessarily need it be a big client.
A hotel in a small seaport town cost an ac
countant over £3,000 for alleged negligence
in not discovering defalcations. In the recent
Brewer & Knott case the loss was about
£ 1,5 0 0 although the client was an architect.
N or does the size of the staff limit the
claim, as one for nearly £10 0 ,0 0 0 was made
on an accountant with a staff of seven in a
provincial town of 2 1,0 0 0 inhabitants. For
reasons which cannot be gone into, it was
possible to bring this into reasonable limits
and it was settled out of Court for several
thousand pounds.
(4)
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T h is is sometimes quoted as “ Auditors are
watchdogs and not detectives” but the mean
ing is the same. A n y feeling of security of
this kind w ill probably be dissipated by the
study of the case of Armitage v. Brewer &
Knott. In any event it would be a sound
principle to instil into rising accountants that
a watchdog’s duty is not merely to watch and
guard to the best of his ability but to bark
loudly and call attention to what is happen
ing. Judging from certain matters some au
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ditors seem content with a muffled bark to
the directors but one not loud enough to
awaken the shareholders.
M any eminent accountants have dealt with
the liability of accountants as shown by Court
cases such as the Kingston Cotton M ills,
London General Bank, etc., so that it would
be waste of time to deal with those here.
It may be useful however to drawn at
tention to one or two comparatively recent
cases and also to a few of the numerous
claims settled out of Court.
W hilst cases settled out of Court establish
no legal precedent it must be borne in mind
that settlement is usually only made after the
matter has been most thoroughly investigated
by eminent counsel (and often eminent ac
countants) and the probability of successful
defense considered.
In addition, whilst it may be pleasant for
the accountancy profession to have certain
actions vindicated and there may be consid
erable moral satisfaction to an accountant
to know that he has acted in a proper man
ner, his satisfaction is apt to be lessened
when he finds his bank balance has suffered
severely from the victory.
Thanks to the excellent journals issued for
the benefit of accountants, they are usually
well informed of the Court cases, though
these are sometimes overlooked owing to the
fact that pressure of work leaves very little
time for thoroughly reading the paper.
Attention is therefore drawn to the fol
lowing cases of which full reports appeared
in T he Accountant.
Windsor Steam Coal Co. v. M arch—
Briefly summarized, the liquidator, acting in
good faith, made an error of judgment in
making a payment which it was held he
should not have made.
Westminster Road Construction and E n
gineering Co. L td. v. Cronk ( and Others).
As the Kingston Cotton M ill case laid down
the rule that an auditor was not responsible
for the valuation of stock it would seem a
fair corollary that he could not be expected
to estimate accurately the value of work in
progress and should be able to rely on figures
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furnished by a competent official.
In this case it appeared that in drawing
up the Balance Sheet and Profit and Loss
Account, certain figures were inserted in re
lation to work in progress. These figures
were certified by an official of the company
and were accepted as correct. It was claimed,
however, that full and proper allowance had
not been made for outstanding liabilities in
respect of reinstatement charges (which
would not be invoiced till after the end of
the year) and no provision for possible bad
debts. T h e w ork in progress, it was alleged,
was also overvalued.
A s a result a dividend was paid out of
profits when there were no profits out of
which the dividend could properly be paid.
T h e company went into liquidation and
the liquidator brought a claim against the
auditor and the directors. T h e Judge gave
a verdict in favor of the directors and
against the liquidator.
A case which aroused very great interest
recently was that of the Home and Colonial
Insurance Co. There is a system in vogue
amongst insurance companies of sharing risks.
T h e original company takes a certain risk,
it retains a portion and reinsures or passes
on the balance. It w ill likewise make ar
rangements to share certain risks undertaken
by other companies. These arrangements are
embodied in a policy or agreement called a
T reaty. T h e usual method of advising a
reinsurer of the risks ceded to it or losses
incurred is by means of a list, giving sum
marized information, called a Bordereaux.
Here the company went into liquidation.
Obviously one of the principal duties of
a liquidator is to find out the amounts due
or likely to become due to or from the re
insuring or ceding companies. H aving as
certained the liability he w ill next endeavour
to cancel the treaty and extinguish all pres
ent and future liability for as low a sum as
possible.
It w ill be appreciated that the object of
furnishing Bordereaux is to dispense with the
necessity of making out thousands, or one
could say millions, of policies for small
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amounts— a quite impossible proposition.
T h e liquidator proceeded therefore to
make settlement on what were unquestiona
bly satisfactory terms in connection with fire,
marine and other treaties, and it may be
added took legal advice on many points in
connection with the liquidation.
It is w ell known that a liquidator may only
pay debts for which there is strict legal lia
bility and must ignore promises, debts of
honour, etc., for which legal proof cannot
be secured.
N ow to support a claim for fire insurance
it is only necessary to prove the contract to
insure, but marine insurance is governed
by the M arine Stamp A ct by virtue of which
a claim for marine insurance can only be
substantiated if there is a stamped insurance
policy— failing which it is merely a debt of
honour.
It was subsequently discovered in connec
tion with a marine insurance treaty that,
there being no stamped policies for the vari
ous items on the Bordereaux, there was no
legal liability.
Application was therefore made by the
liquidator for return of the money paid out
to settle the marine treaty liability, it having
been paid in error. T his action however
failed, the judge holding that the payment
was made by mistake of law and not mistake
of fact, a most important point.
A claim was subsequently made on the
liquidator for negligence and was successful,
the judge holding that it was open to the
liquidator to have obtained Court consent
before making the payment.
T h e liquidator unquestionably acted in ac
cordance with the practice of the insurance
world and had the sympathy of his colleagues
in the accountancy profession.
There is another case which was taken
into Court but was settled out of Court,
an agreed sum being paid. W hilst it does not
establish any legal precedent it does show
how easily an action may arise and a loss
be made.
T his was the case of D im m ock and C ow 
tan v. B ayley W o o d C ave and Co. During
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the course of conversation with the account
ant the partner of the plaintiff firm raised
the question of the effect on taxation of a
change in the partnership. It was a fact
that they intended to make a change in their
partnership arrangements later on. It was
quite clear in the plain tiff's mind that he
wished the accountant to make inquiries on
the point, but unfortunately the accountant
on his part did not understand that he was
being specifically entrusted to make investi
gation of the point and did not do so.
There appears to have been a clear and
genuine misunderstanding, but as the claim
was settled for £2,500 it w ill be realized
that a misunderstanding may be expensive.
During the course of this case it was men
tioned, but unfortunately the reference did
not appear in the report, that a patent agent
was held liable because he had not known
a recent decision which changed patent law.
Other cases which are w ell worth study
are Maritime Insurance Co. v. Fortune, a
claim for alleged negligence in non-discovery
of defalcations though there was only a par
tial audit. Dalgleish v. Edwards, alleged
legal action by a liquidator without proper
authority.
Though comparatively few cases go into
Court, there has been a very large increase in
the number of claims, in fact at the time of
writing there are known to be over 30 claims
in course of negotiation. It would be a per
fectly fair statement to say that for every
claim in Court there are at least 20 settled
out of Court.
W h at is the cause of this increase? Are
accountants less careful ?
Investigation into some 100 or more claims
shows that 50 per cent arise from non-discov
ery of defalcations, 30 per cent from liquida
tions and trusteeships, 10 per cent from in
come-tax matters and 10 per cent miscellan
eous.
Broadly speaking there does not appear
a noticeable lack of skill or diligence on the
part of accountants and the cause of the in
crease appears to be:—
( C o n tin u ed on p a g e 48)
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by E a r l E . H o w a r d , of the Los Angeles Bar
M r. H ow ard ’s excellen t article has nothing to do w ith N. R . A . I t is a plea fo r a fee
schedule fo r law yers as an aid in the restoration of public confidence in the bar. Such fee
schedules exist in a num ber of counties in C alifo rn ia, and fees in probate are governed by a
schedule th at is p art o f the P rob ate Code. M any other states have fee schedules. W h ile the
E nglish b a rriste r has no schedule of fees, English solicitors have such a schedule in w hich
every item is w orked out to the last degree and b ills fo r service are item ized, hence the
axiom “L onger than a so licitor’s b ill.” T h e bar w ill find much food fo r thought in M r.
H ow ard’s suggestions.

L O R D B R O U G H A M once said: “ T h e
lawyer is a gentleman who receives
your estate from your enemies and keeps it
to himself.” A statement, made in jest, for
the entertainment of his hearers, yet holding
such inoculatory properties as to have spread
its virus for decades. T h a t the masses, yes,
even the intelligentsia, have held such a be
lief, in all seriousness, goes without saying,
regardless of the overwhelming mass of data
to the contrary. In twenty years of prac
tice I have found deeply imbedded in the
consciousness of those outside the profession
the fear of being overcharged for services.
Moreover, of recent years, certain lay in
stitutions, finding it to their financial ad
vantage so to do, have used methods, sur
reptitious and otherwise, to foment this lack
of confidence. Every lawyer in California
knows that the title companies, banks, and
trust companies have largely usurped the
province of the lawyer in civil matters; in
fact have taken the “ cream” of the law prac
tice. In carrying out their well-laid plans
they have placed in operation a schedule of
charges from which the public knows, or
thinks it knows, what any given matter will
cost in dollars and cents.
It should be obvious now that the sugges
tions I am about to make are not for an
ethical code. W e have one. W ith the ex
ceptions of the rather brazen activities of
some of the large law firms in soliciting re
ceivership matters and of the picayunes in
chasing ambulances, it is working wonder
fully. A great deal of purification has been
accomplished since the State Bar A ct became
* L eading article in D ecem ber issue of T h e
S ta te B a r J o u r n a l, official organ of the State B a r
of C a lifo rn ia .

effective and more w ill result. W e need
have no fears in this respect. O ur real cause
for anxiety is: W ill the ethical practitioner,
who is willing to hang out his shingle and
handle such business as is submitted to him
without solicitation, be able to survive? I
say this: should the independent practitioner
be eliminated (which is bound to occur ere
long unless the present trend be reversed)
it w ill be a sad, sad day for the general pub
lic. Picture the plight of the business man
or property owner who, in need of legal
services or advice, would be obliged to go
to a title or trust company, or a lawyer em
ployed by or affiliated with such a concern.
A sinister monopoly, if you please, no less.
W e place no undue tax on our memories
to recall the many instances where trust
companies, out of their own portfolios, have
sold questionable securities to their own
trusts. It is unnecessary to enlarge upon this
phase — instances in many active lawyers’
practice are numerous; instances in divers
ways, of unsound, selfish, even reprehensi
ble tactics of trust companies in that field
of endeavor where they never should have
been.
And so my suggestion of a code is an eco
nomic one— not minimum fees nor maximum
working hours, but minimum and maximum
predetermined fees and charges. Ninety-nine
per cent of legal civil matters can be cov
ered. H ave the maximum fees ultra rea
sonable; a flat definite charge or percentage
in matters properly contingent for every
thing from consultation and advice to court
activities of whatsoever nature. T h e detailed
schedule can be worked out. Let every fee
agreement be in writing in conformity with
the schedule and executed in advance.
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Furthermore, this plan might properly in
clude fixed charges for all manner of con
veyancing, including, if you please, title
searches and reports. I know of no reason
why a lawyer cannot render better service
in this field than a title company. T ru e, he
cannot issue policies of title insurance or
guaranties of title, but after one reads the
“ exceptions” in the present form of policy
of title insurance or guaranty, one w ill find
a legal opinion by a competent attorney as to
the status of the title more than comparable
with what one gets now from a title com
pany. Should, in any instance, a policy of
title insurance be deemed necessary by the
parties in any transaction, it may be pro
cured from a concern that does nothing but
indemnity insurance business.
M y plan, moreover, comprehends all due
and proper publicity; not solicitory by any
means, but informative, definite, continuous.
Let each lawyer display prominently in his
office this schedule, and if he chooses, show
on his stationery that he adheres thereto. I
know of no ethical objection. For many
years small associations of lawyers, bar asso
ciations and the like have had similar plans.
T h e Commercial L a w League of America,
within its limited field, has done likewise.
M ay I attempt to anticipate a few of the
objections which no doubt w ill be brought
forward? M any lawyers w ill say that they
do not care for conveyancing and title work.
I say refer your client to a lawyer who does
work in this field, just as we fellows who
handle no criminal practice refer such mat
ters to other attorneys. Others w ill say that
it lowers the dignity of the profession; that
it places lawyers on too much of a parity;
that a renowned attorney should receive
greater remuneration; that lawyers cannot
compete with the large financial institutions
whose directorates are interwoven with title
and trust companies; that such a schedule
would not be sufficiently remunerative; that
it would be impossible to evolve a schedule
that would fairly fit all cases.
T o all of which, I deign to submit: T h a t
it is better to have public confidence in a
profession that may perhaps be a bit less

dignified than to be submerged in dignity
to the ultimate end of extinction. H ow 
ever, I would challenge such an argument.
T h e public, knowing in advance what any
given matter would cost, would forestall the
undignified practice of some members of our
profession (fortunately small in number)
who charge “ all the traffic w ill bear” unless
bound by an ironclad fee agreement. Again,
as a direct result of a restoration of confi
dence in the legal fraternity, a big slice of
“ the public” who are now suffering indig
nities from lay agencies w ill get an oppor
tunity to see how dignified we are in other
respects. T h e provision of a scale— a mini
mum and a maximum— should meet the con
tention that this scheme places lawyers on
too much of a parity. Y et, in order for the
plan to be a success, the maximum should be
kept low. Moreover, there is nothing in the
plan which would inhibit annual retainers
at any agreed figure. In any event I am
not much concerned with the renowned
lawyer or the one who thinks himself re
nowned, who in many instances receives bus
iness because of publicity he may have re
ceived and turns the matter over to some
junior in his office for attention. It just
happens that the truly great lawyer does
not charge big fees and I w ill hazard the
guess that it is he who w ill be most heartily
in favor of such a plan as mine, because it is
for the good of the profession as a whole.
As to competing with title and trust com
panies, we are competing now, ineffectively
and perhaps to some extent unknowingly,
and we w ill continue to do so only more
effectively under this plan. I have read a
great deal; attended many meetings dealing
with unlawful practice of the law by lay
agencies. I do not wish to be unduly pessi
mistic or to in any manner throw cold water
upon the efforts of that fine group of men
who have attempted to stop this practice, but
I venture the assertion that no important
progress w ill be made until there has been
reinculcated in the mind of the public a
fixed belief that prospective clients w ill not
be overcharged by lawyers.
( C o n tin u ed on p a g e
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H A P P Y N E W Y E A R , Everybody.
Once more Station W C P A has the pleasure
of presenting the Shoptalkers Dramatic
Association in one of those two-act skits for
which it has become noted. This one is en
titled “ Isn’t It The Tru th ?” The action
takes place in the office of M r. Any, C.P.A.,
who is played by Dash and shows one of
those days that even in the best of years
come rarely, but which we all like to give
the impression, are regular routine. The
part of the typist is taken by Miss Etta
Broun, and the Kid portrays the junior.
Curtain rises to the ringing of a telephone.
M r . A n y : Hello! Yes! No! Can’t pos
sibly make it. Yes; I know I need exercise,
but business is business. G olf on Sunday if
I ’m through with this job then, but no
squah this afternoon.
Good bye!
Miss
Broun, hereafter find out what people want
before putting them through; I ’ve no time
for all this nonsense. Now let’s see, Junior;
where were we?
J u n i o r : You were just about to go over
schedule twenty of that Mastadon & Mamoth National Bank report.
M r . A n y : Right! W ell, let’s see? Hm.
Yes; yes. Listen; I ’ve got to make a speech
at the credit men’s banquet at seven and I
haven’t jotted down a note for it since the
invitation four weeks ago; not a minute’s
time. And this rush job coming in last
Sunday. You finish that schedule before you
go home, and I ’ll have it checked in the
morning. I ’ve got to change my clothes too.
J u n i o r : But that w ill take to eight
o’clock; I ’ve got a date for tonight.
M r . A n y : N o w get this my lad; you
have a date; right here in this office; or else
with an employment agency tomorrow morn
ing. Do you think I made my success by
working only in the daytime? Now get
into the staff room and get busy!
Miss
B rou n !
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Yes, sir.
Take dictation; when you
have it transcribed take it to the Giltmore
Hotel and give it to me there.
M iss B r o u n : Gee, that’ll get me home
after seven.
M r . A n y : W ell, what of it; do you
think you’re working down in city h all!
You’ve been here long enough to know the
nature of a public accountant’s practice.
M iss B r o u n : Excuse me, sir. Go ahead.
M r. A n y :
Send M r. Lumberman our
regular letter of answer to kicks on the State
franchise tax. Now get this speech. M r.
Chairman and members of this association.
In the course of a large and varied prac
tice in professional accounting, extending
over many years . . . (the voice fades out
and the announcer’s is heard).
And that is the end of act one, ladies
and gentlemen of the invisible audience.
Did you notice the pompous tone Dash got
into his dictation as he closed? W ell, now
we come to act two, which represents a
scene that may be altogether too familiar to
some who have survived the last three years
and which is known to all. M r. Other is
played by Rover, and he is just entering M r.
Any’s office.
M r. O t h e r : Afternoon, Miss Broun.
Boss in?
M r . A n y : Sure! Step right in Other.
W hat’s on your mind?
M r . O t h e r : Not much more than on
your’s. Gosh, where’d you get that swell
jigsaw puzzle? Nearly finished with it too.
Things must be as slow with you as with
me.
M r . A n y : Slower. You at least aren’t
tied down to a lease on a big suite.
M r . O t h e r : Nor to a job either. You at
least have some place to hang out. I ’ve got
to go to a movie when it’s too early to go
home.
M

r.
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M r . A n y : Say, that’s an idea! L et’s go
now. I hear June East is at the Pararox,
and if we hurry we can get there at the
cut price.
M r . O t h e r : Y a h ; but I don’t like her.
And besides my client gave me passes to the
Gadget exposition at the N ew Garden. I
promised I ’d go; and you can go too. Save
the movie for tomorrow.
M r . A n y : Right. M iss Broun, I ’m gone
for the afternoon and if anybody should
’phone for me, hang out the flag. And when
the boy comes in, tell him he can go to the
ball game.
M iss B r o u n : W ell, how about some
time off for me? Sitting around here in the
office day after day with nothing to do is
driving me nerts.
M r . A n y : O .K . Tom orrow you’re off.
Come on, Other. L et’s go!
A n n o u n c e r : And so the curtain falls on
the 1934 presentation of the Shoptalkers.
W e trust you have enjoyed it. Y ou r an
nouncer is Oldtimer. Good night!

A t the N . Y . meeting, December 11, we
sat next to Jim Hughes and M r. Springer.
T h e former asked us if we had concocted
the ninth question put by the accountants
to the credit men. W e felt complimented,
but such gems cannot be synthesized. T hey
must be genuine by their very nature. T h e
latter beat us to remarking about the credit
men asking 26 questions to the C . P. A .’s
total of ten, but was good enough to let us
note the fact here. M orris Troper was pres
ent after five months in Europe, 3 ½ of
them in perilous Germany. Montgomery
and Klein staged a brief act, enthusiastically
received as ever. A ll in all, it was a good
meeting.
_____
I t ’s becoming downright embarrassing
how often we get into the daily papers, the
last few weeks. People imagine we are a
big shot. T h e truth is, we get only a lieu
tenant’s pay— and have to furnish our own
aspirin.
There ought to be a law (no, excusit
please— we have too many laws already, but
anyhow, something should be done) to pre
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vent conflicting dates. Since we took up this
butter business, our teaching schedule has
been reduced to one night a week, W ednes
day. So the
B. K . Alum ni in N . Y . and
the Accountants Club both pick on Decem
ber 20 for big meetings. And peculiarly
enough the speaker for the Accountants
Club, L . R. Robinson, is a Phi Bete.
Not since we started teaching in October
1930, have we enjoyed a class as much as
that we have been conducting Wednesday
evenings, the subject being Advanced A udit
ing and Report W riting. B ell’s Accountants
Reports was prescribed as a text. And it
immediately developed that it was out of
print; even the Ronald Press did not have
a copy in stock. A ll rig h t; we told the class
where second-hand book stores could be
found; we even went to a half dozen our
self; not a copy to be had. In other words,
when a copy of B ell’s book is sold, it stays
sold.
_____
Nothing we have read this year, 1933,
has amused us so much professionally as the
two articles by Pete Schuyler, in the August
and November numbers of the Pathfinder
Bulletin. W e have invited the author to
contribute to this shop in the future; noth
ing is too good for our customers.
If you’ve never worked in W a ll Street,
some of its practices appear funny or impos
sible. For example, the habit of writing up
journals, which are called blotters, the night
before, with the consequent “ fails” the next
day. But the idea is sound, when you see
how well it works. And but for it, we could
never have gotten out our T A L K the past
two months. In other words, we have most of
our stuff ready long in advance of press
date. O n ly once have we been late in over
five years. But next month, what with but
ter, annual closings and taxes, would be
tough if a N ew Yorker w e’ve not met yet,
had not sent in some of the finest Shop
talkers’ dialogue w e’ve ever had. M r. A r 
thur Coorman, C .P .A ., w ill be “ guest con
ductor” in February. L et’s give him a big
hand.
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T h e Jersey meeting in N ewark on D e
cember 18 was the customary friendly gath
ering which we have come to enjoy more
than any other in the profession. W e sat
at a table where M r. Hastings led the dis
cussion on the problems of the small ac
countant. A t other tables we noticed Andy
Nelson, the man with the voice, talking
about the N R A instead of cost accounting;
Joe M yer of M aplew ood; M organ of the
Internal Revenue; and everybody having a
good time.

C u rre n t

O ur esteemed contemporary, Doc McLeod,
got his picture in the N . Y . Times on D e
cember 19, not for the fine bulletins he puts
out for the N A C A , but for being the new
president of the Metropolitan G olfers’ A s
sociation. T h a t’s real versatility for you.
M r. Springer embarrassed us plenty by in
serting that paragraph about Sammy Strang;
the Post missed the real point of our com
munication which was inspired by the B T A
case involving his estate, under the name of
Nicklin; read it, you baseball fans, if any.

D e v e lo p m

C o n tr o l
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S o c ia l

L if e

by P rofessor I. L eo S h a r f m a n , Chairman of the Economics Department,
University of Michigan
T h e following is an abstract of an ad
dress given before the Ninth Annual M ichi
gan Accounting Conference, November 17,

(b) Deliberate raising of prices as against
their control.
(c) Use of government credit for private
enterprise as against public undertak
ings.

1 933.
( 1 ) T h e difficulties of appraising current
developments: sw iftly moving events; fluid
ity of control mechanisms; lack of perspec
tive; ephemeral character of high emotions
and idealistic strivings— the analogy of war
and reconstruction and their futile outcome;
the pressure for a return to normalcy.
(2) T h e current developments possess a
twofold significance — their appropriateness
for meeting a grave emergency, and their
bearing upon a long-run pattern of public
control.
(3) It was inevitable, that both ends
should be pursued simultaneously, and this
fact has made each task the more difficult—
the rasing of standards is deemed by many
to have impeded recovery, and the immedi
ate objective of recovery has prevented the
fashioning of these standards in satisfactory
form.
(4) Even the emergency problems, from
the standpoint of public control, are of unique
character as w ell as unprecedented scope, as
appears from contrasting the current de
pression policies with those of the great war.

(7 ) T h e chief source of alarm in con
servative quarters is found in the promulga
tion of codes under the National Recovery
Administration, but the moderateness of
these codes clearly appears from a compari
son of them with the elaborate “ codes” rep
resented by the regulatory scheme in the
public utility, and especially the railroad,
field.

(a) Curtailment of production as against
its stimulation.

(8) T h e specific provisions of the codes
either depend upon self-government by in

(d) Reliance upon economic nationalism
as against international cooperation.
(5 ) These emergency policies are fraught
with danger, and there is no absolute assu
rance that they w ill succeed: the chief safe
guards lie in the recognition of their ex
perimental nature and in the flexibility of
the Administration’s approach.
(6) T h e only long-run policies thus far
definitely adopted are those represented by
the Federal Securities Act, the new Bank
ing Act, and the establishment of the T e n 
nessee Valley Authority, and these policies
involve no revolutionary development.
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to secure their speedy promulgation and en
forcement.
(10 ) T h e transformation of these poli
(a) Cooperative action by trade associa cies into an orderly pattern of long-run pub
lic control w ill require additional safe
tions.
guards against monopolistic power, the de
(b) Collective bargaining by labor or limitation of state and federal authority, the
ganizations.
adjustment of legislative, executive, and ju 
dicial
relationships, and the creation of com
(c) T h e prevention of unfair methods of
petent and permanent administrative machi
competition.
nery.
(d) T h e elimination of child labor and
( 1 1 ) Thus far the tendency of the A d 
the establishment of minimum wages ministration has been to steer a commend
and maximum hours.
able middle course between outworn individ
(9)
T h e outcry against dictatorship and ualism and outright collectivism; whether
undue governmental interference is based, this approach w ill continue to hold sway,
not so much upon the substance of these pol and whether it can be translated into sound
icies, as upon the unnecessarily broad scope and orderly adjustments, only the future
of their incidence and the methods employed w ill disclose.
dustry and labor, or require minimal stand
ards which are an evolutionary outgrowth
of past social legislation.

Risks of the Profession
( C ontin u ed fr o m p a g e 42)

(a) Increased tendency on the part of the
public to claim against professional
men, often on the most frivolous
grounds.
(b) Advanced education rendering fraud
and defalcation harder to detect.
(c) Constant changes in legislation, in
come-tax regulations, etc., with which
in these busy times, it is hard for the
accountant to keep abreast.
(d) T h e increase in the facilities for sport,
recreation and amusement tends to
distract the mind of some of the ju 
nior staff.
Lest the last item should be taken as a
slur on the rising generation, or imply lack of
supervision, it should be remembered that
some work must be done by juniors and cases
have been found where, through fear or
otherwise, they have deceived their senior or
principal.
One thing is certain, that the risk of loss
is considerably higher than it used to be, and
it is better to be insured and have no claim
than to have a claim and not be insured.

Abridged particulars of some of the claims
settled out of Court w ill be furnished on
application to the writer c.o. T he Accountant.

German Legislation
( Continued from page 20)

fact that corporate audits are reserved by
law to the W irtschaftspr üfer and because of
stricter requirements for qualification, W irt
schaftsprüfer w ill become more and more
prominent among German accountants.
( T o b e con tin u ed )

Code for Lawyers
( C o n tin u ed fr o m p a g e 44)

Due to the present justifiable lack of con
fidence in banks and trust companies (I re
fer not to their financial stability but to
their practices and attitude toward their
patrons) the time is ripe for putting in oper
ation a plan such as outlined above. T h e
primary objective of lawyers should be to
bring the law business back to the legal
profession for the public good. Ultim ately
the benefits accruing to the general public
may redound to our material advantage, but
whether or not, we owe to our profession
our most zealous efforts to the end of achiev
ing public confidence therein.

THE CERTIFIED PUBLIC ACCOUNTANT
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N o v em b er, 1 933

P r a c tic a l A c c o u n t in g
Problem 6:
From the accompanying comparative balance sheet, prepare a statement of ap
plication of funds for the year ending July 3 1, 1933:
A R T H U R C O R P O R A T IO N
C omparative B alance S heets
F iscal Y ears E nding J uly 31, 1932 and 1933
Assets
Ju ly 31,
1932
Cash on hand and in b a n k s ..................................$ 63,429.48
$
10,300.00
Notes receivable ....................................................
314,098.67
Trade accounts receivable ...................................
Inventories—
43,290.74
Raw material ..................................................
15,840.62
W ork in p ro cess................................................
Finished goods ..................................................
75,390.84
9,240.00
Prepaid expenses....................................................
Treasury stock— 250 shares, at cost .................
120,000.00
Land ........................................................................
847,000.00
Buildings ................................................................
496,240.84*
Reserve for depreciation ...................................
430,290.00
Machinery and equipm ent.................................
298,460.70*
Reserve for depreciation ...................................
Total .................................................................. .$1,134,178.81
$
L iabilities and N et W orth
Accounts payable ................................................ $ 196,340.82
52,500.00
Notes payable .......................................................
4,390.00
Accrued expense ..................................................
Notes receivable discounted ................................
Loans from officer ..............................................
150,000.00
6% First mortgage bonds .................................
Capital stock— 4,000 shares, $100.00 par, au
350,000.00
thorized .............................................................
409,050.10
Capital surplus ....................................................
2 8 ,102 .11*
Earned surplus .....................................................
Total .................................................................. .$ 1,13 4 ,17 8 .8 1

1933

32,699.40
12,460.00
318,270.48
23,980.67
9 ,479.82
46,249.29
6,480.00
38,200.00
120,000.00
630,000.00
385,690.74*
410,380.72
284,943.61*
977 ,566.03

$ 273,560.90
46,000.00
8,946.70
10,300.00
20,000.00
100,000.00
380,000.00
274,100.20
135 ,341 . 77 *
$ 9 7 7 ,566.03

*Red.
T he Service of Examination questions conducted by T he American Society furnishes prac
tically twice as many questions in Theory, Auditing, Commercial Law, and Economics and
Public Finance as could be used by any State Board for a four-hour examination period, and
twice as many problems in Practical Accounting as would be required for two examination
periods of four to five hours each. A Board using the service makes its own selections and
adds any special questions or problems which it desires. P a rt of the problems in Practical
Accounting follow.
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T h e following points are to be considered:
(1 ) T h e building account was shown at appraised values on July 31, 1932,
but was written down on August 1, 1932, to its original cost on which 5 % deprecia
tion was taken during the year ending July 31, 1933.
(2) Machinery costing $68,390.00, on which depreciation of $54,555.16 had
been accumulated was sold for $5,500.00.
(3) M ortgage holders received $20,000.00 plus accrued interest in cash and
$30,000.00 in capital stock for bonds maturing during the fiscal year ending July
31, 1933.
(4) T h e only other change in capital surplus arose from a loss from a mer
chandise speculation which was charged thereto.
(5) T h e loan from officer represents the undrawn salary of the president for
the past year.
Problem 7:
Y ou are called upon to compute goodwill arising from the consolidation of the
balance sheets of three companies and the consolidated net profit or loss for the
calendar year 1932.
Companies N , O , and P are affiliated in the following manner:
(a) N purchased a 10% interest in O on January 1, 1932, at a cost of $150,000.00.
(b) N purchased an 80% interest in P on the same date at the cost of $1,400,000.00.
(c) P purchased a 70% interest in O on January 1, 1931, at a cost of $1,000,000.00.
A ll purchases were made in cash from individual stockholders of companies O
and P.
T h e net worths of the three corporations follow :
Particulars
N
O
P
$3,300,000.00
$1,000,000.00 $1,500,000.00
Capital stock ...........................
Paid-in s u r p lu s .............................
200,000.00
Reserve for contingencies created
in 1925, less losses of $50,000.00 charged thereto in 1931 ....................
250,000.00
Earned surplus—
Balance, January 1, 1 9 3 1 . . . .
500,000.00
100,000.00*
400,000.00
N et profit— 1931 ..................
100,000.00
50,000.00*
100,000.00*
N et profit— 1932 ....................
300,000.00
150,000.00*
70,000.00*
Totals— Dec. 31, 1932......... $4,400,000.00

$ 950,000.00

$1,730,000.00

No dividends have been paid during the periods appearing in the above analysis.
O Company has purchased merchandise for resale from N and P Companies
for many years. A t the various dates the profits of N and P included in O ’s in
ventories were:
Purchased from
Date
N
P
Jan. 1, 1931 ..................................$10,000.00 $ 5,000.00
Dec. 31, 1931 ...................... . . 20,000.00
10,000.00
Dec. 31, 1932 .............................
9,000.00
11,000.00
*Red.
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Problem 8:
T h e Apex M ills floated a bond issue of $25,000.00 on January 1, 1931. T h e
provisions of the trust agreement state that $5,000.00 is to be retired annually, begin
ning one year from the date of issue, on the interest date, January 1 . T h e bond dis
count and expense of the issue, $1,960.87, is to be amortized over the five-year
period on the calendar-year, bonds-outstanding basis.
O n June 30, 1933, bonds totaling $3,800.00 were purchased by the company
at par plus accrued interest, with maturity dates as follows:
Date due
Amount
Jan. 1, 1934 ................................................. $1,500.00
Jan. 1, 1935 ................................................. 2,000.00
Jan. 1, 1936 ........... ...................................
300.00
$3,800.00
O f the bonds repurchased, those having the due date of January 1, 1935, were
resold September 1, 1933, at 80.
Compute the discount and expense chargeable to the calendar year 1933.
Problem 9:
A partnership comprised of A , B and C has decided to liquidate its business
because of declining profits. T h e partners ask you to prepare a balance sheet of
the partnership at December 31, 1932, and to devise a schedule showing the proper
distribution of the available cash to accounts-payable creditors and partners. T h e
following facts are made available to you:
T h e partnership agreement calls for the distribution of profits as follows:
A — 20%
B — 40%
C — 40%
A,
as manager, is entitled to an annual salary of $10,000.00 plus 20% of the
profits before partners’ interest allowances but after the salary deduction. T h e
bonus has not yet been given expression to on the books. Interest at the rate of 6 %
per annum is to be allowed on average invested capital during the year 1932, with
out regard, however, to the current year’s profits or losses. None of the partners
has private resources that may be drawn on in the event of a deficiency.
A trial balance of the company’s books at December 31, 1932, was as follows:
T r ia l Balance
December 31, 1932
D r.
Cr.
Cash ............................................................................................$ 325,000
Accounts receivable (considered collectible) ...................
175,000
Inventory— December 31, 1932 ........................................
55,000
Land and building (less reserve) ......................................
425,000
Machinery and equipment (less reserve)....................
150,000
Accounts payable ...................................................................
$
30,000
6% mortgage on land and building, maturing August 1,
J933 (interest paid to January 1, 1933) ....................
100,000
A — Salary account .................................................................
5,000
B— Loan (interest paid in full to Jan. 1, 1933) .........
20,000
B— W ithdraw als .....................................................................
10,000
C — W ith d r a w a ls .....................................................................
35,000
A — C a p i t a l ................................................................................
270,000
B— C a p i t a l ................................................................................
375,000
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C — C a p it a l................................. .................... ......................
Sales ...........................................................................................
Cost of sales ............................................................................ 1,250,000
Partner’s s a la r y ........................................................................
10,000
Other expenses ........................................................................
190,000
$2,625,000

325,000
1,500,000

$2,625,000

T h e partners accepted the plan of distribution presented by you and on January
10 , 1933, made the distribution called for by your statement. A was appointed to
take charge of liquidating the business at an annual salary of $6,000.00. Y ou are
requested to make up distribution statements for each three months until the business
is liquidated so that the receipts may be disbursed promptly.
T h e liquidation of the business by A resulted in the following cash collections
for two three-months’ periods as follows:
O n accounts receivable—
January 1— M arch 3 1 .......................................................................... $50,000
April
1— June
3 0 ..........................................................................
50,000
Machinery and equipment sold, at book value—
January 1— M arch 3 1 ..........................................................................
April
1— June
3 0 ........................................ .......................... ..

$35,000
25,000

O n M arch 30, 1933, B offers to purchase the land and building at a valuation
of $350,000.00 and to assume the mortgage and the interest payments thereon. A
and C immediately accept the offer. Because of the possibility of a deficit in B ’s re
mainder interest, B on the same date gave to the partnership a $30,000.00 second
mortgage on the land and building in complete and final settlement of his account.
O n M arch 31, 1933, as a separate transaction, A agreed with C to accept
the junior mortgage as a distribution to his account at a discount of 20% .
T h e entire inventory was sold for cash on M arch 31, 1933, at book value.
From the above information, prepare the statements asked for by the partners giv
ing effect to the above transactions and to the quarterly distributions. T h e final dis
tribution was made on June 30, 1933, the assets remaining unliquidated at that time
having no value.
Problem 10:
Y ou are asked to prepare a schedule of the cost of sales of a certain company.
T h e details follow :
B .P .M . Chemical Corporation manufactures two products known as X and Y
from raw materials, S, T and U . T o produce 2 units (by weight) of X , one unit
of S and 2 units of T are required; to produce 8 units of Y , 3 units of S, 6 of T
and 1 of U are necessary. T h e by-product in each case is a different compound for
which but little profitable use has been found. In the company’s record-keeping, it is
estimated that 10% by weight of materials S and T escapes in the form of a non
utilizable gas, prior to processing.
Inventories and purchases of raw materials and finished products by weight
in tons follow. There is no work in process at the end of a fiscal year.
M aterial
or
Product
S
T
U

Inventories at June 30
1932
3,000
4,000
2,400

1933
2,500
15,000
1,000

Purchases
During
Y ear
21,500
55,000
2,500

T H E C E R T IF IE D
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2,000
1,000
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----....

1,000
10,000

Raw material market prices for material S at June 30, 1932, which were lower
than cost, averaged $35 a ton; purchases during the year were made at $40 a ton.
T h e average market price at June 30, 1933, was $32 a ton. M aterials T and U
have had a fixed market (and purchase) price for the last two years: $150 and $60,
respectively. A t June 30, 1932, these market prices were the basis of the inventory
valuation. T h e raw material at the beginning of the fiscal year may be considered
as having entered into the production of product X , since no runs were made for
product Y until after January 1, 1933.
Product X was valued in the inventory of June 30, 1932, at cost of $170 per
ton, which was then lower than market. Product Y at that time had a market
price of $150 per ton which was lower than cost. For the purpose of computing the
balance-sheet value of the inventory of both finished products at June 30, 1933, you
have been instructed to adopt the basis o f cost of reproduction which you find ap
proximates the quoted prices of the two products, less proper allowances for selling
and general overhead expenses.
M anufacturing costs applicable to the two products were:
Product
Item
X
Y
Labor ........................................................................................400,000 420,000
Factory overhead ................................................................. 300,000 328,000
Sales of by-products were:
Product
Amount
By-product from X (4,300 tons) ............................................$ 9,000.00
By-product from Y (9,000 tons) ............................................ 10,000.00
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E ditor , W . T . S u n l e y , C .P .A ., Educational Director

International Accountants Society, Inc.

Solution to Problem 8 of November, 1932, Examination Service of T h e Am eri
can Society of Certified Public Accountants, published on pages 42 through 45 of
the January, 1933, issue.
A good plan of attack for solving this problem consists of making journal en
tries while reading and studying the problem. These entries may be used later in
preparing the Balance Sheet and the Profit and Loss Statement, making the use of
a working sheet unnecessary.
T h e journal entries shown as a part of this particular solution are elaborate in
explanations and for that reason additional comment on the various phases of the
problem scarcely seems necessary.
T h e various steps in the solving of the problem may be outlined as follows:
1. Scan problem to get a general idea of the requirements and plan of attack.
2. Read problem again, this time preparing journal entries 1 through 10. (Jour
nal entry 11 cannot be prepared until the tax has been computed.)
3. Study the T ria l Balance and mark accounts affected by the journal entries
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6.
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so the “ postings” can be picked up easily as the Balance Sheet and the
Profit and Loss Statement are prepared.
Prepare Profit and Loss Statement.
Prepare Balance Sheet, leaving spaces for Federal Income T a x Payable, and
Personal Account.
Calculate Federal Income T a x .
F ill in amount of federal income tax on the Balance Sheet and prepare
journal entry ( 1 1 ).
F ill in Personal Account balance on the Balance Sheet and complete that
statement.

It is assumed in this solution that the $250 paid to the State Association for
Cultural Improvement was not deductible as a contribution in calculating income
tax as it is not clear from the information given that the activities of the Associa
tion are exclusively those entitling contributors to make deduction.
D IX O N F U R N IT U R E C O M P A N Y
B a l a n c e S h e e t , J u n e 30, 1932
A ssets

Current Assets:
Cash in First T ru st Bank
Receivables:
Installment Contracts Re
c e i v a b l e ($237,961.91
over 30 days past d u e ) . .
Notes Receivable ($32,481.56 past due) ...........

$22,821.32

$618,322.05
182,807.50
$801,129.55

Less
Reserve for Bad D e b ts .. $15,583.20
Unrealized Profit on In
stallment Sales ................ 185,496.61
Inventory of Recondi
tioned Merchandise . . .

201,079.81

600,049.74
3 ,412.93

T o ta l Current A sse ts..
Investments (at c o s t):
Marketable
Securities
(M arket value, $326,509.38) .............................
1st M ortgage B o n d s
( Principal and interest
in default) .......................

$626,283.99

$518,216.27

12,000.00

530,216.27

Fixed Assets:

L a n d ...................................
Building (Residence) . .
Office Fixtures ................
A u tom o bile........................

Cost
$5,000.00
43,216.25
2,132.51
2,832.00

T o t a l s ............................... $53,180.76

Reserve for
Depreciation
$8,542.60
1,908.85
1,470.62

N et
$5,000.00
34,673.65
223.66
1,361.38

$11,922.07

$41,258.69

41,258.69
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Other Assets:
Claim for cash on deposit
in Merchants State Bank
(in Receivership) ...........
T o ta l Assets ..................

$ 1 ,2 0 4 ,8 7 2 .0 6

L

ia b il it ie s

Current Liabilities:
Notes Payable— Bank . .
Accounts P a y a b le ...........
Accrued Interest Payable
Federal Income T a x Pay
able .....................................

$ 15 ,0 0 0 .0 0

432.75
2 1 9 .6 2

25 , 596.75

T o ta l Current Liabilities
Fixed Liabilities:
6%
First M ortgage—
Residence (due November
2 7 , 1935 )

$ 4 1 ,2 4 9 .1 2

14,500.00

..........................

T o ta l L ia b ilitie s ...........

5 5 ,7 4 9 .1 2

N et W

o rth

R. E. Dixon— Investm ent:
Balance, July 1, 19 3 1
N et Profit for year . . . .

$ 1 ,1 1 7 ,0 5 8 .0 4
5 8 ,4 9 2 .1 8
$ 1 ,1 7 5 ,5 5 0 .2 2

Less—
Personal Account
Balance, June

30,

2 6 ,4 2 7 .2 8
19 32

1 ,1 4 9 ,1 2 2 .9 4

T o ta l Liabilities and Net
W orth ...........................

$ 1 ,2 0 4 ,8 7 2 .0 6

D IX O N

F U R N IT U R E

P r o f it
fo r t h e

Y

and
ea r

E

CO M PAN Y

L oss S t a t e m e n t
n d in g

J

une

30,

1932

Income:
Profits Realized on Installment Sales .............................
Interest Earned ........................................................................

$71,786.15

37 ,099.32
$ 1 0 8 ,8 8 5 .4 7

Less— Loss on Sales of Repossessed Merchandise:
Sales .........................................................................................
Cost of Sales ........................................................................
T o ta l Income ............................................. ......................
Expenses:
Proprietor’s S a l a r y ...................................................................
Other Salaries ........................... ...........................................
Office Rent .................................................................................
Automobile E x p e n se .................................................................
Supplies and P o s ta g e .................... ......................................
Entertainment ............................................................................

$9 ,9 8 i .57
10 ,2 38 .8 0

257.23
$ 10 8 ,6 2 8 .2 4

$18 ,0 0 0 .0 0
5,850 .0 0
900.00

1,599.81
6 5 1 .1 4
1,200.00
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Donations .........................................................................................
Telephone . .......................................................................................
Commissions ....................................................................................
Advertising ......................................... .........................................
Depreciation of Office Fixtures ..............................................
Interest P a i d ....................................................................................
Bad D e b t s ................ .......................................................................
Miscellaneous Expenses ..............................................................

Ja n u a r y ,

600.00
233.10
175.00
142.75
213.25
1,705.14
18,496.63
369.24

T o tal E x p en se s..........................................................................
Net Profit for year ......................................................................

50,136.06
$58,492.18

R . E . D IX O N
Calculation of Federal Income T a x for the year ending June 3 0 , 1932
C a l c u l a t i o n o f T a x a b le In com e
Net Profit of Dixon Furniture Company (per Profit and
Loss Statement) ............................................................................
$58,492.18
Add:
Proprietor’s S a la r y ........................................................................ $18,000.00
C ontribu tion s...................................................................................
600.00
Entertainment Allowance ..........................................................
1,200.00

Less— Entertainment Expenses actually paid......................

$19,800.00
1,114.26

Bad Debts Reserve ......................................................................

$18,685.74
15,583.20

Income from Business ............................................................
Add— Personal Incom e:
Bond Interest:
on tax-free covenant b o n d s ..................................................
on other bonds ..........................................................................
D ividen d s...........................................................................................

34,268.94
$92,761.12

$2,500.00
1,702.98
14,375.50

18,578.48
$111,339.60

Deduct— Personal Expenses:
Taxes on Real E s t a t e ...................................................................
Interest on Mortgage .................................................................
C ontribu tions....................................................................................

$1,205.41
870.00
600.00

Taxable Net Income ..............................................................

$108,664.19

C alculation of E arned I ncome C redit
( for use in computing tax under 1928 law)
Net Income from Business ............................................. ............
Earned Income (2 0 % of $92,761.12) ....................................
Less:
Personal exemption ......................................................................
Credit for dependents .................................................................
Balance .........................................................................................
Normal tax:
1st
$4,000.00 @ 1½
2nd
4,000.00 @ 3
%
Balance 6,652.22 @ 5 %

%

...................................................
..................................................
...................................................

2,675.41

$92,761.12
$18,552.22

$3,500.00
400.00

$60.00
120.00
332.61

3,900.00
$14,652.22

$512.61

57

T H E C E R T I F I E D P U B L IC A C C O U N T A N T

1934

S urtax:
on $18,000.00
..............................................................
on
552.22 @ 4 % ..............................................................
$18,552.22

$140.00
22.09

162.09

..............................................................

Earned Income Credit (25% of $674.70)
C a l c u l a t io n

of

$674.70

................
T

$168.68

ax

1928 L aw

1932 Law
$108,664.19

Taxable Net Profit . . . .
$108,664.19
D educt:
Dividends ......... ............. $14,375.50
Personal exemption . . . 3,500.00
Credit for dependents.
400.00
18,275.50
Income subject to normal
tax ...................................

$14,37 5 .50
2,500.00
400.00
17,275.50

$90,388.69

$91,388.69

Normal T a x :
1st, $4,000.00 @ 1 %
$60.00
(@ 4 % )
$160.00
2nd, 4,000.00 @
3%
120.00
Balance
@
5 % 4,119.43
$4,299.43 (@ 8 % )
6,991.10
$7, 151. 10
Surtax:
$100,000.00 .................. $11,660.00
$22,460.00
8.664.19 @ 2 0 % . .. 1,732.84
13,392.84 (@ 4 8 % )
4,158.81
26,618.81

Less — 2%
on T a x free covenant bonds:
2% of $2,500 ..............

$17,692.27

$33,769.9 1

50.00

50.00

$17,642.27

$33,719.91

Less — Earned Income
Credit .............................

168.68

Totals ...........................

$17,473.59

$33,719.91

Sum m ary

T a x payable at rates prescribed in:
1928 law— 6 months
(½
of $17,473.5 9 )— $ 8,736.80
1932 law— 6 months ( ½ of $33,719.9 0 — 16,859.95
$25 ,596.75
D IX O N

F U R N IT U R E C O M P A N Y

A d j u s t in g J o u r n a l E n tr ie s

June 30, 1932
1. Bad Debts ............................................................................
Reserve for Bad Debts .............................................
Notes Receivable ........................................................
T o set up reserve for possible loss on Installment
contracts and to charge off uncollectible notes re
ceivable.

$16,538.20
$15,583.20
955.00
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Estimated uncollectible contracts
(30% of $74,205.76) ...........................$22,261.72
Less— Unrealized profit— 3 0 % * .............. 6,678.52

Uncollectible notes ......................................

$15,583.20
955.00

T o ta l ............................. .............................$16,538.20
(*N ote— This 30% is determined by dividing P rof
its realized, $71,786.15 by Cash collected, $239,287.17.)
2. Unrealized Profits (30% of $9,846.90) ....................
Inventory of Reconditioned Merchandise (2 5 % )
Cost of Repossessed Merchandise Sold ( 75% ) . .
T o cancel unrealized gross profit on repossessions—
Divisions made on basis of credits shown in analy
sis of Inventory of Reconditioned Merchandise A c 
count— $ 11,554.35 and $3,851.45.

2,954.07

3. Inventory of Reconditioned M erchandise......................
Cost of Repossessed Merchandise Sold ................
T o transfer that portion of rental charge applicable
to the unsold merchandise— 25% of $1,200.

300.00

4. R. E. Dixon— Personal ....................................................
Depreciation of Office F ix tu r e s ....................................
Automobile Expense (Depreciation) .........................
Reserve for Depreciation— Residence ................
Reserve for Depreciation— F ix t u r e s ......................
Reserve for Depreciation— Automobile ................
T o record annual depreciation as follows:
Residence,
5 % of $43,216.25— $2,160.81
Office Fixtures, 10% of $ 2,132.51—
213.25
Automobile,
20% of $ 2,832.00—
566.40
5. Automobile Expense (Adjustment) .............................
R. E. Dixon— P e r s o n a l.................................................
T o adjust automobile expenses, 50% personal and
50% business:
Gas and O il ............................................... $ 556.72
D epreciation .................................................
566.40
R e p a ir s ..........................................................
516.50
W ages of Chauffeur ................................ 1,560.00

2,160.81
213.25
566.40

738.52

,

2 215.55

300.00

2,160.81
213.25
566.40

476.69
476.69

T o tal ........................................................ $3,199.62
Personal Expense— 50% ............................. $1,599.81
Expenses charged to personal Account:
Repairs and C h a u ffe u r ......................... 2,076.50
Credit due M r. Dixon ...........................$ 476.69
6. Unrealized P r o f it s ...............................................................
Profit and Loss ..........................................................
T o adjust Unrealized Profits Account for profit on
contracts written off— 30% of $7,846.25.

2, 353.88

2,353.88

1934

59

THE CERTIFIED PUBLIC ACCOUNTANT

7. Bad Debts ............................................................................
Profit and Loss ..........................................................
T o clear Profit and Loss Account of charges rep
resenting net loss on accounts charged off.
8. R. E. Dixon— Personal ....................................................
D o n a tio n s................................................... ........................
Miscellaneous Expenses .............................................
T o clear the following items from the Miscellane
ous Expenses account:
R. E. Dixon— Personal:
L ife Insurance Premiums ...................... $2,452.99
Taxes on real e s ta t e .................................. 1,205.41
State Association for Cultural Improve
ment ..........................................................
250.00
Fire insurance, residence .........................
91.19

1,958.43

1,958.43

3,999.59
600.00
4,599.59

$ 3,999.59
Donations:
Salvation A r m y ...................................... $ 500.00
100.00
Policemen’s Pension fund ..................
$

600.00

9. Interest Earned ...................................................................
Dividends Received ........................................................
R. E. Dixon— P e rs o n a l.............................................
T o credit R. E. Dixon with personal income.
10. R. E. Dixon— Personal .................................................
Interest P a i d .................................................................
T o charge R. E. Dixon with interest on M ortgage
— 6 % of $14,500.
11. R. E. Dixon— P e rso n a l....................................................
Federal Income T a x Payable ...............................
T o record Federal income tax payable for the (fis
cal) year ending June 30, 1932.

A n
by T . W .

O u tlo o k
L eland ,

4,202.98
14,375.50
18,578.48
870.00
870.00

25,596.75
25,596.75

R e p o r t*

C .P .A ., College Station, Texas

A C C O U N T A N C Y is entering upon a

period which w ill impose increased re
sponsibilities upon the profession. T h e pub
lic has become accounting-conscious. As
never before, people are aware of the ser
vices which accountants are capable of ren
dering. T h is awareness is evident in the
Securities A ct which, seeking to restore pub*F irs t pronouncement o f the recently elected
Presid ent of the T e x a s Society of Certified Pub
lic A ccountants, clipped from its official Bulletin
for Novem ber.

lic confidence in the instruments of finance
and in the integrity of the organizations is
suing securities, turns to accountants and cer
tified statements as a necessary agency for
the protection of investors.
T h e National Recovery A ct emphasizes
the role of cost accounting in our economic
order. Seeking to increase employment and
raise wages as a means of building up pur
chasing power, the act encourages industry
and business to cooperate and organize for
protection against cut-throat competition.
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T h is program of public welfare again looks
to accountants for assistance. Certified Pub
lic Accountants w ill be required to install
uniform accounting systems, to interpret rul
ings as to cost determination, to certify to
the conformity of an individual concern to
the code requirements as to cost. A study
of codes adopted w ill offer ample evidence
of increased responsibility and recognition.
There are many other indications of the
growing importance attached to certified
statements.
T h e recommendations or re
quirements of bankers’ organizations, of
credit men, and of organized commodity and
security exchanges; the movement towards
stockholders’ audits as revealed in both vol
untary action by some of our larger corpora
tions and legislative acts such as the recent
Pennsylvania L aw . T r u ly all signs confirm
our faith in the future of Accountancy.
T h e thoughtful accountant w ill seek the
underlying causes of the favorable tenden
cies. Allow ing due credit to the individual
accountant who has honestly and thoroughly
performed the work he has undertaken, we
must grant that most of these results have
been achieved through organized group effort
rather than through individual effort. T h e
Texas Society of Public Accountants was
organized in 1 9 1 1. It took four years of
cooperative effort to secure the enactment
of a C . P. A . law. A s in the case of other
states, the state Society has been responsible
for improved standards of practice, legisla
tive protection, and recognition of Texas
issued certificates in other states and in
Texas. Read the reports of the committees
of our national societies, read the reports of
the committees of the various state societies
including our own Texas Society. These re
ports w ill present a true picture of the
sources of recognition and advancement at
tained by our profession.
W e all recognize the importance of pro
tective C . P. A . legislation. W e feel that
we are entitled to such protection as a means
of public protection.
O u r State Society
should constantly seek to safeguard public
interest in legislation, in standards of ser
vice, in refinement and accuracy of state

January,

m e n ts , a n d , w h a t is m o s t i m p o r t a n t , in th e
c h a r a c t e r a n d t r a i n i n g o f th o s e w h o a r e r e c 
o g n iz e d

as

q u a lif ie d

to

p ra c tic e

under

title o f C e rtifie d P u b lic A c c o u n ta n t .
ta k e

a s t r o n g , a n e f f e c tiv e , a n d

th e

I t w ill

a rep resen 

t a t i v e s t a t e o r g a n i z a t i o n to a c c o m p lis h th e s e
p u rp o s e s .

I f w e d o n o t m a in ta in su ch a n o r 

g a n iz a tio n , w e
e x is tin g

s h a ll e n d a n g e r o u r

p ro te c tio n

and

w eaken

s tre n g th e n th a t p ro te c tio n .
th e

e x is tin g

p ro te c tio n

fo r

rig h t

to

e f f o r ts

to

I t is e a s y to ta k e
g ra n te d .

Con

s id e r a ti o n o f th e a t t e m p t s t o w e a k e n o r r e 
p e a l C . P . A . la w s s h o u ld
a n y o n e o f th e t r u t h

r e a d il y c o n v in c e

o f th e f o r e g o i n g s t a t e 

m e n ts . T h e O c t o b e r issu e o f T h e C e r t i f i e d
P u b l i c A c c o u n t a n t s e ts f o r t h a r e p o r t o f
a c o m m itte e o n S ta te L e g is la tio n

th a t m e n 

tio n s s u c h a t t e m p t s th is l a s t y e a r in I l l i n o i s ;
in M i n n e s o t a ; in M i s s o u r i ; in M o n t a n a ; in
O h i o ; in

O k l a h o m a ; in T e n n e s s e e ; a n d

in

W is c o n s in .

W e have heard repeatedly the criticisms,
expressed by our State Board and by indi
vidual accountants, of the lack of proper ed
ucational requirements and experience re
quirements under the existing T exas law.
W e have had called to our attention the
necessity of extending the liability for falsi
fied reports to all practicing accountants and
not limiting liability to Certified Public A c
countants as under existing law.
These and other desirable changes w ill re
quire the cooperative efforts of all certified
men, and the State Society is the logical and
proper agency for the exercise of that effort.
A n attempt has been made to present a
convincing argument for membership and
active participation of all Certified Public
Accountants in the State Society. Is such
an argument necessary? Existing conditions
indicate that it is. Let us take stock.
There are approximately 370 Texas C er
tificates in force. T h e Texas Society has the
membership of only one-third of the holders
of these certificates. There are approximate
ly 104 resident members of the society out of
265 resident Certified Public Accountants.
Another matter is attendance at the annual
meeting of our Society. O u r Secretary, M r.
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M illedge, reports only 35 registrations at
the Houston meeting. A t one of our pre
vious meetings it was necessary to conduct
business as an executive council because of
the lack of a quorum.
T o our members who possess a truly pro
fessional spirit, the situation is a serious one.
I do not care to discuss in this message the
reasons that are advanced for non-participa
tion by members and for the withholding of
membership. It w ill be sufficient here to say
that I do not believe the reasons advanced
are valid. I invite the correspondence of
those who believe otherwise. N or do I wish
to point out the dire results of the abandon
ment of organized professional activity in
the State. It ought to be sufficient to have
pointed out the conditions of society affairs.
I do desire to emphasize two essentials for
the improvement of the situation.
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committee assignments and these questions
w ill be raised concerning the year’s activity.
Y ou are invited to confer with your District
Director and let him have the benefit of your
ideas. W rite your officers and tell them your
wishes as to the program of the Society. I
invite your replies to the questions stated in
the preceding paragraph and I shall give
careful consideration to any suggestions you
may submit.

W hen the program has been adopted, you
w ill be informed of its nature and kept in
touch with its progress. Meetings are being
planned in the various districts as a further
means of receiving your advice and counsel.
Chapter meetings w ill serve as a clearing
house for ideas. Y ou w ill have an oppor
tunity to discuss our professional problems
with your fellow practitioner. Resolutions
and formal recommendations may be adopted
( 1) An effective society program.
for the consideration of the Board of Direc
(2)
Wholehearted support of the protors or the annual meeting. T h e Society
gram by a membership composed of almost would greatly benefit from such constructive
every certified public accountant possessing aid.

the qualifications for membership.
Th e two requirements are closely associat
ed. It w ill be impossible to attract and hold
members without a satisfactory plan for ac
tivity and it w ill be impossible to carry
through a program without the support of a
large active membership.
W h at should be the program of the So
ciety? Should the present C . P. A . law be
strengthened ? Should the code of ethics be
enforced? Should the Society take action as
to competitive bidding? Is it desirable or
possible to establish minimum fees? H ow
can cooperation with bankers be furthered?
W hat publicity, if any, should be attempted
for the profession? W h at type of chapter
activity should be sponsored? W ho are the
most likely prospects for membership? H ow
can we interest them in the Society? W hat
changes, if any, should be made in the Con
stitution and By-Laws of the Society? W h at
should be done to enlarge the fields of pro
fessional acivity or to raise the standards of
present work?
A meeting of the Board of Directors w ill
be held shortly. Approval w ill be asked for

Y ou r officers are not seeking to avoid their
proper responsibility for the work of the
Society. T h ey w ill present a program for
the approval of the Board. T h ey do feel
that the assistance of every member in the
manner which has been requested is essen
tial to a year of successful accomplishment.
It is your Society and the officers and direc
tors pledge you their best efforts to carry
out your wishes.
Personally, I desire to thank you for hon
oring me with the Presidency. I have faith
in the future of accountancy and high regard
for the Certified Public Accountants of the
State. I am confident that with your hearty
cooperation the Society may become a power
for much good in Texas.

W e are in receipt of a copy of a thirtyseven-page monograph of a study on “ Offi
cial Debt of N ew Y ork State by County
Areas,” issued by Meech, Harman, Lytle &
Blackmore, Accountants, of Buffalo.
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G o ld
by

P u rch a se s
S. A c k e r m a n , C .P.A .,
N ew Y o rk C ity

H erbert

M

A N Y explanations and forecasts have
been made as to the relationship be
tween gold and financial values.

W ith reference to the purchase of gold by
the present Federal Administration, it would
appear that the known action is a demoraliz
ing effect in Europe and scarcely no action
in this country. T h e explanation as I see it
is very simple, as all great questions are
simple.
T h e purchase of gold by this
country, can have but little effect here as
our stock of gold is frozen in the vaults of
the Treasury, and to all intents and pur
poses might as w ell be in the ground from
whence it came. Its only value is a potential
one of a gold reserve, which at this time is
near one hundred cents to the paper dollar
outstanding. T h e gold in the vaults was,
presumably all purchased at $20.67 per
ounce. T h e purchase of a relatively much
smaller quantity at even $40.00 per ounce
w ill have but little effect on the cost of the
mass. But turn this gold loose and you
would have a like situation that now obtains
in Europe. T h e paper dollar would fall
here and commodities would rise. Stabiliza
tion on the gold basis of fifty or sixty cents
gold to the paper dollar would cause the same
effect. T o date this country has had no
inflation, only a threat of inflation and this
is wearing off. I f real inflation or stabiliza
tion on a low value, should be now under
taken without warning, w e w ill have a seri
ous money panic. T h e credit of the United
States would be affected; all fixed dollar
values would slump, and equities would rise.

NOTES
J. W eldon Jones, C .P .A . (T exas and
O hio ), recently Assistant Professor in A c 
counting, Ohio State University, and mem
ber of the Ohio Society, has been appointed
Auditor General of the Philippine Islands.

January,

Previous reference has been made to the
reports prepared by the national committee
on Standard Reports for Institutions of
Higher Education, the chairman of which
is Lloyd M orey, C . P. A .
W e are in receipt of a bulletin for “A c 
counting for Catholic Institutions of Higher
Education,” issued by the National Benedic
tine Educational Association.
T h e article
was prepared by Charles Aziere in connec
tion with a graduate course in institutional
accounting at the University of Illinois,
which course was under the direction of
M r. M orey and naturally follows somewhat
closely the recommendations of the national
committee.
T h e South B end T ribune for Friday, D e
cember 15, contained the following notice:
BO R R O W E R S T O S U B M IT A U D IT
South Bend B an k in g In terests Outline
P la n to Business Houses
A fte r D ec. 31 persons, firm s or companies
which borrow from South Bend banking houses
w ill be required to g ive the lending bank a ce r
tified public accountant’s audit made annually or
fo r a less period as decided by the bank. T h is
decision of South Bend banking interests is con
tained in a letter received by business men which
says:
“Pursuant to the ban kers’ code of f a ir compe
tition as adopted by South Bend banks effective
D ec. 31, 1933, it is required th at each company
or corporation ow ning or borrow ing $2,500 or more
furn ish the bank w ith a certified public account
ant’s audit at least annually. T h is audit shall be
a verification o f all assets and liab ilities, includ
ing profit and loss figures, and analysis o f su r
plus.
“I f you are not accustomed to furn ishin g us
w ith statem ents covering such requirem ents we
call the m atter to your attention at this tim e as
you w ill, no doubt, d esire to m ake the necessary
arrangem ents at the end of your fiscal y ear to
have a certified public accountant prepare your
annual statement.
“M a y we assure you that a ll inform ation re
ceived by us as a result o f this audit w ill be
held in confidence and is only requested w ith the
idea o f our being o f m aximum service to you
should the occasion arise requiring the g ran tin g
or renew ing of cred it during the com ing y ear.
W e sh all be pleased to talk this m atter over
w ith you and your auditor before such an audit
is m ade if you so desire.”

T h e South Bend Accountants Club has
done good work in contacting various other
groups having an interest in accounting
problems.

W A R N IN G A bou t F e d e r a l T axes
Your work in preparing and cheeking corpo
rate or individual tax returns required for
this past year’s operations is going to be
unusually complex and difficult.
The tax situation has probably changed
more in the twelve months just ended than
in any recent corresponding period. The
Treasury’s position, as reflected in regula
tions and rulings issued, is progressively be
coming stricter. All through the law, court
and Board of Tax Appeals decisions have up
set or materially modified long established
interpretations.

Returns must be prepared, too, with farreaching features in effect which are still
new tax legislation—features which have not
been and can not be judicially passed upon
before the time for filing. Constitutionality
of some provisions is in question.
Neither taxpayers nor tax practitioners can
afford to assume that they understand the
present application of the law because they
made returns under it last year. To protect
clients or employers against overpayments or
penalties, you must check every item for de
velopments bearing on the situation in hand.

S ECURE NOW the N e w T a x B o o k by
R obert H. M ontgomery:
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C o rp o ra tio n In co m e T a x e s — -In d iv id u a l In co m e T a x e s
G ift T a x e s — E s ta te T a x e s — C a p ita l S to c k T a x
E x c e s s P ro fits T a x — T a x W ith h e ld on D iv id e n d s
E R E in Mr. Montgomery’s new tax book is exactly the clear,
trustw orthy, and usable guidance which every accountant, every
lawyer, and every corporation officer needs in tax work these
days. All in one place, you have a net answer to any question you are
likely to have regarding the application of federal taxes.

H

Gives Interpretation, not Compilation
From his years of experience with ta x
laws, Mr. Montgomery takes the responsi
bility of interpreting into plain, positive
recommendations of procedure everything
bearing on the law and its 1933 amend
ments. Points that may cause trouble—
questionable rulings or decisions, doubtful
provisions in the law itself—are discussed

frankly with his personal comments and
suggestions.
Even if you had before you all the cases,
all the official data, on any point, you
would still lack this final interpretative
counsel which Montgomery gives. Whether
or not you subscribe to any services, you
s t ill need Montgomery.

Just What You Want for Immediate Use
On the handling of taxable transactions, it is urgent for you to decide
your course and take your position at the earliest possible moment.
Right action, taken now and properly protected, can lead to big sav in g s;
wrong action, or even delay, may lay upon you avoidable tax burdens.

With Montgomery’s F ed eral T a x Handbook 1933-34, you can
start at once to check over everything relating to returns for
which you are responsible and do all you can to keep tax
payments down to the minimum required. You will find it
a priceless time saver and safeguard against error. All
through the book you get, together with your tax information,
suggestions on the accounting procedure that will satisfy the
requirements of the law.

RGENT—GET YOUR COPY AT ONCE
U
The price of this new 1,100-page Handbook complete is
only $7.50—the very minimum outlay for the very maximum of
information. You want the protection Mr. Montgomery’s
counsel affords as soon as you can get it. Send for this
Handbook—you can return it within five days if it is not
satisfactory. To insure immediate delivery, fill out the handy
order blank at the right and mail it now.

The Personal Work of an
Outstanding Authority

H. Mo n t g o m 
eminently qualified
to offer counsel of the type
this handbook represents. F o r
years he has made a special
study of tax legislation. T o 
day he stands as one of
America’s highest authorities.
He is a Certified Public Ac
countant; Counsellor-at-Law ;
member of the firm of L y 
brand, Ross B ros. & Mont
gomery ; E ditor of the F in an 
cial Handbook; author of
Auditing:, of Federal T ax
Practice, and of Incom e T ax
Procedure, 1917-1929.
His counsel as given in this
new Federal T ax Handbook
1933-34 combines the view
points of the lawyer and the
accountant.
obert
e r y is

R

U SE T H IS CONVENIENT F O R M
T H E RONALD P R E S S COMPANY
(M704)
15 E ast 26th Street, New York, N. Y.
Send me a copy of Montgomery’s new Federal
T ax Handbook 1933-34. W ithin 5 days after
its receipt, I will send you the price, $7.50
(plus a few cents for delivery). Or, if book is
not satisfactory, I will return it to you.
Name
Firm

................................................................................
(please print) Position
................................ or T itle.

Business Address ................................
City

..............................................State.
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W e have examined the records
relating to the enrollment o f
students at The Bentley School
of Accounting and Finance in
the year ended June 30, 1931,
1932 and 1933, and we certify
that, in our opinion, the number
of students who were enrolled
at the school in those years,
excluding duplications within
each year, was 2,711 in the year
ended June 30, 1931, 2,701 in
the year ended Jun e 30, 1932,
and 2,339 in the year ended June
30, 1933.
L y b ran d , R o ss B ro s. &

January,

Public Administration Service has released
Publication No. 35, price seventy-five cents,
being a manual of Public W orks Records
and Administration for the C ity of Flint,
Michigan, prepared for the M ichigan M u 
nicipal League by the staff of Public A d 
ministration Service and the committee on
Uniform Street and Sanitation Records. It
is noted that W alter O . Harris, a C .P .A .,
was a member of the staff preparing the re
port.
A n Italian grocer called at the bank to
ask for his money, and this is what took
place:
Grocer— W a ts a matter, I no get my
money? Deese a helluva ting.
T eller— W e haven’t got it, sir.
Grocer— W here isa my money?
T eller— I t ’s frozen, sir.
Grocer— W a ta you call dis, I tink I hava
money in bank, now his a bank no bank,
but— blanky de blank— ice house.

M o n tg o m e ry

B oston, M ass., September 19, 1933

¶ The enrollment for 1933-34
w ill be published after the
close of the current year.

A re Y o u Going to W ash in gton
to S t a r t th e W heels of Y o u r
In d u s try ?

Whether it be in connection with con
ferences on Industrial Codes or the
administration of the $3,300,000,000
Public Works Program, The Willard
is your logical headquarters—adjacent
to

Internal Revenue Building
Income Tax Unit
U. S. Board of Tax Appeals
General Johnson’s Office
Office of Secretary of Interior Ickes
Home Loan Bank Hdqtrs.
Farm Loan Board
Public Works Budget Hdqtrs.
New Commerce Building
Office of Postmaster General Farley
White House Offices
Railroad Administration

¶Only men are admitted.
¶ Catalog upon request.
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All business men are expecting more
from figures than ever before. They
insist that their figures be current and so
arranged that management can be de
finitely guided in every decision. New
and progressive methods in accounting
are therefore the subject under active
discussion.
One of the greatest advances is the everincreasing scope of Punched Card Ac
counting which produces analyses and
comparisons for intelligent management
while performing routine accounting.
P

O

W

E

I N

A

B O

U

T ?

Every month brings new methods for
different types of business.. .Account
ants owe it to themselves to knowabout
these and to keep informed of me
chanical improvements in PunchedCard
Accounting.
As an aid to these men, Powers has pub
lished a reference manual which is kept
up to the minute with monthly bulletins.
This service is gratis to accountants and
affords a birds-eye viewof the latest in
Punched Card Machines and Methods.
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M A C H I N E S

Division of REMINGTON RAND Inc., Buffalo, N. Y.
Please send me, without obligation on my part, the Powers
T H IS CO M PLIM EN TA RY S E R 
Reference Manual and Bulletin Service.
V IC E is available to both public and
private accountants. The “Powers
Name
Reference Manual” comes to you
in loose leaf form . . . our subse
Firm
quent monthly bulletins may be
Address
quickly inserted. Just fill in the
coupon, paste it to your letterhead
State.
City . ..
and mail it to us.
LISTENTO“MARCHOF TIME” EVERY FRIDAY 8:30 P. M.EASTERNSTANDARDTIME COLUMBIANETWORK
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ELECTRIC RETURN
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In the Burroughs Electric Carriage Typewriter a built-in motor returns the
carriage . . . spaces to the next writing line . . . shifts to capitals. Every
movement of the carriage is controlled from the keyboard, saving all
interruptions formerly required to move the carriage by hand. Executives
and typists quickly realize that this results in easier and faster typing.
Call the local Burroughs office for a demonstration, or write for illustrated folder
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I N addition to its regular
Course, the International
Accountants
offers a

Society,

special

Inc.,

Coaching

Course for Accountants who
are

planning to

take

the

C.P.A . Examination.
This Course will be sup
plied only to those who are
already competent account
ants, as no attempt is made
to teach general accounting
in this course. The instruc
tion is pointed directly at
the C.P.A . Examination.
Something more than a
knowledge of accounting is
necessary to insure success
in the examination room.
Solving examination prob
lems is vastl y different from
the usual work of making
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t h o s e

l a n
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e x a m

Particularly noteworthy
features o f the training are:

100 problemsin Practical Accounting
withsolutionsandcomments
100 questionsandanswersinAccount
ingLaw
100questionsandanswersinAuditing
100 questions andanswersin Theory
ofAccounts
Elaborate explanations and comments
that include, in addition to the finished
statements or solutions, such items as
suggestionsfor"NotestotheExaminer,”
workingsheets, side calculations, use of
proper terminology, and discussions of
authoritativeopinions.
Problems and questions (1) actually
UsedinaC.P.A.oranA.I. A.examina
tion. or (2) specially preparedto train
the candidateinhandlingcertainpoints
likelytobeencounteredintheexamination.
Personalcorrection,criticism,andgrad
ing of every examination paper by a
CertifiedPublicAccountantwhohashim
self passed the C. P. A. examination.
There are sixteen such Certified Public
AccountantsontheActiveFacultyofthe
International Accountants Society, Inc.

i n

a t i o

n

audits, installing systems, or
conducting

investigations.

Many men with little or no
practical experience can solve
C. P. A . problems readily—
many others with years of
experience flounder pitifully
in the

examination

room.

W HY?

The candidate is

required

to

work a t

top,

speed. He must work with
limited information. He has
to construct definitions. Very
often it is necessary for him
to

use

unusual

working

sheets.
The

C .P .A .

Coaching

Course given by the Inter
national

Accountants

Society, Inc., prepares you
to

meet

such

conditions.

42, and the

The fee is $

text

consists of twenty lessons.
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“ T h e man who narrows his mind down
to shaving off the buying price, w ill never
broaden his mind to adding his fair margin
on the selling price.”— Anon.

The President’s Page
C o s t D o c tr in e

by G e o r g e

P
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l l is ,
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C od es

C.P.A.

R O F E S S O R Sumner Schlicter, of H arv ard G raduate School,
early in the course of N R A rem arked, “W ith two years’ opera
tion under N R A industry w ill find the codes indispensable, but it
will take a generation to learn how to operate under them .”
T h a t forecast is perhaps an understatement. A cceptance of the
codes as a feature of our industrial life has already gone far. A re
cent survey showed that 90 per cent of the business men answering
thought codes w ere here to stay. T h e feeling is strong that without
the codes and the principle for which they stand, chaos would be
upon us. T h ere is, in short, pronounced public approval of the no
tion of cooperation, truth in advertising, and ethical trade practices.
A t the same time, however, that business men vote confidence in
the codes, they reveal an ignorance of the underlying philosophy
quite startling. Even while they subscribe to the idea of perm anency
in code-governm ent, they tend toward an attitude of imperm anence
insofar as their own business is affected. T h e feeling of a passing
em ergency still controls the relations of business to N R A . T h e iner
tia of established trade is against change in practice, in spite of an ad
mitted change in basic theory. Changes yielding no immediate, di
rect benefit have no appeal.
F o r this reason the real implications of code-governm ent have
not begun to com e home to the average business man. A code that
by some incantation, some sleight-of-hand hocus-pocus raises present
prices so that his business begins to show a profit is satisfactory to
him and is accepted without too much inquiry into how achieved or
where it may lead. Present return outweighs all future consid
erations.
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Take, for exam ple, the cost provisions of many of the codes. T h e
elements are ( 1) a ban on selling below cost generally; ( 2 ) require
ment of a uniform cost accounting system for the industry, with per
haps a statement of w hat shall constitute “cost” ; ( 3 ) price quotation
with reference either to (a ) individual cost-finding, or to (b ) some
form of average cost for the industry.
Such provisions are, in the first place, a bid to business to under
take scientific m anagem ent upon the basis of the most careful cost
analysis. T his is simple enough for large units with already estab
lished cost systems and scientific d irectio n ; for the average business
it is a m irage in an uncharted wilderness. M any a business does not
know its unit costs, perhaps does not want to know. If in any degree
a monopoly by reason of size or patent, the less said about cost the
better. A small business does not want or cannot afford to maintain a
“cost system” requiring special help and detailed analysis. Finally,
and most im portant, why engage in thorough cost studies over a pe
riod of years, when N R A policy and human life are both unpredict
able? T his philosophy of imperm anence is an intangible obstacle to
be wrestled with and overcom e if N R A is to accom plish its object.
Business men generally will subscribe to so m uch cost-analysis
as they understand to be necessary for code-com pliance, or to put a
bottom under prices. T h ere is a tendency to regard code pricecontrol as somewhat sim ilar to the traditional Public U tility ratemaking theory— that is, price a m atter of cost-plus, with security of
investment uppermost. F o r this, some m echanical form ula is deemed
sufficient, provided its assumptions are tenable in theory and practice,
and the A uthority and the A dm inistrator approve.
Y e t the long-pull business viewpoint would suggest that the
cost outline of the code be but the starting point for minute dissection
of all the cost elements. L e t job costs be split into accurate hour costs;
overheads be the subject of qualitative analysis; production be set
to conform to a m arket analysis rather than production first followed
by a search for a m arket. U ntil individual costs are determined with
judgment and accu racy as never before, the whole basis of codegovernm ent is an unsubstantial quagmire likely to give way at any
time.
T h ere is another side to this need of the individual business for
cost study. I t is this: unit cost-finding must precede any real ap
proach to social cost. Social cost is in the forefr ont of code-adm inis
tration. Social cost involves the answer to geographical distribution,
wage differentials, m arket differentials; distribution of labor, and the
effect of that distribution upon a m ultitude of other businesses. So
cial cost calls for scientific tariff study.
Social cost means study of the com parative value of com peting
industries. F o r exam ple, shall coal be protected against natural gas
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com petition? Shall coal, oil, gas, and the railroads be protected
against w ater-pow er com petition? Q uality for quality, is the cheap
est always the best buy?
Social cost m ay authorize “selling below unit cost,” despite a
code. Shall a business be prohibited from selling at any price re
turning a part of its costs in preference to closing down and throwing
men out of em ploym ent? W h a t social cost is involved in code p ro
hibitions against business judgm ent in taking “the lesser loss” ? A t
what point, in a p articu lar instance does “ invested rig h t” balance
social policy?
N R A is in the way of setting up new “vested rights” to become
in their twin, a stronghold against change. I t m ay well be that in
two years’ time the groove will already be deep, and the new order
entrenched as was the old. B u t m ore than a generation surely will
be needed to learn the long-tim e significance of the codes. T h e be
ginning of the lesson is cost-analysis, and as yet, few business men
have com prehended the meaning of cost— either their unit cost, or
social cost. I t m ay be indeed that a new generation of men must
grow up before code-governm ent can come into its own.

T h e

A m e r ic a n

A c c o u n ta n t

A C C O U N T A N C Y has lost one of its outstanding monthly pub
lications. W ith the D ecem ber, 1933 issue
he merican
ccountant closed its career.
Y ears ago H om er S. P ace established T h e P ace St u d en t as an
organ especially designed to carry inform ation with regard to his
school. D uring the years its form and size were changed and its in
fluence increased. Seven years ago T h e A m er ic a n A cco u n tan t
appeared in its present form and since then those interested in ac
countancy have awaited with interest the monthly page in which
“ H .S .P .” has always presented something w hich was of vital interest
to the profession.
T h e closing issue, under the head of E d ito rial Comment, contains
a five-page article discussing the “Trends of A ccountancy D evelop
ment and P ra c tic e .” W h ile we do not note any statement therein ap
pearing for the first time, nevertheless it seems to this w riter that
it is the best single sum m arization of these trends w hich has been
prepared. A n exceedingly fitting article for finis.
he merican ccountant w ill be missed. It revolved
around a personality as distinguished from an organization. T h e
editor and proprietor has been a many-sided individual. Interested
in newspaper work in his early life, he has continually maintained
the highest standards of the typographical art. I t is no reflection on
other publications to say that
he merican ccountant came
to its readers each month in a more uniform ly attractive dress than
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any other accounting publication.
T h e editor was also a school man and through his publication he
continually presented the ideals of a p ractical school man as they
related to accountancy education. One of the places at w hich the p ro
fession needs strengthening centers around the educational require
ments w hich should be demanded of those who are entering the
ranks of the profession at this time and who w ill come to leadership
some years hence.
T h e editor was also an accounting practitioner and was ac
quainted with the type of problems w hich confronted the p racti
tioner so that in the selection of m aterial appearing each month there
was a refreshing variety from which the individual reader could
gather something that would be stim ulating to him in his everyday
activities.
T h e editor was an organization-m inded individual, independent
in thought and yet cooperative in spirit and action. A mem ber of all
accounting organizations to which he was eligible, he recognized the
necessity for individual development through contact with other in
dividuals and while his personal Page, to w hich reference has been
made, occasionally voiced disagreement w ith certain professional o r
ganization tendencies, there was always connected therewith some
thing of a constructive suggestion that strengthened the criticism
which had been offered.
This, however, is not an obituary but rather a statement with
which the w riter believes the profession w ill agree in paying tribute
to one, who throughout his lifetim e has been a leader, at a time when
under the stress of circum stances he feels obliged to concentrate
somewhat the efforts w hich he has to give upon his school wherein
young people are constantly being better prepared for business activi
ties or professional lines upon w hich they w ill enter very shortly.
W e regret to lose E d ito r P ace but rejoice to know that H om er
S. P ace will still rem ain a leading spirit in the various groups with
which he associates. T h e present editor of T h e CER TIFIED P U B L IC
A c c o u n t a n t w ill always w elcom e to its columns pronouncements
from past editor Pace.

P r o f e s s io n a l D e v e lo p m e n t
N the State Bar Journal for Jan u ary, official organ of the State
B a r of C alifornia, Silas H . Strawn, form er president of the A m er
ican B ar Association, w riting on the subject “T h e B a r Unites on a
N ational P ro g ra m ,” said : “Although the membership now numbers
m ore than 28,000, that is but a small part of the total number of
p racticin g lawyers in the U nited States. F o r several years those who
have been most deeply interested in prom oting the influence of the
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bar upon the adm inistration of justice have realized that the A m eri
can B a r Association was not rendering its greatest service until it
endeavored to coordinate the activities of the several State and local
bar associations and, through those organizations, to implement in
the several States the many suggestions and plans for the advance
ment of the science of jurisprudence and the prom otion of the ad
ministration of justice.”
A strong endorsement by an able lawyer of the policy followed
by T h e A m erican Society in recognizing State societies as the im 
portant organizations through which any profession develops.

T h e

S e c u r itie s A c t o f 1 9 3 3
by

Durand

W.

H E October issue of T h e C . P . A .,
the official organ of the Spokane
Chapter of the Washington Society of Certi
fied Public Accountants, contained the fol
lowing statements:
“ It is unthinkable in this enlightened
day, that accountants, lawyers, engineers,
investment bankers and corporate officers
should attempt to avoid all civil responsi
bility for their respective acts in connec
tion with the flotation of securities. T h e
civilized man does not shun responsibility
for his acts. W e believe that those af
fected by the law should use constructive
criticism to the end that the investor shall
be protected and at the same time a square
deal shall be given to those who partici
pate in the issue of securities. Undoubt
edly, improvement of the law is preferable
to repeal.”
T h e independent accountancy practitioner,
only one of several groups (corporation, di
rectors and officers or partners, experts—
accountants, appraisers, engineers, lawyers,
etc.— and underwriters) which have been
charged with both criminal and civil liability
under the terms of the Securities Act, ac
cepts without reservation the individual re
sponsibility which has been and should be
placed upon him for an incompetent, ineffi
cient and/or inadequate service rendered by
him. He is not seeking to shirk a responsi
bility rightfully his. H e does not, however,
believe that he should be placed “ on the spot”
by irresponsible claimants, instigated in most
cases by shyster lawyers and financial racke
teers. He rightfully objects to the avenue for
blackmail which the A ct opened for those

T

Springer,

C .P .A .

who live by their wits and not by work.
Amendments could be made which would
in no way lessen the protection afforded any
person who had a legitimate claim but which
would greatly lessen uncalled-for litigation
and the attendant expense attached thereto.
Laying aside all reference to discussions or
interpretations which have centered around
such terms as, “ fiduciary relationship,”
“ omissions of material facts,” “ untrue
statements,” “ reasonable care,” “ misleading
or inadequate information,” etc., it is sug
gested that in the interest of fair play changes
should be made in some of the provisions.
T h e A ct primarily relates to interstate
practice and all interstate relations should
be interpreted by Federal courts rather than
by State courts. T o permit suits to be
brought in State courts, based on violation
of a Federal act which only covers inter
state issues, opens the w ay for a series of
diverse decisions which w ill be confusing. If
exclusive jurisdiction were granted to Fed
eral courts, there would be developed, in a
very short time a valuable series of prece
dents. Exclusive Federal Court jurisdiction
would also afford a protection against po
litically minded suits. Political influence is
not felt in appointed courts as it is in elected
courts.
T h e report of the Committee on Inter
state and Foreign Commerce on the Securi
ties Act, in justifying the reversal of the
usual burden-of-proof provision said, “ Every
lawyer knows that with all the facts in con
trol of the defendant it is practically impos
sible for a buyer to prove a state of knowl
edge or a failure to exercise due care on the
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part of the defendant.” T h e accuracy of that
sentence is dependent upon the practice pro
cedure in different State courts. W ith bur
den of proof placed on the defendant, he is
entitled to a single jurisdictional line of at
tack. T h e present divided jurisdiction en
ables the lawyer in some states, who is on a
fishing expedition, to utilize State courts,
through preliminary hearings which some
permit, to plan his contemplated attack in
the Federal court.
T h e opportunity now offered under the
A ct for “ strike” suits to be instituted
against the various groups upon whom re
sponsibility is fixed should be remedied. It
can easily be done without weakening the
original purpose. Security for costs is now
required in ordinary suits on appeal. There
is no good reason why the A ct should not
be amended by requiring all persons insti
tuting a suit for damages, based on the pro
visions of the Act, to file a bond covering
the costs involved, including reasonable at
torneys’ fees of the defendant or defendants,
provided a judgm ent is not obtained. Re
sponsibility for proof having been placed on
the defendant, the plaintiff should be charged
with all expenses incurred in defending un
successful suits. T u rn about is fair play.
T h e history of suits of this sort is that
in practically all cases they are instigated by
attorneys on a commission basis and for
blackmailing purposes. In a majority of these
cases, the attorney is seeking by means of the
suit to occupy his otherwise unemployed time
in a gamble as to whether it w ill or w ill not
be possible to secure a shake-down settlement
prior to the time when the case comes to
trial. O f course, reputable lawyers do not
countenance this practice.
T h e purpose of the Securities A ct is
splendid. Each person collaborating at any
point in preparing the Registration State
ment should be held individually responsible
for his own acts. It should not, however, as
it now does, put a premium on a definite
species of racketeering. T h e joint liability
provision w ill tend to encourage litigation
rather than to protect the public. T h e same
type of lawyer who has long figured in am
bulance-chasing activities w ill find this par
ticular feature an alluring one in planning
his raids.
It is not only uncalled for from a prac

February,

tical reformatory standpoint, when one con
siders the various types of informational
service rendered by the individuals preparing
the different parts of the registration state
ment, but it is unfair to these individuals to
subject them to the attendant trouble and
expense of defending themselves against suit
attacks based on parts thereof in the prep
aration of which they had nothing to do.
No expert should be held for damages be
yond those caused by his acts or by those in
his employ.
T h e time in which suit may be brought
(ten years) is longer than is usually pro
vided. This, coupled with joint liability
greatly increases the possibility for a hold-up
game. Under the A ct the burden of proof
is transferred from the plaintiff to the de
fendants. Possibility of death, destruction of
working papers, change of residence, busi
ness rearrangements, and other contingencies
are greatly increased by the joint provision
and the extended time element.
It may be claimed that inability to furnish
a surety bond when the suit is instituted
would deprive some people of a right which
they should have. T h a t condition, which
would be true in some cases, is not a suffi
cient excuse for not recognizing the injustice
of the present provisions.
Under our criminal law, a person who is
unable to employ an attorney to defend him
is provided with one, appointed by the court
and paid by the Government, in order that
his rights may be protected. If an individual
who believes himself to have been injured
by reason of false or incorrect registration
statements, or for any other reason under the
A ct satisfactory to the court, can show to the
court that he is unable to furnish a bond,
the Government should reimburse the de
fendant or defendants in case the suit does
not result in a judgment.
T h e English Companies A ct is frequently
referred to as a basis for the Securities Act.
Congress, however, failed to take into ac
count the rarity with which strike suits are
brought in England as compared with the
United States and the further fact that under
the English law the successful defendant can
recover compensation costs and if the plain
tiff is not financially sound, security may be
required in advance of the suit.
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W ithin a year, one independent ac
countancy practitioner has been obliged to
defend a suit at a cost of $50,000.00. T h e
suit resulted in a verdict for the accountant.
In fact the court went out of its way to give
the accounting firm a clean bill of health.
The suit could have been settled by the pay
ment of a much smaller sum but that would
have been an acknowledgment on the part
of the accountant of a liability which did not
exist. In several other cases smaller expendi
tures have been necessary when no legitimate
basis of an action existed. T h e Securities
Act specifically puts a premium on the utili
zation of the courts for fishing expeditions.
T h e purpose of this A ct is to protect the
investing public and not to penalize citizens
engaged in any necessary law ful activity
connected with the sale of securities, by ex
posing them to loss of time and money in
defending unwarranted suits. There is also
involved in all suits of this character the se
rious possibility of an unjustifiable reproach
cast on the reputation of the party sued.
Th e October issue, 1933, of T h e Ac
the official organ of the Char
tered Accountants of England, contained an
article touching on this question. It was re
printed in the January issue, 1934, of T h e

countant,

Certified Public Accountant.

T h e experience which accountants have
had in the past when no such open invi
tation to bring suit has existed, is justifi
cation for asking that the Securities A ct be
amended. T h e suggestions made would con
tinue the necessary protection to the invest
ing public but would place the various indi
viduals in a position where each must
answer ( 1 ) to a Federal Court (2) within
a reasonable time (3) for his own errors of
omission or commission under the terms of
the A ct and (4) protected by proper “ se
curity for cost bonds” against possible injury
to professional reputation growing out of
repeated merely speculative suits and against
certain annoyance and expense involved in
preparing for and defending strike suits
brought by blackmailers, racketeers, contract
renegers and others under the guidance of
ambulance-chasing lawyers, in which judg
ments do not result.
In the special message to Congress, M arch
29, 1933, requesting legislation which re
sulted in the passage of the Securities Act,
the President said:
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“ T h e purpose of the legislation I suggest
is to protect the public, with the least pos
sible interference to honest business.”
T h a t purpose can only be realized by rec
ognizing the defects herein referred to and
amending the A ct so as to preserve its in
tent.

Accountants Take Notice
Official notices have gone out with regard
to the extension of time for filing of income
tax returns. T h e notice states that in the
last three years the number of requests for
extension of time has more than trebled al
though the total number of returns filed has
greatly decreased. T h e announcement says
that a careful examination of requests in pre
vious years indicates that in a vast majority
of cases extensions were not necessary and
the decision has now been reached that “ only
in cases of the most meritorious nature w ill
extensions be granted and in every case
where so granted a tentative return signed
and sworn to by the taxpayer w ill be re
quired.” It is further stated “ A ll requests
for extension must be signed personally by
the taxpayer and a full recital for an ex
tension must be stated.”
T . D . No. 4416, issued under date of
January 15, 1934, by the Commissioner of
Internal Revenue, provides for the filing by
every taxpayer in connection with the re
turns for 1933 a statement as to whether
assistance or advice had been received in the
preparation of the income tax return. If so,
the name and the address of the person and
the extent of the assistance or advice given
is required and the attorney or advisor,
which w ill usually be a public accountant,
is required to file an affidavit which has been
provided.
T h e Bar Association of the District of
Columbia have agreed on an advertising
campaign advising the rewriting of wills
where banks which have been closed and
are still closed, have been named as execu
tors. T h is is in line with the program of
public education with regard to the services
available to the public by attorneys. It was
said that the general plan of publicity has
the endorsement of the American Bar Asso
ciation. Furthermore it was also decided to
reinstate for a limited period members who
had been dropped for non-payment of dues.
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A u d it o r s

T h e following excerpts have been made
and translated from the German Presidential
Decree of September 19, 1931, Part One—
Provisions for stock corporations and limited
companies on shares (Kommanditgesellschaf
ten auf A ktien )— published in the National
L aw Bulletin (Reichsgesetzblatt) No. 63,
dated September 21, 1931. Articles refer to
the decree, whereas sections constitute amend
ments to the commercial code.
Article V I. (Statutory corporate audit
and auditors)
Section 262a. (Annual audit compulsory)
( 1 ) T h e annual statements and report,
together with the supporting accounting rec
ords, of a corporation shall be examined by
one or more expert auditors (Bilanzpr üfer)
before they are submitted to the annual
meeting of the stockholders.
(2) T h e audit is to establish not only that
the statements are drawn up technically and
formally correct and in agreement with in
ventory and books of account but also that
the statutory law (sections 260, 260 a and b,
261, 261 a to e, and 262) has been complied
with.
Section 262b. (Election of auditors)
( 1 ) T h e auditors shall be chosen by the
stockholders, the election to be held before
the close of each fiscal year. T h e officers en
gage the auditor or auditors thus elected.
(2) In case the officers, the board of di
rectors, or a minority of
(3) stockholders who have held not less
than ten per cent of the capital stock for
at least three months preceding the stock
holders’ meeting object to the auditors se
lected, in the interest of the company, the

decision lies with the court of jurisdiction.
If sustaining the dissenters, the court w ill ap
point other auditors, after consulting the
official body representing business.*
(4) T h e court shall likewise appoint au
ditors, upon request by the officers, the direc
tors, or a stockholder, where the stockholders’
meeting fails to elect an auditor or where
the auditor selected is unable or unwilling
to carry out the engagement.
(5 ) T h e election or appointment of audi
tors may be revoked by the stockholders and
the court, respectively, before completion of
the audit.
Section 262c. (Eligibility of auditors)
( 1 ) O nly the following may be elected or
appointed as auditors:**
1. Individuals w h o
a r e competently
trained and experienced in accounting;
2. A udit companies of which at least one
officer, partner, or managing member
qualifies as above.
(2) N o officer, director, or employee of a
corporation may be elected or appointed as
its auditor; nor is a public accountant eligi
ble whose practice is under the influence of
the corporation under audit.
Section 262d. (Duties of officers to audi
tors)
(1 ) T h e officers shall permit the auditors
to examine the books and records of the
company and to verify the cash, securities,
and inventories.
(2) T h e auditor may require the officers
to give all information, data, and explanation
necessary for a careful conduct of the ex
amination.
Section 262e. (Auditors’ report and com

* T h e G erm an P resid en tial D ecree w as printed
in our Decem ber, 1931 issue. T h is article, in
three parts, began in the Ja n u a ry issue.

*Supposedly, cham bers o f commerce,
** S e e regulations issued D ecem ber 15, 1931, to
enact this p a rt o f the decree.
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ments by board of directors)
( 1 ) T h e auditors shall render a written
and signed report upon the result of the ex
amination. It shall be stated therein whether
the bookkeeping, the annual statements, and
the annual report of the company conform to
the rules laid down in the commercial code,
sections 260 to 262, and whether the offi
cers have furnished all the information and
data asked for.
(2) T his report is to be submitted to the
board of directors and available to every
member of the board for inspection.
(3) T h e board of directors shall give con
sideration to the auditors’ findings in its
own comments to the company’s report and,
furthermore, inform the stockholders’ meet
ing whether or not there have been any ma
terial qualifications, reservations, or excep
tions made on the part of the auditors.
Section 262f. (Auditors’ certificate)
( 1 ) I f upon completion of the audit no
essential objections are to be raised, the
auditors shall certify to that effect. T h e cer
tificate must state whether a careful examina
tion of the books and records, supplemented
by the information and data supplied by offi
cers, has shown that the bookkeeping, the fi
nancial statements, and the report of the
company comply with the statutory provi
sions.
(2) T h e exact wording of this certificate
shall appear in all publications and repro
ductions of the company’s annual report.
Section 262g. (Auditors’ liability)
( 1 ) T h e auditors, as w ell as their assist
ants, are bound to conduct their investiga
tions carefully and disinterestedly and to
keep strictly confidential trade or business
secrets learned of in the course of the audit.
Breach of duty renders the guilty party liable
to the corporation for the damage resulting
therefrom.
(2) In case of negligence* liability for any
one engagement shall not exceed RM 100,000; however, this limitation does not apply
* I n considering the question o f negligence, the
courts usually consult professional expert ac
countants and base th eir decision upon the report
of the experts.

to those who acted w ilfu lly or deliberately.
(3) T h e duty of confidentiality (para
graph 1 above) extends to the board of
directors and its members of an auditing
company. T h e chairman and the acting vicechairman of the board may inspect reports
for clients but may make use of information
thus obtained only within the scope of su
pervising the auditing company.
(4) T h e auditors’ responsibility cannot be
precluded or limited by contract.
(5 ) Claims for damages must be asserted
within five years.
Article IX .
Section 318a. (Crim inal liability)
Liable to fine or imprisonment is:
1. T h e auditor or his assistant who wrong
ly reports upon the examination or omits
important facts or circumstances in his
report;
2. W h o violates the duty of confidentiality
or makes improper use of business and
trade secrets; and
3. W ho, in the capacity of chairman of
the board of directors of an audit com
pany, divulges knowledge
acquired
through perusing audit reports unless
the duty of supervision incumbent upon
the board of directors warrants such
action.
A rticle X I V .
(1)
T h e National Government is hereby
authorized to make laws, rules, and regu
lations to enact this decree. In particular it
may lay down rules governing the qualifica
tion of public accountants for performing
incorporation or annual audits (Grü ndungs
oder Bilanzpr üfer) and issue general instruc
tions for the conduct of such audits.
St a t u t e s
R e g u l a t in g

th e

C e r t if ic a t io n

p o in t m e n t

of

and

A p

A u d it o r s

( W ir t s c h a f t s p r u e f e r )

O n December 15, 1931, the German G ov
ernment issued a decree (R G B . No. 83, D e
cember 22, 1931) concerning the official cer
tification and appointment of auditors (W ir t
schaftsprüfer) qualified for conducting ob
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ligatory annual audits of corporations, from
which extracts are presented below.
Article 5.
Qualified to perform annual audits of
corporations (Bilanzpr üfer) are only:
1. Individuals who have been publicly ap
pointed as “ W irtschaftspriifer” in ac
cordance with the agreement entered in
to by the States (see below) ;
2. Auditing companies that are registered
as “ W irtschaftspriifer” with the Cen
tral Board (see below).
A g reem en t B e tw e e n N a tio n a l a n d
S ta te G o v ern m en ts

T h e National and the States’ Governments
hereby agree to the following principles gov
erning the certification and public appoint
ment of “ offentlich bestellte W irtschafts
pr üfer” :
I. Central Board for Publicly appointed
W irtschaftspr üfer
1. T h e German Convention of Industry
and Commerce (Deutscher Industrie- und
Handelstag) forms and maintains a Central
Board for publicly appointed W irtscnafts
prüfer.
2. T h e Central Board shall be composed
of representatives from the national organi
zations in business fields concerned (the con
stitution of the Central Board enumerates:
industry, commerce, banking, insurance, me
chanical and business trades, and agricul
ture), the professional organizations for pub
lic accounting and trusteeship ( Revisionsund Treuhandwesen), and the district boards
for admission and examination. T h e Nation
al Government and the States may also send
representatives, the latter not more than six.
3. T h e object of the Central Board is to
outline a program in regard to uniform reg
ulations necessary to put this agreement into
effect and to work toward uniform applica
tion of such rules.
4. T h e Central Board shall make its own
by-laws.
II. Examination and Appointment of pub
licly appointed W irtschaftspr üfer
T h e State Governments or their author
ized agencies shall appoint as “ öffentlich bes
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tellte W irtschaftspr üfer” only such persons
as have successfully passed an examination in
accordance with this agreement.
A . Examination
In cooperation with the Central Board and
the local chambers of commerce and industry
concerned, the State Governments shall set
up district boards for admission and exam
ination . . .
Its examining committees shall consist o f :
representatives of the local chambers of
commerce and industry;
representatives of the accounting profes
sion (W irtschaftspr üfer) to be nomi
nated by the “ Institut f ür das Revisions
und Treuhandwesen” after conferring
with the local chambers of commerce
and industry;
at least one university instructor in ac
counting and business administration;
and
one authorized agent of each State con
cerned.
Furthermore, one of the examiners shall
possess qualifications for either higher civil
service or a judge’s office.
B. Appointment
A fter the applicant has met all require
ments and passed the examination, he shall
be appointed and sworn in as “ öffentlich bes
tellte W irtschaftspriifer” by the State G o v
ernment or its authorized agency. T h e oath
to be administered reads:
“ I swear that I w ill perform the tasks and
duties of a publicly appointed W irtschafts
pr üfer conscientiously and disinterestedly,
observe confidentiality, and render all re
ports required of me conscientiously and
impartially.”
T h e names of the W irtschaftspr üfer thus
appointed w ill be reported to the Central
Board, which shall keep a list of them, and
to the Institut f ür das Revisions- und T reu 
handwesen.
III.
Supervision
T h e chambers of commerce and industry
shall supervise the practice of all W irtschafts
pr üfer within their districts.
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IV .
Revocation of Appointment
T h e appointment may be revoked when
ever one of the requirements is no longer
met or evidence of a passed examination is
disproved or where the district board for ad
mission and examination decides, after a
trial, that an appointee lacks the integrity
necessary for the practice of the profession
of W irtschaftspr üfer.
V. Transitional Provisions
Until December 31, 1935, individuals may
be appointed as W irtschaftspr üfer without
the examination provided therein, upon rec
ommendation of a district board for admis
sion and examination, in accordance with
the rules of the Central Board, if they can
prove by experience and achievements that
they possess professional and personal quali
fications for practicing as W irtschaftspr üfer.
V I. Territory for Practice
W irtschaftspr üfer duly appointed may
practice anywhere within the German Reich.

Statutes and By-Laws of the Central
Board for Publicly Appointed
W lR TSCH AFTSPR U EFER

In anticipation of legal sanction by a presi
dential decree, the Central Board for pub
licly appointed W irtschaftspr üfer was estab
lished by the “ Deutscher Industrie- und Handelstag” , the central organ of the chambers
of commerce and industry on July 27, 1931.
From its statutes and by-laws the following
extracts are made:

Statutes
Article 4— Objects
T h e Central Board shall
1. cooperate in establishing district boards
for admission and examination and stip
ulate their composition;
2. make rules and regulations for admis
sion to examination and examination of
applicants for the title of W irtschafts
pr üfer, the revocation and the loss of the
appointment as W irtschaftspr üfer;
3. take care that such provisions w ill be
carried out uniformly and competently;
4. lay down principles governing the Su
pervision of the practice of W irtschafts
pr üfer ;
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5. define the scope of activities a W ir t
schaftsprüfer is permitted to engage in ;
6. carry a list of all publicly appointed
W irtschaftspr üfer,
individuals
and
firms.
Rules of District Boards for Admission
and Examination
Article 5— Fees
T h e fee for admission and examination is
RM400, which w ill not be returned if the
candidate fails to pass the examination or is
rejected after the written examination.

Requirements for Admission to the
Examination
I. I ndividuals
(a) Personal qualifications:
T h e applicant must
1. reside in Germany— foreigners may be
refused admission unless their native
countries grant, in the opinion of the
Central Board, equal rights to German
citizens ;
2. be in orderly financial conditions;
3. qualify particularly as to character;
4. be, or intend to be, primarily occupied
with the practice of public accounting
as W irtschaftsprüfer either on his own
account or as employee authorized by
power of attorney to represent a firm
or corporation of W irtschaftsprüfer;
5. be over 30 years of age.
(b) Professional qualifications:
1. six years’ practical experience, of which
at least three shall be in public account
ing (in exceptional cases the Board may
deviate from this provision, with the
approval of the Central Board) ;
2. passing of an examination in which the
applicant has demonstrated sufficient
knowledge of accounting theory and
business administration.
(c) Employees of W irtschaftsprüfer, giv
en power of attorney, may, upon recom
mendation of their principals, be ap
pointed as W irtschaftsprüfer if they sat
isfy the personal and professional quali
fications.
II. Auditing and T ru st Companies (R e
visions- und Treuhandgesellschaften)
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(a) Corporations, limited companies on
shares, and limited partnerships:
These may practice as W irtschaftspr üfer
upon condition that there are at all times at
least two individual W irtschaftspr üfer on
the staff who have at the same time legal
authority to represent the firm or company;
furthermore one of these persons shall be an
officer or a partner, as the case may be.
Certificates and reports of any kind may
be signed only by such officers, partners, or
other legal representatives as are duly ap
pointed W irtschaftspr üfer.
Partnerships of limited liability must, in
addition, fulfill the requirements for corpo
rations as to minimum capital and annual
reports. (See I I I below).
In passing upon applications for registra
tion of auditing firms or companies, the Cen
tral Board w ill consider the reputation of the
persons at the head of such firms or com
panies, the amount of capital available, as
well as the volume and scope of their prac
tice.
(b) Other associations (e.g., unlimited
partnerships)
These may practice as W irtschaftspr üfer
only if all partners or members are duly ap
pointed W irtschaftspr üfer. T h is provision
does not apply to partners or members who
have no residence in G erm any; but such firms
must have at least two W irtschaftspr üfer as
staff members and legal representatives one of
whom shall be a resident partner.
III. Transitional Provisions
During the period of transition until D e
cember 31, 1932, or upon resolution of the
Central Board thereafter but not later than
December 31, 1935, the examination pro
vided for in I b 2 may be dispensed with
if applicants over 35 years (in exceptional
cases over 30 years) of age can demonstrate
beyond doubt by several years’ experience
( Ib 1) that they are personally and profes
sionally competent to carry out difficult au
dit engagements. In such case the district
board w ill subject the applicant to an oral
examination on accounting and economics
unless by unanimous consent such oral ex
amination is also waived.
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Auditing corporations or limited partner
ships already in existence w ill be exempt, dur
ing the time of transition, from the obligation
of fixing the capital at not less than RM 50,000 if they carry a liability insurance in the
amount of R M 100,000.
Examination
Article 1.
(1 ) T h e examination shall consist of
1. a thesis to be presented within eight
weeks by which the candidate is to show
his ability to handle a difficult problem
or case of practical public accounting,
together with an affidavit that the work
has been done without aid except for
sources of reference enumerated;
2. two six-hour sessions of written exami
nation in practice of accounting, the
subjects compromising, for instance, au
diting assignments, tax cases, organiza
tion problems, bankruptcy procedures,
special surveys and investigations, cases
of consultation ;
O n the basis of the thesis and the written
examination, the examiners decide whether or
not the candidate w ill be admitted to the oral
examination.
3. an oral examination (about 1½ hours).
T h e candidate shall first give a short
talk on the topic assigned to him and
then answer the questions asked by the
examiners on important phases of ac
counting and business administration, as
well as on principles of law.
Accounting and business administra
tion shall cover bookkeeping, prepara
tion of financial statements with due
regard to statutory provisions, systema
tizing, cost accounting, business statis
tics, technique of promotion and financ
ing, auditing (principles, practice, and
procedure), accountants’ organizations,
rules for professional conduct, regula
tions for the practice of public account
ing, etc., valuation problems, and appli
cation of revenue acts.
T h e scope of law shall include such
sections of the civil code as pertain to
business life (contracts, agencies, real
estate and personal property, mortgages,
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etc.) ; the general provisions of the com
mercial code, and in particular the stat
utes concerning corporations, limited and
unlimited partnerships, associations, insu
rance companies, negotiable instruments,
bankruptcy, trade protection; principles
of the civil procedure code; revenue acts.
(2) T h e examiners may exempt from oral
examination in some subjects (a) pub
lic accountants licensed by chambers of
commerce in accordance with previous
regulations still in force (gepr üfte und
vereidigte B ücherrevisoren) and (b)
graduates from a university school of
commerce or persons that have passed an
examination recognized by the Central
Board as qualifying for the practice of
public accounting.
Article 2.
Successful candidates may not designate
themselves as such until they have been duly
appointed by the state or its authorized
agency.
Article 3.
In case a candidate withdraws before the
examination, is rejected, or fails to pass the
examination, he cannot file another applica
tion for admission to re-examination within
one year.
In submitting again for examination, the
candidate is given credit for written examina
tions passed previously.
R u les f o r th e P r a c tic e as a W ir ts c h a fts p r üfe r
( L a id d ow n by th e C en tr a l B o a r d in a c c o r d 
an ce w ith a r tic le 4 o f th e sta tu tes )

Professional Practice
W irtschaftspr üfer, individuals as w ell as
companies, must perform their professional
duties with strict disinterestedness. T h ey are
not permitted to act as professional agents
or brokers or engage in financing unless the
transactions be in connection with, and in
separable from, fiduciary functions of trustee
ship or confined to one’s own property or that
of relatives of first degree.
Th ey are not allowed to certify to finan
cial statements of clients, whether or not in
corporated, who may influence the practice
of the auditor. T h is condition exists prima
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facie where the owner, a partner, or a legal
representative of the business or company
under audit is ( 1 ) a first or second degree
relative to the individual auditor or his wife
or to an officer or member (or their wives)
of the auditing company; or (2) a director
or an officer of the auditing company.
D efin itio n o f In d e p e n d e n c e a n d P rim ary
O ccu p ation o f a W ir ts c h a fts p r üfe r

I. I ndependence
W irtschaftspr üfer, individuals and com
panies, are independent within the meaning
of the rules for admission (Ia4) only if the
responsibility arising from the practice of the
profession rests with them.
Employees of auditing companies are con
sidered independent only if they are legal
representatives by power of attorney and
upon the further condition that such privi
leged employees in conducting audits are not
required by instructions to sign reports, etc.
contrary to their knowledge and belief. This
applies also where one W irtschaftspr üfer
(individual or company) is by contract in
the employ of another W irtschaftspr üfer.
Aside from these provisions, the board for
admission may refuse to admit for appoint
ment an applicant where the reputation of
the parties concerned or other circumstances
seem to prejudice his independence and re
sponsibility.

II. Principal Occupation
Wirtschaftspr üfer shall occupy themselves
primarily with the practice of public account
ing; they may not engage in any business or
occupation that would either preclude or
largely interfere with their principal occu
pation as W irtschaftspr üfer.
It w ill be regarded as inconsistent or in
compatible with the practice of public ac
counting
1. to follow a commercial or industrial pur
suit as defined in section 1, paragraph 2,
of the commercial code;
2. to work as an employee except with
W irtschaftspr üfer (individuals or com
panies) ;
( C o n tin u ed on p a g e 106)
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I N considering the title of this paper it
seems logical to consider
( 1 ) the meaning of state granted C .P .A .
certificate,
(2) what it is,
(3) how it may be obtained,
(4) what rights or privileges or advan
tages its possession gives to the holder
of it,
(5) how and why it came into existence,
and
(6) what is its value.
Other questions suggest themselves but we
may start with these.
T h e state granted C .P .A . certificate and
the way in which it may be obtained is pro
vided for in legislation enacted in the vari
ous states of the union.
T h e certificates are granted by duly con
stituted state bodies and confer upon the
holders the exclusive right to use the title
“ Certified Public Accountant” and to use
the letters of abbreviation “ C .P .A .”
H ow and why did it come into exist
ence? T o answer that we need to go back
in our country’s history something more than
fifty years and note the opportunities which
arose here for the investment of capital and
to realize the consequent need for the ser
vices of skilled accountants and the need to
make provision that the American business
man could readily identify the qualified in
dependent public accountant. T h e first step
was organization and the first organized
body of professional accountants in the
United States was formed in December
1886, under the name of T h e American A s
sociation of Public Accountants. Discussion
* P a p e r presented at m eeting o f the Society of
Certified P ublic A ccountants of the State of New
Jersey , Saturday, Novem ber 11, 1933, A tlan tic
City.

as to legislative recognition of the profession
followed.
T h e record of those early days indicates
that the sponsors of C .P .A . legislation had in
mind the Regulation of the practice of the
profession of public accountants, but the un
favorable reaction of the legislators to the
proposal of regulatory legislation for public
accountants caused the sponsors to confine
themselves to the regulation of the title alone
and the first C .P .A . legislation was enacted
in N ew Y o rk in 1896.
T h e idea of regulation remained rooted
in the minds of these sponsors, however,
and we find M aryland, which had adopted its
first C .P .A . law in 1900, adopting a real
regulatory C .P .A . act in 1924. M aryland
was shortly followed by Tennessee, North
Carolina, Illinois and M ichigan in the adop
tion of regulatory legislation.
N ow we who today have the right to
use these words “ Certified Public Account
ant” and the letters “ C .P .A .” are accepting
the ideas of the sponsors of the first legis
lation. Had they obtained the full regula
tion of the practice which they first sought
we would have accepted it by our compli
ance with the procedure outlined for ob
taining the certificate. T h a t we have done.
If anyone questions or doubts the value of
the state granted C .P .A . certificate, let that
one consider the desire of so many to obtain
it without complying with the law and the
rules of the State Board.
T h e advantage of recognition to the holder
of the state granted certificate lies in freeing
him from the need of distinguishing him
self from the non-certified, that is those who
hold themselves out as practitioners of public
accountancy, but who, for some cause, have
not been able to obtain the certificate. T h e

1934

THE CERTIFIED PUBLIC ACCOUNTANT

certificate may and can be obtained by those
who comply with the law and with the rules
laid down by the Board administering the
law. T h e proof of this is that it has been
done by so many who have met the qualifi
cation requirements. Because our profession
is not yet fifty years old in this country, the
distinction between the practitioner holding
the state granted certificate and the non
certified is frequently not made, with the
result that certified public accountants are
included in the general classification of ac
countants.
N ow it must and should be borne in mind
that the holder of the state granted C .P .A .
certificate deliberately set himself about the
task of preparing for the practice of public
accountancy and as part of that task obtained
the state granted C .P .A . certificate. He has
indicated to the business world his prepara
tion to render competent service as an ac
countant, and the acquisition of knowledge
necessary to enable him to act as a business
advisor; possession of the C .P .A . certificate
gives to him a public reputation which he
will protect and in protecting his own repu
tation he protects the designation “ Certified
Public Accountant.”
T h e advantages to the public of recognition
of the state granted certificate are several:
The business man desires to engage the ser
vices of a public accountant. Upon whom
shall he call, and how can he know that the
person whose services he engages is a qualified
public accountant ?
Th is attitude of the business man was un
derstood and recognized by the group which
first sponsored C .P .A . legislation and it led
to the enactment of that legislation.
W e all recognize the increasing speed of
thought and of action. W hen the first C .P .A .
law was enacted in 1896, it was thought
that six hours from Boston to N ew Y o rk was
fast traveling. N ow a plane makes the jour
ney in fifty minutes. In 1904, when the
N ew Jersey C .P .A . law was enacted we
admired the speed of eighteen hours from
Chicago to N ew York. T oday the plane car
ries its passengers from Chicago to the N ew 
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ark airport in four and one-half hours. And
there is the speed of communication. Thanks
to Long Distance we may now telephone to
distant parts of the world with almost as
little effort as we make a local call.
T o attain these speeds required much re
search work and much testing. Far-sighted
men looked ahead, and studied and tested and
experimented, and obtained the results with
which we are familiar.
T h e business man is part of that great
human body interested in accomplishing
things— promptly. H e makes his decisions
rapidly. He needs the services of a public
accountant. Upon whom shall he call ? T h e
state granted C .P .A . certificate is a signpost
to guide him in selecting one who is qualified.
Possession of the C .P .A . certificate indicates
that the holder is a person of good reputa
tion, and if he is a member of his state pro
fessional organization, as most C .P .A .’s are,
there is an indication that he subscribes to
proper rules of professional conduct. Credit
organizations have testified that they always
inquire whether or not a man is a member
of his state organization and gave as the
reason their desire to know whether or not
such a man is under discipline. These facts
as to possession of the state granted C .P .A .
certificate and membership in the state pro
fessional organization can readily be ascer
tained by the business man, and these indicate
an amount of protection afforded to him. He
is enabled to engage a qualified public ac
countant— one who can properly carry out
the engagement with which he is entrusted
— and an accountant of evidenced repute.
T h e non-certified practitioner of accountancy
lacks these two indications of protection to
the business man.
I referred to the fact that the first C .P .A .
law in this country was enacted in 1896 ; that
in our own State of N ew Jersey in 1904.
These laws have been on the statute books
long enough so that those who at this time
desire to practice accountancy could have
prepared themselves and obtained the state
granted C .P .A . certificate. T h e N ew Jersey
law provides for recognizing certificates is
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sued by other states. Today we of N ew Jer
sey are enjoying the benefits of the reciprocal
arrangement with N ew Y o rk State resulting
from the work of James F. W elch, a former
president of this society and a member of
the State Board for a number of years, and
due to the work of W illiam H . Compton,
a member of this society and also a member
of the State Board of Examiners for a num
ber of years, we have similar satisfactory ar
rangements with Pennsylvania.
I believe
these arrangements with N ew Y ork and
Pennsylvania have had a bearing upon our
reciprocal relations with other states.
Then, because the holder of the state
granted C .P .A . certificate deliberately set out
to obtain and has obtained the certificate, he
has indicated to the business world his pre
paredness to render competent service as an
accountant. T h e business man is justified in
relying upon the possession of that certifi
cate as indicating the qualified practitioner
and he is thus relieved from the necessity of
testing the qualifications of the holder of it.
If the C .P .A . is a member of his state pro
fessional organization, the business man en
joys an additional assurance. N ow not the
least advantage to the business man lies in the
experience which the qualified practitioner
brings to bear upon the problem with which
he is confronted. And just as lawyers en
gage counsel eminent in special fields to as
sist them in litigation, and just as the fam
ily physician advises consultation with spe
cialists, so do we find the practicing account
ant associating with himself in certain work
other practitioners of broader experience in
such lines. N o four to four nor five to four
decisions— and no unexpected discoveries on
the operating table— may be pleaded in ex
planation of the accountants’ work. T h e
problem and the solution of the problem are
exposed fully to the critical world.
Today bankers and investors rely upon
the independent certified public accountant
for their statements of the financial condi
tion and progress of any undertaking. Re
cently the N ew Y o rk State Chamber of
Commerce appointed a Special Committee
on Auditors of Corporation Accounts. T h e
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accountants upon that committee were Fred
erick H. Hurdman, former President of T h e
Amercian Institute of Accountants, and my
self. T h e other members represented the bus
iness and banking interests in N ew Y ork
City. In discussing the subject these men
adhered to the expression “ independent cer
tified public accountant.” T o them it meant
a disinterested person. T h ey recognized the
public interest in corporate reports and the
right of the public to full protection. T h e
resolutions adopted by that committee urged
that corporations whose accounting methods
were not under Federal or State supervision
but whose securities are dealt in publicly
amend their by-laws to require the selection
by the shareholders of independent certified
public accountants, and that all close cor
porations and firms, as w ell as counties, cities
and other political subdivisions which require
substantial loans from financial institutions
or others inaugurate the practice of periodi
cal audits by independent certified public ac
countants.
There is no question of the wide partici
pation by the public in the securities market
and that such a public interest requires ade
quate protection. W h at effect the Federal
Securities A ct w ill have in the future upon
securities and upon the practice of accoun
tancy is not within the scope of the topic
assigned to me although of great interest.
Summarizing, I would say that to the
C .P .A . practitioner the advantage of recog
nition of the state granted certificates lies
in his distinguishment from the non-certified.
T h e advantage to the public lies in the pro
tection afforded through the choice of an
accountant of evidenced repute and amena
bility to proper rules of professional conduct.
A . W . Small writing in “ A Vision of So
cial Efficiency” says:
“ W e should be confident that all normal
adults concerned in the undertaking w ill be
agreed that certain regulative principles of
conduct are indispensable. T h ey w ill conse
quently be sure that all the resources of the
community must be pledged to the procuring
of conduct consistent with these principles.”
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T h e precise questions are whether or not
C C O U N T A N T S and tax practitioners
•preparing returns for franchise and li such stocks and bonds are assets “ employed
in any business within the State” within the
cense taxes in New Y ork State are frequent
ly faced with the problem of what property meaning of A rticle 9, Section 181, of the
of a foreign corporation should be, and what T a x Law , or whether such stocks are to be
property should not be, properly included as included in “ T h e proportion of the average
a basis for the measurement of these taxes. value of the stocks of other corporations
Often the more conscientious the practition owned by the corporation, allocated to the
within the meaning of Article
er or more able the accountant, the greater state * * *,"
is his consternation when the answer to his 9 A , Section 214 of the T a x Law .
Section 181 insofar as is pertinent after
question is not readily apparent from the
statute, and court decisions must be sought stating that foreign corporations (with cer
to shed light. O ften times time is an im tain exceptions unimportant here) shall pay
portant element and other circumstances for the use of the State, a license fee for the
such as the amount of work at hand, etc., privilege of his exercising a franchise or car
rying on its business in such corporation or
makes lengthy research impossible.
organized capacity in the State to be com
Perhaps the most frequently encountered puted upon the basis of the capital stock
property of a foreign corporation which gives employed by it within the State reads fur
rise to the above situations is that of stocks ther :
and bonds of other corporations, foreign or
“ T h e measure of the amount of capital
domestic, held by the foreign corporation stock employed in this state shall be such a
doing business both inside and outside of portion of the issued capital stock as the
N ew Y o rk State at its offices in N ew Y ork gross assets employed in any business within
State, or held at its offices in a foreign State. this state bear to the gross assets wherever
Such stocks and bonds are often of non-kin employed in business * * *. For purposes
dred corporations, corporations whose busi of taxation, the capital of a corporation in
ness has no relation to that of the principal vested in the stock of another corporation
corporation under discussion; or the stocks shall be deemed to be assets located where
may be of a variety, or in varying amounts, the physical property represented by such
the stock of no corporation so held being stock is located.”
sufficient in amount to constitute the tax
Section 214 insofar as is pertinent reads
payer corporation a parent, or the corpora as follows:
tion whose stock is so held, a subsidiary,
“ T h e proportion of the entire net income
within the meaning of the law.
of the corporation upon which the tax un
Following is a discussion of the legal con der this article shall be based, shall be such
siderations and such applicable decisions of portion of the entire net income as the ag
N ew Y ork Courts as apparently exist on the gregate of
* * *
subject, together with the relations of such
decided cases to the N ew Y ork franchise
(3)
T h e proportion of the average value
and license tax laws as they presently pro of the stocks of other corporations owned
vide.
by the corporation, allocated to the state as

A
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provided by this section, bears to the aggre
gate of
* **
(6)
T h e average total value of stocks
other corporations owned by the corpora
tion.
T h e value of share stock of another cor
poration owned by a corporation liable here
under shall for purposes of allocation of as
sets be apportioned in and out of the state
in accordance with the value of the physical
property in and out of the state representing
such share stock. * * * If such corporation
actually maintains a regular place of busi
ness outside of the state of N ew Y ork, and
actually employs capital outside of the state
of N ew Y ork, then such tax shall be com
puted upon such a part of its issued capital
stock at its value determined as hereinbefore
provided, as the amount of its gross assets in
this state bears to its gross assets wherever
located. * * * Every corporation incorpo
rated or formed under the laws of any other
state * * * shall pay a like tax for the
privilege of carrying on business in a cor
porate or organized capacity in this state,
to be computed upon the basis of measure
ment hereinbefore provided for the taxation
of domestic corporations.”
It is apparent that a distinction must be
made between stocks and bonds inasmuch as
the sections of the statute above quoted spe
cifically mention stocks and neglect to men
tion bonds. A s far as stocks are concerned,
therefore, the treatment is influenced con
siderably by these statutory provisions,
whereas the treatment of bonds is influenced
only by legal considerations relating to their
basic nature, and the propriety of including
intangibles of such nature among the assets
upon which a franchise tax of a foreign cor
poration can be measured.
Directing our attention first to the appli
cation of Section 181, two considerations are
apparent:
( 1 ) W hether the stocks and bonds are
employed in “ any business within the state”
and
(2) W hether of the stocks so employed, is
any portion of any such stock represented by
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physical assets within the State of N ew
York.
T h e latter of these two considerations can
ofbe determined by the examination of the as
sets represented by the individual stock. T h e
first consideration, however, resolves itself
into a question of how and in what rela
tion to the business of the foreign corpora
tion these stocks and bonds are held and
also, what is meant by the phrase “ em
ployed in any business.”
T h e most lucid discussion of the subject
of the meaning of the word “ employed” ap
pears in the case of People ex rel Com m er
cial Cable Company v. M organ 83 N . Y .
Supp. 1000 where the Appellate Division of
the Supreme Court for the T h ird Depart
ment speaking through Smith, J., in discuss
ing a similar problem presented by Section
182 of the Laws of 1896 taxing capital
stock of foreign corporations employed w ith 
in the State paying more than 6 % dividends
stated as follows:
“W ith in the p lain read ing of the statute, it is
only the cap ital stock ‘employed w ithin the state’
w hich is m ade the basis o f the assessment. I f
cap ital be here invested in securities in their
nature entirely ap art from any business tra n s
acted by the corporation, such moneys cannot
properly be held to be employed w ithin the
state. In People ex rel. U nion F erry Co. v.
R oberts 66 App. D iv . 157, 72 N. Y . Supp. 950,
we held that cap ital invested in outside securi
ties w as not employed w ithin the state, w ithin
the m eaning of the statute. T h e learned A tto r
ney G en eral seeks to m ake a distinction betw een
the application o f this rule to a statute placing
a ta x upon the cap ital stock instead of the cap i
ta l employed w ithin the state. I am not convinced
that there is any force in the attempted d istinc
tion, especially when, under the construction g iv 
en, the cap ital employed w ithin the state is in
fa ct m ade the basis o f the assessm ent. M oreover,
in People ex rel. S. M . Co. v. W em ple, 150
N. Y . 46, 44 N. E . 787, a cle a r distinction seems
to be recognized betw een capital employed w ith 
in the state and cap ital invested in some co rp ora
tion whose business is entirely foreign to the
business of the company assessed.
“I t is not easy in a ll cases to determ ine w hat
investm ents should be deemed investm ents pure
and sim ple, and w hat investm ents should be
deemed the employment of cap ital w ithin the
state. T h e investm ent in com panies of kindred
nature, or in the stock or bonds of corporations
whose connection w ith the corporation investing
m ay be o f p ractical advantage, m ay w ell be
deemed to be the employment of cap ital w ithin the
state. T h e purchase o f the interests o f a riv a l
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company and the control th ereof m ight be a w ise
employment o f cap ital. T h e purchase of large,
interests in corporations, w hereby business m ight
be added to the investing corporation, may be
deemed a w ise investm ent o f cap ital. And w here
an investm ent appears in the stock or bonds of
some kindred corporation, or o f some corpora
tion whose business would add profit to the in 
vesting company, it may w ell be presumed that
the investm ent w as the employment of capital,
rather than an investm ent simply of surplus
earnings.”

T h e above case was appealed and reversed
in part by the Court of Appeals, the deci
sion of the Comptroller being revised (178
N. Y . 433) not, however, upon the ground
that the Appellate Division had erred con
cerning its interpretation of the meaning of
the words “ employed within the state” but
rather upon the misunderstanding of the
Appellate Division as to the exact nature of
the property involved. T h e Court of A p 
peals in discussing the order of the Appellate
Division made clear that:
“In m any cases such a reduction would neces
sarily involve a re v e rsal of the com ptroller’s
decision upon questions o f fact, but in the case
at b a r it clearly appears from the order itself
that the conclusion o f the A ppellate D ivision
was reached, not because the com ptroller erred in
holding th at cap ital stock w as employed here
when in fa ct it w as employed elsew here, but be
cause he held that property owned by the re la 
tor and concededly w ithin this state, w as not
capital stock or cap ital that w as a proper basis
for taxation. In other w ords, the A ppellate D iv i
sion differed from the com ptroller, not as to
the amount of the re la to r’s property held w ithin
this state, but as to the ch aracter o f a p art o f it.”

and pointed out that wherein the Appellate
Division had erred was in the meaning of
the words “ capital stock,” and the thing
that the Appellate Division should have re
garded as having been employed in the State
was not the share stock of the corporation
but the capital, the Court of Appeals saying:
“T h e fran ch ise is the thing taxed, and the tax
is ‘computed upon the basis of the amount of
its cap ital stock employed w ithin the state.’ T h e
share stock, or, in other w ords, the paper certifi
cates held and owned by individuals, are not
em p lo y e d w ith in th is sta te. I t is the cap ital rep
resented by such certificates th at is so employed.
T h e total share stock of a dom estic corporation
may be held by non-residents, and yet a ll of its
capital m ay be employed w ithin the state. In
such a case there would be absolutely no basis
fo r taxation, unless the cap ital of the corpora
tion instead o f the share stock held by its mem
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bers is the thing upon w hich the ta x is to be
computed. In construing this section of the C o r
poration T a x L aw , the authorized issue o f the
share o f a corporation needs to be considered
only as fixing the lim it beyond w hich a corporate
fran ch ise cannot be taxed in a case w here all of
the corporate cap ital is employed w ithin this
state. T h is court has held that the term ‘C ap i
tal Stock,’ as used in statutes sim ilar to the one
under consideration, m eans, not share stock, but
the property of the corporation contributed by
its stockholders, or otherw ise obtained by it, to
the exten t required in its ch arter. (W illia m s v.
W est. Union T e l. Co. 93 N. Y . 162.) T h e ex
pression ‘C apital Stock’ is often loosely used in
speech, and sometimes in statutory phraseology,
to denote cap ital and nothing m ore. (S ta te v.
M orristow n F ire A ssn. 23 N. J . L. 195.) In
B u rr a ll v. Bushw ick R . R . Co. 75 N. Y . 211,
cap ital stock w as defined as ‘money or property
w hich is put in a single corporate fund by those
who, by subscription therefo r, become m embers
of a corporate body.’ ‘C ap ital Stock’ and ‘C ap i
ta l’ are p ra ctica lly the equivalent o f each other
when considered as a basis fo r a fran ch ise ta x .”

T h u s the Court of Appeals took no ex
ception to the definition of the Appellate
Division of the word “ employed” but spe
cifically ruled that certain stocks and bonds
held by the Commercial Cable Company
were subjects of proper basis for a fran
chise tax if purchased with capital of the
corporation as distinguished from surplus,
and that the comptroller had properly in
cluded them in absence of showing that they
were from surplus leaving the inference that
it was a conclusion of the Court of Appeals
that a purchase from capital the stocks and
bonds were employed within the State of
N ew Y o rk and if purchased from surplus
they were not so employed.
T h e most recent case of consequence on
the subject decided by the Court of Appeals,
that of P eople ex rel T h e T exas Company
v. John F . G ilchrist et al 252 N . Y . 19, as
signs a meaning to the word “ employed”
somewhat similar to that given it by the
Appellate Division in the above mentioned
case. In interpreting Section 214 of the
T a x L aw as it existed in 1921 imposing a
tax upon a foreign corporation upon such
“ part of its issued capital stock at its face
value as the amount of its gross assets em
ployed by it in its business in this state
bears to its gross assets wherever employed
by it in its business” (L . 1921 Ch. 705 Sec
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tion 4, amending T a x L aw (Cons. Laws,
ch. 60) Section 2 14 ), although the decision
of the Court speaking through Pound, J.,
did not undertake specifically to define the
word “ employed” it nevertheless included as
a basis for the tax only such assets of the cor
poration as were “ used” within the State
and excluded such assets of the corporation
as were not “ used” within the State and ex
cluded such assets of the corporation as were
“ used” in the business without the State. T h e
Court of Appeals in doing so applied the
word “ used” in substitution for the word
“ employed” throughout, giving rise to the
fair inference that the words “ used” and
“ employed” within the meaning of the tax
laws were interchangeable. It should also be
noted in any event that the Court of A p 
peals in this very recent case made no dis
tinction between assets purchased with capi
tal and assets purchased with surplus in its
determination of whether the assets under
consideration were “ employed” or not within
the State of N ew Y ork.
It is also of interest to note that the
Court of Appeals previous to its decision in
the Commercial Cable Company case (83
N . Y . Supp. 1000) discussed above, had held
in People ex rel Singer M anufacturing
Company v. W em p le 150 N . Y . 46 real es
tate should not be included in the compu
tation of a franchise tax liability of a for
eign corporation where such real estate was
not actively employed by it in its business
and not occupied by it but leased to others.
It appears that the Singer M anufacturing
Company acquired the property concerned
with the intention of erecting a new build
ing upon the site when the leases then in
existence expired. T h e Court of Appeals
there recognized the difference between as
sets which were used in the business of the
corporation and assets which constitute an
independent investment and carried as such,
regardless of whether or not the monies used
to purchase the same were from capital or
surplus. T h e doctrine thus laid down in the
Singer M anufacturing Company case was
considered as controlling by the State Court
of Appeals in two other important cases in
volving not foreign corporations, but domes
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tic real estate corporations and held in P eo 
ple ex rel T h e Niagara R iver H ydraulic
Company v. Roberts 157 N . Y . 676 affirmed

on opinion below (30 App. D iv. 180) as
w ell as in People ex rel F t. George Realty
Co. v. M ille r 159 N . Y . 49, that the mere
holding of real estate without any activity
in the nature of business involving such hold
ing exempted such corporations from a pay
ment of a corporation tax since they were
not “ employing” such real property in the
State. A s to those corporations there was no
basis for computing a franchise tax. A n at
tempt was also made to apply the Singer
M anufacturing Co. decision to the case of
a foreign real estate corporation which was
organized for the sole purpose of taking title
to the land in the C ity of N ew Y ork and
which in fact did purchase such real estate,
leased it, and derived a revenue therefrom
in the case of P eople ex rel W a ll and H a n 
over Street Realty Co. v. M ille r 181 N . Y .
328. T h e Court of Appeals there, however,
affirmed the order of the Appellate Division
in refusing to exempt such corporation from
the operation of Sections 181 and 182 of the
T a x L a w as they then existed, but only did
so over the vigorous dissent of Collins Ch.
J. and G rey and O ’Brien J. J. constituting
a bare minority of the court.
Several other cases arose before the A p 
pellate Division of the Supreme Court in
which a question of what could be consid
ered as employed and what could not be con
sidered as employed within the meaning of
the tax laws was discussed. Notable among
these cases is People ex rel U nion Ferry
Co. of N ew Y o rk v. Roberts 72 N . Y . Supp.
950. There the Appellate Division dealt
with both the questions of whether real es
tate and securities held by a ferry company,
which real estate and securities had no as
sociation with the conduct of the ordinary
business of the corporation, were to be in
cluded among the assets of a domestic cor
poration in the computation of its franchise
tax. There the Court speaking through
Chase, J. spoke with some degree of perspe
cuity and said, “ Capital to be employed with
in this state must be actively employed in a
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nominal employment or an investment of
same is not intended by a statute.
It was
held by this Court in the case of People ex
rel Niagara R iver H ydraulic Company v.
Roberts:
“C apital, to be employed w ithin this state,
must be actively employed, and a nom inal ememployment or an investm ent of the same was
not intended by the statute. I t w as held by this
court in the case of People ex rel. N ia g a ra R iv er
H ydraulic Co. v. R oberts 30 App. D iv . 180, 51
N. Y . Supp. 771, affirmed in the C ourt of A p
peals in 157 N. Y . 676, 51 N. E . 1093, on opinion
in this court, that the ta x contem plated by the
statute is upon cap ital in active use in its cor
porate business, and not upon the passive hold
ing of it in the form of an unproductive invest
ment, and in the opinion it is sa id :
“ ‘In People ex rel. Sin g er M fg . Co. v. W em 
ple, 150 N. Y . 46, 44 N. E . 787, it w as held, as
to a foreign corporation, th at the money, w hether
capital or surplus, w hich it invested in real es
tate here, not fo r the transactio n of its ordinary
business, but fo r ren tal, w as not employed w ith
in this state, w ithin the m eaning of the statute.’
“In section 182 of the ta x law the langu age in
regard to the employment o f cap ital in this
state is substan tially the sam e when it refers to
a domestic corporation as it is w hen it refers
to a foreign corporation.”

T h e T a x L a w then under consideration
was section 182 of the Law s of 1896, Chap.
908, which law imposed a franchise tax on
certain corporations likewise upon such por
tion of capital stock as the amount of capi
ital employed within the state bears to the
entire capital of the corporation. In speak
ing more specifically on the questions then
before it the court further said:
“W e see no distinction betw een an investm ent
in real estate paying a g en eral and local ta x and
an investm ent in nontaxable m unicipal bonds.
T h e ta x law in no w ay refers to the kind of
property in w hich the cap ital of the corporation
is to be employed. I f the cap ital is employed
within this state, it must be included in the basis
of computation.
I f it is not employed w ithin
this state, it must not be included in the basis of
computation. W h eth er the investm ent is in real
estate or personal property cannot affect the
question, except so f a r as it m ay aid in d eter
m ining w hether it is employed or not. W e con
clude that the $20,000 invested in real estate and
the $200,000 invested in B rooklyn bonds are not
employed w ithin this state, and should not be
included in m aking up the basis of computation
for taxatio n .”

T h e Appellate Division again had occa
sion to consider a somewhat similar case in
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People ex rel International Elevator C om 
pany v. Roberts 101 N . Y . Supp. 184 in con

struing the same section of the law as was
presented in the Union Ferry Company case
supra. There the court refused to include
among the assets of a foreign corporation
some hundred thousand dollars of govern
ment bonds on the ground that such bonds
were not capital employed within the State
but represented an investment of surplus
earnings of the corporation which had ac
cumulated in good years to be held in reserve
for the corporation’s requirements in lean
years.
In Singer M anufacturing Company v.
Granite Spring W ater Company 123 N . Y .
Supp. 1088 the question arose as to whether
or not a foreign corporation was doing busi
ness within the State where the only evidence
of its presence in the State was certain real
estate to which it had title in which it was
holding as an investment. T h e Appellate
Division saw fit to again discuss the cases
dealing with the question of including or
excluding investments for tax purposes on
the basis of their being “ employed” within
the State and said, speaking through Gerard

J.:
“I think the statute intended to re fe r only to
the doing o f the reg u lar and custom ary busi
ness fo r w hich the corporation w as organized.
U nion T ru s t Co. v. Sickels, 125 A pp. D iv . 105,
109 N. Y . Supp. 2 6 2 ; Com m ercial Coal & Iro n
Co. v. Polhem us, 128 App. D iv . 247, 112 N. Y .
Supp. 646. Investm ent in real estate in the state
w hich is leased is an independent investm ent, in
no sense employed w ithin the state in the tra n s
action o f ord inary business. People ex rel Singer
Co. v. W em ple, 150 N. Y . 46, 44 N. E . 7 8 7 ;
People ex rel. N ia g a ra R iv e r H . Co. v. Roberts,
157 N. Y . 676, 51 N. E . 1093. O f course, if the
foreign company is organized fo r the im m ediate
purpose o f takin g title or leasing land a different
question would be presented (People ex rel. W a ll
& H an over St. R . Co. v. M ille r, 181 N. Y . 328,
73 N. E . U 02) , but in this case such fa ct does
not appear on the fa ce o f the com plaint.”

In so doing, the Appellate Division dis
tinguished between investments in real estate
by a foreign corporation created and organized
for that specific purpose and an incidental
investment in real estate by a foreign cor
poration not organized for that purpose but
merely as an ancillary to its ordinary business
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of a totally different nature which it was
actively pursuing in the State. T h e court
thereby distinguished the case of People ex
rel W a ll & H anover Street Realty Co. v.
M ille r 181 N . Y . 328 supra and left the in
ference that a foreign corporation organized
for a purpose other than the mere holding of
realty should be exempt from the franchise
tax where it passively holds realty within
the State and in that respect the case of
Singer M fg . C o. v. W em p le 150 N . Y . 49
is, and should continue to be, controlling.
In P eople ex rel U nion Furnace C o. v.
G ilchrist 213 N . Y . Supp. 307 decided on
January 6, 1926, the Appellate Division
cited its previous decision in Union Furnace
C o. v. G ilchrist supra quoted directly from
the Union Ferry Co. case to uphold its deci
sion. See also Cassidy’ s L im ited v. Rowan
163 N . Y . Supp. 1079.
B y w ay of definition of the word “ em
ployed,” the Appellate Division for the
T h ird Department again in the case of
People ex rel W aclark Realty Co. v. Gaus,
118 N . Y . Supp. 835 was more precise when
it said at page 837:
“ T h e use of the
word ‘employed’ in the tax law seems to in
dicate something more than mere investment
or the passive use of capital. W e think it
contemplates the active use of capital such
as ordinarily results in connection with a
live business. * * * * * * M oreover, any
serious doubt in a case of taxation should be
resolved in favor of the taxpayer. People
ex rel M u tu a l T ru st Co. v. M ille r 1 77
N . Y . 51, 57, 69 N . E. 124.” (Italics sup
plied.)
M oreover it must be assumed that for
stocks and bonds to be employed in a State
so as to render them subjects for the meas
urement of franchise tax they must have a
situs within the State. W ithout any desire
to be ultra academic, it is conceivable that
stocks and bonds may be “ employed” within
the State without having a situs here for tax
purposes as w ell as having a situs here w ith
out being employed within the State. Sec
tion 181 attempts to fix a situs of stocks by
providing that capital of a corporation so
invested shall be deemed to be assets where
the physical property represented by such
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stock as located. Section 214 similarly pro
vides. However, as to the situs of the bonds
involved (upon which the statute is silent)
it must be now considered w ell settled that
the situs of such intangibles is at the domi
cile of their owner. (See the recently de
cided case of F irst N ational B ank, executor,
v. M a in e 284 U . S. 312 and cases therein
cited) and the mere holding of the certificate
representing the bondholder’s equity at the
office of the foreign corporation even though
it be within the State of N ew Y ork, would
not give them a situs in this State apart from
the domicile of the corporation in the State
of creation ( W estern Transportation C om 
pany v. Schew 19 N . Y . 408; P eople v. M c 
Lean 17 Hun. 204; P eter C oo p ers G lu e
Factory v. M c M a h o n 15 Abb. N . Cas. 314)
unless they can be held to have acquired a
business situs within the State of N ew Y ork
by virtue of their being the nucleus of con
tinued business transactions involving them.
(N ew Orleans v. Stemple 175 U . S. 309.)
By hypothesis the latter essential is here lack
ing and unless it be that these intangibles
are used as a nucleus of a business collateral
to the main business of the foreign corpora
tion, the First National Bank case, supra,
might w ell be considered as controlling as to
stocks as w ell as bonds w ith respect to situs.
Regardless of the fact that Sections 181
and 214 specify stocks should be considered
assets in the State to the extent that they are
represented by physical assets within the
State. T h e statute cannot create a situs
within the State for a subject where by law
no situs in fact here exists. ( P eo . ex rel
A lpha Portland Cem ent Co. v. Knapp et al,
230 N . Y . 481, Peo. ex rel N orthern Fin.
Corp. v. L a w , et al 236 N . Y . 28.)
Furthermore, insofar as Section 181 and
Section 214 of the T a x L a w provide that
the stock held by a foreign corporation w ith
in the State shall be considered assets where
the physical properties represented by such
stock are located and such physical proper
ties of the other corporations or portions
thereof are within the State of N ew Y ork a
duplication in tax exists in that such
properties are not only the subject of

1934

THE CERTIFIED PUBLIC ACCOUNTANT

measurement for the franchise of the cor
poration by which they are owned but
also a measure upon which to base the
franchise tax of any corporation holding
such shares of stock of the owning corpora
tion as well. M oreover this tax in this re
spect does not seem to have an equitable
basis for discrimination. T h e latter is shown
by the fact that a foreign corporation not
doing business within the meaning of the
T a x L aw could own the stock of a corpora
tion having extensive physical properties
within the State of N ew Y ork without
being subject to any tax by the State of N ew
Y ork measured by such physical properties
(Procter & Gam ble v. N ew ton et al 287
Fed. 10 13). However, immediately upon its
commencing to do business within the State
of N ew Y ork no matter how small such
business may be, it is rendered subject to a
franchise tax enlarged and augmented by
the value of all the physical properties w ith
in the State of N ew Y o rk owned by the cor
poration whose stock it holds, and this, ap
parently without regard to the place where
such foreign corporation is holding the share
stock or without regard to whether or not
the share stock of the other corporation is
being used pursuant to the exercise of a
franchise within the State of N ew Y ork. A
fair consideration would seem to be, there
fore, that the physical properties located
within the State of N ew Y o rk of all cor
porations whose stock is held by a foreign
corporation, which stock is not used pur
suant to the exercise of the franchise of such
foreign corporation within the State of N ew
York should likewise be excluded as a basis
for its license and franchise taxes regardless
of the explicit provisions of Section 181 and
Section 214 of the T a x L a w as above stated.
The power of the State of N ew Y o rk to tax
the franchise tax of a foreign corporation is
limited by the extent to which that franchise
is exercised within the State of N ew Y ork
( People ex rel Penn. R . R . v. W em ple 181
N . Y . 12 ).
W hatever the situation under Section 181
regarding the propriety of including bonds,
the question of the propriety of inclusion
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under the franchise tax provision of Section
214, must be regarded as settled. T h e Court
of Appeals in 242 N . Y . 502 affirmed the
finding of the Appellate Division in the case
of People ex rel George A . F u lle r v. L aw
et al in holding that the constitutional con
siderations in the Alpha Portland Cement
Co. case, supra, precluded the inclusion of
income from bonds in computing the fran
chise tax of a corporation doing business
partly in and partly out of the State of N ew
Y ork. A s a consequence of this decision law
Section 209 was amended (Chapter 479
L aw s of 1927) to provide that in the segre
gation of assets for the purpose of computing
the tax only such assets should be considered
the income of which had been used in deter
mining “ the entire net income” upon which
the tax was computed.
In this connection it must be again noted
that the provisions of Section 214 insofar as
they provide for a segregation of assets
where a corporation does business partly
within and partly without the State of
N ew Y o rk fails to make mention of
bonds in specifying in what ratio the
assets should be regarded as being segre
gated, confining itself to the specific men
tion of certain other classes of assets among
which bonds or assets of the same legal defi
nition as bonds are not included. For con
venience the provisions relating to segrega
tion are set forth in the margin.1
1M arg in . A rticle 9 A Sec. 181 * * *
“I f the entire business of such corporation be
not transacted w ithin the state, the ta x imposed
by this a rticle sh all be based upon a proportion
o f such entire net income, to be determ ined in
accordance w ith the follow in g ru le s: T h e pro
portion o f the entire net income o f the corpora
tion upon w hich the ta x under this article sh all be
based, sh all be such portion of the entire net
income as the ag g reg ate of
(1 ) T h e a v era g e m onthly valu e o f the real
property and tan g ible personal property w ithin
the State.
(2 ) T h e averag e m onthly value o f b ills and
accounts receivab le arisin g from ( a ) personal
property sold by the corporation from m erchan
dise m anufactured by it w ithin the sta te ; (b )
personal property owned by the corporation and
not m anufactured by it w ithin this state but sold
by it or its agents and located w ithin the state
at the tim e of the receipt o f the o r d e r ; (c ) the
purchase or sale of, or trad in g in> goods, w ares
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or m erchandise not located at any place at w hich
the corporation conducted a perm anent or con
tinuous business w ithout the state, and w here
the b ills and accounts receivab le arose from or
ders received or accepted by any officer or agent,
or at any place of business, in this s ta te ; and
(d ) services perform ed by any officer, agent or
representative of the corporation connected with,
sent from , or reporting, either d irectly or ind i
rectly, to any officer located in this state or at any
office located, owned, rented or occupied in this
state.
(3 ) T h e proportion o f the av erag e value of
the stocks of other corporations owned by the
corporation, allocated to the state as provided by
this section, bears to the ag g reg ate of
(4 ) T h e averag e m onthly value of all the real
property and tangible personal property of the
corporation, w herever located.
(5 ) T h e averag e total m onthly value fo r the
fiscal or calen d ar y ear of b ills and accounts re
ceiv able arisin g from (a ) personal property sold
by the corporation from m erchandise m anu fac
tured by it w ithin and w ithout this s ta te ; and
(b ) the purchase, or sale of, or trad in g in, p er
sonal property, or from services perform ed by
the corporation, its officers or agents, excluding
those arisin g in any w ay from advances or loans.
(6 ) T h e a v erag e total value of stocks of other
corporations owned by the corporation.
(7 ) In case any report is m ade as provided by
subdivision nine, ten, eleven and tw elve of sec
tion two hundred and eleven of the ta x law , the
tax commission m ay assess the ta x ag ain st either
of the corporations whose assets or net income
are involved in the report and upon the basis
of the combined entire net income and the com
bined segregated assets of the corporations, and
upon such other inform ation as it m ay possess,
or m ay ad ju st the ta x in such other m anner as
it sh all determ ine to be equitable.
(8 ) I f any corporation has been perm itted to
change the period fo r w hich it sh all m ake its
report, it sh all be taxed upon a base m easured
by the entire net income w hich has not been used
or included in m easuring a fran ch ise tax to this
state as though the entire net income had been
earned w ithin one y ear.
(9 ) R eal property and tangible personal prop
erty sh all be taken at its actual valu e w here
located. T h e valu e of share stock of another co r
poration owned by a corporation liab le here
under sh all fo r purposes o f allocation of assets
be apportioned in and out of the state in ac
cordance w ith the value of the physical property
in and out o f the state representing such share
stock.
(1 0 ) It is fu rth er provided that every domestic
corporation fo r the p rivileg e of exercisin g its
franchise in this state, other than one exempted
by section two hundred and ten of this chapter,
shall be subject to a minimum ta x o f (1 ) not
less than tw enty-five d ollars and (2 ) not less
than would be produced by applying a rate of
one m ill upon each d ollar of the value of its
issued cap ital stock, such stock fo r the purposes
of this provision sh all be determ ined to have a
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value not less than its face or m arket value, and
not less than its net w orth, and not less than
five d ollars per share, and (3 ) not less than
would be produced by applying a rate o f four
and o n e-h alf per centum to a base found by using
the follow in g fo rm u la : From the sum of the
entire net income and salaries and other com 
pensation paid to all elected or appointed officers,
and/or paid to any stockholder ow ning in excess
of five p er centum of the issued capital stock of
the corporation, deduct as a specific exemption
the sum of five thousand d ollars and any net
loss fo r the reported y ear.
From the sum so
found an exem ption of seventy per centum th ere
of sh all be granted and the rem ainder, appor
tioned as h ereinbefore provided, shall be used as
the base of the t a x ; w hichever of the foregoin g
methods w ill result in the larg est amount of tax.
I f such corporation actually m aintains a reg u lar
place of business outside of the state of New
Y o rk , and actually employs cap ital outside of
the state of New Y o rk , then such ta x sh all be
computed upon such a p art of its issued cap ital
stock at its value, determined as hereinbefore
provided, as the amount of its gross assets in
this state b ears to its gross assets w herever
located. E v ery corporation, joint-stock company
or association, organized, incorporated or form ed
under the law s of any other state, country or
sovereignty, other than those exempted by sec
tion two hundred and ten of the ta x law , shall
pay a like ta x fo r the p rivileg e of carry in g on
business in a corporate or organized capacity
in this state, to be computed upon the basis of
m easurem ent hereinbefore provided fo r the ta x a 
tion of domestic corporations.”

T h is discussion is of necessity along gen
eral lines. M uch more can be said on the
subject than the space here permits. M any
possible refinements can be made regarding
the application of these tax laws to slightly
altered sets of facts, all of which would
tend to affect the tax burden of foreign
corporations in the State of N ew Y ork.
T h e State of N ew Y ork wishes no more than
that to which it is, by law, justly entitled
and its laws are drawn in a sincere en
deavor to adjust the equities as near as pos
sible in the very difficult situation presented
by the requirement of having to compel out
siders conducting business in the State to
contribute their proper share of the necessary
revenues of the State.
Changing and new decisions, however,
must be considered with reference to their
influence on existing tax laws and the lat
ter’s application to special sets of facts. In
view thereof the existing laws must be inter
preted anew.
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M u n ic ip a l A u d its *
by G

eorge

B. M

id d l e t o n ,

H E city clerk of Boise recently pleaded
guilty to a charge of embezzlement of
$286.60, funds belonging to a special im
provement district. T h e shortage in her ac
counts, starting in 1924 with the modest
sum of $300 and graduating upward to $10,000 for the year 1932 and the same amount
for six months of 1933, is now reported to
total around $ 60,000. T h e books were
audited by certified public accountants at
the end of each year, generally under con
tracts awarded after the city had advertised
for bids; though not necessarily to the low 
est responsible bidder. T h e contract fees
have ranged from $380 to $490 per year.
Newspaper editors and city officials differ
widely in their attempts to place the blame
for these defalcations. T h e prosecuting at
torney was quoted as stating that these spe
cial improvement funds were never audited,
and the mayor that “ not a single city in
Idaho ever has audited its special improve
ment districts” ; while the daily papers and
others come back with a counter attack on
the auditors whose reports, they say, indi
cate that they represented complete audits
were made. Some of the leading editorials
place the blame squarely upon the policy of
awarding by bids; one newspaper says “ that
auditors should be free to put in all the
time necessary in their work and should be
compensated accordingly” ; and the mayor is
reported as saying that so far as he is con
cerned there is to be an end of “ checking”
of cash books and receipts— henceforth spe
cial improvement districts are to be audited
just the same as other city accounts.
A school district clerk, over a period of
ten years, appropriated some $5,000 to his
own uses, destroying the paid warrants with
which he had manipulated the funds. His
accounts, had been audited annually by a
local man, and though unimportant irregu
larities as to accounts improperly charged
with disbursements were pointed out, nobody
did anything about it because the reports
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* A paper read before the Oregon State Society
of Certified P u b lic A ccountants, at P ortlan d , on
November 15, 1933, and the Id aho Society of
Certified Public Accountants, at B oise, on No
vember 17, 1933.

C .P .A ., Boise, Idaho

were delivered to the school clerk who stu
diously filed them where they would do the
least damage. A county superintendent’s as
sistant for several years had a system of
forging orders for warrants, converting them
into cash, up to $4,000 a year, and getting
safely by the annual audit, until a member
of one of the school boards threw a monkey
wrench in the works. One public accountant
did not count the county clerk’s cash, pre
sumably because he considered this would be
superfluous as the clerk was under bond,
but the agent for the bonding company found
that personal checks against a bank account
which did not exist were being used in the
cash to replace, temporarily, of course, money
received for fees; and the bond was promptly
cancelled. T h e treasurer of an irrigation dis
trict repeatedly took credit for the same bond
coupons, continuing over a period of audited
years until his accounts would make any
auditor positively dizzy. A ll accountants of
the Northwest are familiar with the story of
a La Grande city treasurer’s peculations
which amounted to more than $ 100,000 over
a period of some ten years; and her books
were audited every year. T h e question pre
sents itself, what is wrong with municipal
audits ?
In the western states, most of the munici
palities (and by that term is meant all local
taxing units) have followed the custom of
employing auditors for their periodical audits
on a flat-bid basis; or else at so much per
diem, with a guaranteed maximum, which
amounts to about the same thing. Under
extreme circumstances, such as those in
which the city of Boise now finds itself, a
large taxing unit may occasionally drift into
the per-diem-basis class but even such a one,
after a time, w ill generally forget its past
and move back into the more popular flatbid group. Accountants of several western
states to my certain knowledge are now mak
ing special study of the intolerable situation
which has developed on competitive bidding
for municipal audits with a view to finding
a remedy.
A n y number of cases could be cited, each
one different from any other, and not only
is w ork of the accountants who have made
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the examinations unfavorably reflected upon
by embezzlements of public funds, but as
well by ill-considered budgets; errors in ap
portionments; illegal transfers; improper
use of funds; and many other technical ir
regularities, when not revealed in the audit.
W herein lies the blame for the unsatis
factory conditions existing? O n the proposi
tion that the sole reason for fixing responsi
bility is to help find the remedy, let us say
that the condition may be due to one or more
of the following:
1. Incompetent auditors
2. Auditing procedure
3. Audit limitations
4. Competitive bidding— either flat or per
diem
As to remedies: Incompetent auditors in
time w ill eliminate themselves and the ques
tion of their technique puts no forced burden
upon the profession. O n the other hand, cor
rect auditing procedure, while distinctly an
obligation for the individual practitioner and
his affiliates, is by many considered necessary
to ethical professional conduct and enforce
ment of its practice a duty upon accountancy
organizations. It would seem that the adop
tion by State societies and the persistent use
by their members of uniform specifications
for each class of municipalities under State
law would serve to educate accountants and
their taxing unit clients to the point where
procedure troubles would be remedied, or at
least minimized. T h e specifications would
be set forth in numbered sections and para
graphs, one or more of which could be ex
cepted or elaborated upon in defining the
scope of any certain examination.
Audit limitations may occur, (a) by order
of the governing body, in which case they
would probably be w ell understood and may
be a matter of record in the minutes or in
the contract; (b) by necessity of an insuffi
cient appropriation, a difficult situation, but
more readily dealt with when the specifica
tions described are in use; or, (c) by the
professional and technical limitations of the
accountant, the most difficult situation of all,
and closely related to incompetency. H ow 
ever, for the purposes of this discussion the
accountant’s limitations are considered to be
those which he arbitrarily and without
authority places upon the examination—
hence, professional rather than personal.
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M any accountants maintain that when they
accept an assignment for an indifferent fee
they do so with a mental reservation that
the scope must be so restricted that the job
can be finished within their own time limit.
Here again, a service of specifications pro
vided by the State Society offers the means
of a remedy.
A ll of the most troublesome features of
municipal proposals and assignments appear,
justly or unjustly or possibly by force of cus
tom, to trend in the direction of competitive
bidding. And yet the only phase of competi
tive bidding on which this society cannot by
its own efforts bring about a marked im
provement is that concerning non-certified
accountants; and that matter w ill take care
of itself if other features are worked out.
T o quote from the report of M r. Thomas
A . W illiam s, president of the Louisiana So
ciety :
“ I submit competitive bidding among
members of a profession such as ours to be
improper, per se. T h e great practical diffi
culty is to work out a plan that w ill pre
vent this evil, among not only the mem
bers who are subject to the discipline of
this Society, but among a number of firms
and individuals not members of this So
ciety, and who must be reckoned with.
W hen such a plan is formulated I pledge
you I w ill advocate its adoption and help
to enforce it with all the energy and force
at my command.”
T h e following resolution was adopted at
the M ilwaukee meeting of T h e American
Society of Certified Public Accountants,
after a discussion under the leadership of
M r. W illiam s, on the subject of “ Bidding
and Minimum Fees” :
“ Whereas, A t the annual meeting of
T h e American Society of Certified Public
Accountants, held at M ilwaukee, W iscon
sin, after having had presented for the
consideration of the membership present
the questions of competitive bidding and
minimum fees, followed by a full discus
sion of those subjects, and feeling com
petitive bidding to be improper per se—
as being a method of practice that tends to
detract from the dignity of the profession,
lowers standards, and lessons efficiency in
the rendition of service to the client,
“Therefore, B e I t Resolved: T h a t
the members present are of the opinion
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that the selection of an accountant on
the basis of the lowest bidder is incon
sistent with the primary purpose of
and use for a professional service; puts
such service chiefly on a competition of
price rather than ability; tends to restrict
the scope of an audit and make less possible
a full disclosure of essential facts; affects
adversely the interest of those who w ill
make use of and rely upon the audit re
port; and
“ Be I t Further Resolved:— T h at
the Directors of T h e American Society
are requested to express an official opinion
that this method of securing clients should
be discouraged by all its members and
encourage the members to take effective
means to educate the business public as to
its impropriety.”
Accountants as a class are lacking in mu
nicipal audit standards. So manifestly true
is this that a group of accountants, even of
approximately the same qualifications, may
vary as much as 100 per cent in their esti
mates, and also in actual time employed, on
the audit of a county requiring the services
of two men for one month. W hat better pub
lic and professional service could the society
perform than to establish and promote a high
standard of municipal audit procedure to be
practiced uniformly by its members? Based
on uniform specifications for each class of
governmental bodies in the State and sup
ported by a uniform classification of ac
countancy services for taxing units, this serv
ice would materially improve individual
auditing procedure; it would remove or re
duce audit limitations by both taxing units
and accountants; and it would destroy much
of the hazard of bidding on municipal work,
and bring about more favorable considera
tion for the certified public accountant by
the governing boards. T h e auditor should
state in his certificate that all w ork provided
for in the specifications has been performed.
As to competitive bidding, the biggest and
the blackest and the stubbornest fly in the
ointment, it is so w ell established by the tax
ing units themselves that I see little chance
of complete extermination by act of a State
Society, or by other means in any limited
time, and it may take years. Adoption and
promotion by the society of uniform specifi
cations and classification of services would
provide the conscientious accountant with
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definite text to use in the education of his
staff and his public. Education of the public
would lead to the solution of the bidding
proposition.
It has been estimated that less than 50
percent of the fees for municipal audits in
the Northwestern states actually go to certi
fied accountants. Certainly, there are a num
ber of firms and individuals not members of
this society, some of them not eligible for
membership, who must be reckoned with, and
we do not wish to make rules which w ill in
flict a hardship on members or non-members,
or which w ill regulate us to the point where
our members w ill do even a smaller propor
tion of this work than at present. Probably
one-half or even more of the public money
paid for audits in Oregon and Idaho is
wasted. I have been amazed at the incom
petent work evidenced by some of the socalled audit reports. H ow the auditors get
away with it is a matter of deep wonder.
Generally, but not always, they get the job
with a low bid. Rigid specifications would
force these bidders to raise their estimates;
and in many cases the incompetents would
be afraid to undertake a really technical
audit. Some of them call their examination
a “ perfunctory audit,” a term not defined in
the Institute’s Accounting Terminology, and
one which throws panic into any certified
public accountant.
Let us take a step at a tim e: the very first
step should be to raise our own standards,
and I believe that can be most expeditiously
done through the medium of uniform speci
fications. It would be very cumbersome for
an individual or accounting firm to attempt
alone this reformation in municipal practice.
I at least know it is too cumbersome to be
workable, for my firm has tried in a small
w ay to interest county and city governments
in specifications; it failed when other ac
countants made their proposals with usual
arbitrary limitations. H ow far are we w ill
ing to go as a society for the good of the
profession and in our ambition for service to
the public?
President Ralph W . E. Cole, in his ad
dress at the annual meeting of T h e Am eri
can Society of Certified Public Accountants
at M ilwaukee, said: “ I f I offer one sugges
tion, and hope that it might be expressed
in the acts of my fellow accountants, it would
be that we cultivate tolerance and close ac
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quaintance with each other.” T o do just
that might go a long way to dissociate the
word “ competitive” from bidding and thus
remove some of the professional odium.
Several C .P .A ’s have told me that whenever
they are asked to bid on a municipal job
which previously has been satisfactorily done
by another C .P .A . they make it a rule to bid
no lower than his fees. T his is a noble at
titude, but there are occasions when such a
policy, if followed, would operate to the
detriment of the accountant so restricted, as
well as to the profession itself. If we would
try M r. Cole’s plan and at the same time
raise our municipal standards, as a class of
professionals, I believe we would make better
progress in our fight against competitive
bidding. A ll accountants w ill agree that the
whole principle of bidding for audit work of
any kind is wrong. But, like prohibition, it
has been handed to us, and now we have
it to contend w ith ; and until the public has
been imbued with the fact that accountancy
is a profession, the practice of bidding will
continue. Even if the members of this So
ciety would refrain entirely from bidding,
not all accountants would do so. Besides,
concerted action of this kind, unless the pub
lic is first educated to it, would arouse the
antagonism of governing bodies, many of
whom consider requesting bids a legal neces
sity, and it would open the way for non
certified and incompetent accountants to do
even more municipal work than at present.
T h e officials’ shortages mentioned in this
paper might have been prevented, in whole
or in part, by the intelligent use of proper
specifications. Similarly, a deficiency of more
than $100,000 in apportioning funds to
schools of an Oregon county would have been
avoided by the same process, and re-audit of
seven years’ operations of a city school would
have been unnecessary.
Lloyd H . M orey, C . P. A ., Comptroller
and Professor of Accountancy of the U ni
versity of Illinois, author of the “ M anual of
Municipal Accounting,” and an eminent
recognized authority on municipal account
ing procedure, recently wrote in a magazine
article on “ Progress in M unicipal Accounting” :
“ Further evidences of ineffective stand
ards of audit are found in the absence of
uniform specifications as to scope of work
in considering the engagement of auditors,

February,

in the use of the ‘low bid’ method of se
lecting auditors, in restrictions placed
upon auditors by officials, and in the fact
that although audits of most municipali
ties are now made, their quality is such
that the public and city officials continue
to be without adequate and intelligent in
formation as to city finances, and misappli
cation of funds continues without being
brought to light.”
T h e same magazine, “ T h e Comptroller,”
for February, 1933, contains an interesting
article by H arry L . Erb, C .P .A ., (W iscon
sin) on the subject of “ T h e Municipal
A udit.” Quoting in part from M r. Erb:
“ T h e reputable certified public ac
countant bases his fee for a municipal
audit on detailed and definite specifica
tions of the service to be performed. H ow 
ever, many accountants do not adequately
determine the scope of the service they
propose to render the city. Some of the
acknowledged evils resulting from the
practice of requesting bids from ac
countants can be eliminated if the city
asks for such tenders based upon definite
and complete specifications of the services
to be rendered.
“ T h e need exists for a greater degree
of cooperation between certified public ac
countants and the Municipal Finance O f
ficers’ Association for the development and
promulgation of specifications for the va
rious classes of municipal audit services.
T h e city has a right to and should demand
all of the information and benefits which
accrue as a result of an annual audit, and
the cooperation of accountants with the as
sociation should tend to produce those re
sults.”
T h e M unicipal Finance Officers’ Asso
ciation has developed and published a set of
specifications for city audits, and advocates
their use.
W hile bidding may be the big bad w olf
of municipal audits, it w ill never be abolished
until accountants and governing boards fully
understand what constitutes the audit of a
taxing unit. Adoption of specifications w ill
fix the responsibility. It w ill be on any board
that ignores this guide and assistance, and on
the accountant if he ignores the requirements
of audit.
It is my opinion that the State Society
could perform meritorious service by com
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piling a record, to be kept by the secretary,
of all municipal audit contracts made and
performed in the State, and that an annual
bulletin, showing scope, fees and name of ac
countant, be published for the benefit of
members. Such information is open to the
public, but at present no one is any more in
terested in it than the certified public ac
countant, and generally he is informed only
on those municipal assignments nearest to his
own office.
Furthermore, I believe that until such
time comes when municipal audits are done
on a per diem basis, it would be for the
good of the profession and of the public if
the State Society would fix a minimum fee
for the audit, under uniform specifications,
of each taxing unit in the State; and if the
members would respect the minimum in mak
ing proposals. These figures would be avail
able, upon request, to the members and to
the taxing units concerned.
I am in favor of continuous audits
awarded for one or two years at a time, the
results to be presented in monthly or
•quarterly reports. These, too, under the uni
form specifications.
Municipal officers and the public in gen
eral look to the accountants’ profession for
guidance in audit policies of their taxing
units. M any accountants devote a great deal
of their own time to education of the public
on the intricate problems of auditing public
accounts, but the professional organizations
seem reluctant to tackle the subject in any
general way. W e have adopted a code of
ethics and a classification of services— apply
ing to commercial engagements; we have im
proved our technique and gained our expe
rience on commercial work, which we have
sought and obtained and performed, prefer
ably for suitable remuneration, but anyway
we have gone after it. A t the same time we
have side-stepped a large volume of public
work, principally because it does not pay sat
isfactory fees and we have not done much as
an organization to make them satisfactory.
T h e remedy for the present condition in
these audits lies not so much with municipal
officers, who perform a temporary function,
as with you and me and the members of this
society and certified public accountants
everywhere. W h at is the purpose of an ac
countants’ organization if not to promote the
interests of the profession and of the public?
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O ur first step in this reform should be the
adoption and introduction of proper audit
specifications; our next step to stop lump
sum bidding entirely. W h at are we going
to do about it? T h is is a challenge for ag
gressive action.
T im e for January 8, 1934, referred to
the fact that on his trip north Vice-President
Garner had a short interview with a friend
at W aco, Texas.
T h e Associated Press for December 28,
carried a little more detailed statement:
“ En route to W ashington with M rs. G a r
ner after a long stay at their home in Uvalde,
Texas, the Vice-President talked with
A . C . Upleger during a stop of his St.
Louis-bound train at W aco. Upleger said
he judged from his comments that Garner
expected Congress to go along with Presi
dent Roosevelt’s program.”
W e hope the stop-over was long enough
to permit the Vice-President to listen to one
of U ppy’s choice stories.

W illiam R. Donaldson, C . P. A ., and
member of T h e American Society, is now
the second Deputy Controller for the C ity
of N ew Y ork. U ntil recently he has been
chairman of the Committee on Meetings of
the N ew Y ork State Society, and w ill bring
to the Controller’s office a professional abil
ity which cannot help being valuable to
M ayor LaG uardia in his attempted clean-up
of the City of N ew Y ork. Facts are essen
tial in formulating policies and Donaldson
knows how to gather them. W ithout doubt
there w ill be radical changes made in the
form of governmental control, all of which
w ill require substantial recasting of account
ing methods. Congratulations to the City
on acquiring his services. Congratulations
to Donaldson on accepting the opportunity
to render a civic service. Donaldson is not
retiring from the accounting firm of M il
ler, Donaldson & Company but a rearrange
ment has been made by which he may give
his entire time to the City.
Herman Herwood, C . P. A ., of N ew
York, is presenting a series of articles in the
St. J o h n s Analyst, student paper of St.
John’s College, Brooklyn, descriptive of the
various Stock Exchanges.
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S u rp lu s
by

H

fo r

arold

D iv id e n d

H. H

a ig h t ,

H E past several years have brought
considerable publicity to the dividend
policies of corporations having a large num
ber of stockholders. Boards of directors are
of course anxious to maintain the financial
security of the concern and feel their re
sponsibility to stockholders for having suffi
cient cash resources to carry over periods of
poor business and finance increased volume
when sales return to normal. They are in a
better position to determine what amount of
cash resources is sufficient than are those
stockholders whose stock holdings are rela
tively small and who have available only
that information which it is the policy of the
company to publish. T o such a stockholder
(who usually needs the income) a decrease
or omission in dividends is a subject for
criticism; particularly if the company has a
large surplus and considerable cash and se
curities. Surplus, to him, is a reservoir in
which previous earnings have been stored
so that a steady payment of dividends may
continue even in those years when the con
cern’s earnings do not cover dividends.
It is unfortunate that the accountant who
prepares the balance sheet and surplus state
ment for reports to stockholders and others
does not present a description of Surplus
which clearly indicates how much of the
surplus, in his opinion, is really held for
dividend purposes and how much is actually
appropriated as permanent capital reinvested
in the business. If such a picture were pre
sented, not only would it lessen the amount
of guessing required by directors as to the
amount of cash resources to conserve, but
also it would allow the ordinary stockholder
to judge better the dividend prospects and
withhold criticism which might be unfair to
the directors.
I believe it is the duty of the public ac
countant to take the initiative in preparing
and presenting as a part of each report a
schedule which clearly portrays the situation
regarding Surplus out of which dividends
may be paid with reasonable safety. It is
true that such a report would necessarily
be an opinion. The balance sheet is subject
in many parts to the accountant’s opinion.

T

February,

P u rp o s e s

C.P.A., Syracuse, N. Y .
These opinions usually are limited in varia
tion by certain generally accepted account
ing practices so that the public feels assured
that the accountant’s reports are fair and
that there would be no material differences
if several accountants prepared individual
reports.
It seems logical, therefore, that an ac
countant’s opinion on the separation of Sur
plus as previously suggested would not de
stroy the value of the report just because it
is partly an opinion. In fact it is possible to
prepare such a report with an expression of
opinion on only one fact; namely, how much
working capital is required for financing an
average volume of business in the concern
being examined.
It is unnecessary to project thought into
the future to answer such a question. It is
necessary to take all conditions known to
management at the date of examination but
no person can foretell what and when radical
changes will take place in products, processes,
and values. There are so many facts which
are known to the accountant that the exercis
ing of his talent in preparing an opinion of
required working capital is bound to result
in information of great value to the readers
of his report.
In general it may be said that the financ
ing of a certain volume of sales requires
working capital as follows:
F o r ea ch u n it o f p r o d u c t

( 1 ) Raw Materials
(2) Labor to fabricate the raw materials
(3) Supplies and expenses required in fab
ricating selling and distributing the
products
Unpaid materials
X Number of units
& supplies from
produced u n t i l
vendors not due
cash is collected
for payment
from buyer of
first u n i t p r o 
duced
These requirements of working capital are
affected by the skill which management uses
to limit the cycle of time covered in this turn
over. The accountant has the average value
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of inventories and receivables to guide him
self in establishing the required amount of
working capital and does not need to follow
products and costs through the arithmetical
steps outlined above.
If it is agreed that a fair value of required
working capital can be established, then the
remainder of the analysis of Surplus can be
made by rearrangement of the balance sheet.
Before illustrating the rearrangement of
the balance sheet to bring out the Surplus
analysis desired, let us consider another view
of the balance sheet which may be incor
porated in this same statement.

There are three factors which create a
continual transformation in balance sheet
items. These are:
( 1 ) T h e amount of obsolescence and depre
ciation of fixed assets charged to the
cost of products and recovered in cash
through sales.
(2) T h e profits of the concern obtained
usually in cash or its equivalent.
(3) T h e disposition which is made of the
cash or equivalent derived from these
two sources.
It is common practice to take cash from
these two sources to finance expansion of

SC H E D U L E 1
12/31/30

12/31/32

12/31/31

A ssets

C ash & M ark etab le Se
curities ..............................

$577,000

$1,119,000

$1,306,000

R eceivables less R eserves
In ventories less R eserves

426,000
1,075,000

235,000
1,066,000

246,000
873,000

T o ta l C urrent A s s e ts ..
Bonds Deposited w ith N.
Y . Ind. Comm................
P la n t & Equipm ent . . . .
L e s s R eserve fo r D e
preciation & Obso
lescence .........................

$2,078,000

$2,420,000

$2,425,000

30,000

30,000

27,000

3,148,000
1,354,000

D eferred C harges ............
P atents & Good W ill . . .

3,117,000
1,794,000

1,480,000

3,118,000
1,637,000

1,626,000

1,492,000

57,000
533,000

20,000
531,000

25,000
527,000

$4,492,000

$4,638,000

$4,496,000

L ia b il it ie s

Accounts P ayab le ............
270,000
A ccrued L ia b ilities .........
95,000
D ividends P a y a b l e ...................................
R eserve fo r F ed eral
T a x e s ..........................................................
T o ta l C urrent L ia b ili 
ities ................................
U nearned C arry in g
C h arges ............................
R eserves fo r Contingen
cies & W orkm en’s Com
pensation In su ran ce . . .
Common Stock W ithout
P a r V alue .......................
C apital Surplus ................
E arned Surplus ................

113,000
42,000
................
22,000
365,000
................

71,000
2,413,000
500,000
1,143,000
$4,492,000

D ividends P aid

144,000
29,000
................

326,000

....
177,000
................

80,000
2,455,000
500,000
1,426,000
$4,638,000

...
173,000
.................

86,000
2,457,000
500,000
1,280,000
$4,496,000
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SC H E D U L E 2
D is p o s itio n

of

12/31/30

C a p ita l

W o r k in g C a p ita l
C u rrent A ssets ..............
L e s s C urrent L iab ilities

$2,420,000
177,000

$2,425,000
173,000

$1,713,000

$2,243,000

$2,252,000

700,000

B a la n ce of C urrent A s
sets representing funds
fo r D epreciation and
D ividends .......................

$1,013,000

Amount of R enew al
Fund A v a ilab le from
B ala n ce of C urrent
Assets ............................
B a la n ce of R eserve fo r
D epreciation not P ro 
vided fo r by Fund
(see
Deficiency
in
C apital below )
B o n d D ep o s it D e f e r r e d
C h a r g e s , P a te n ts & G o o d
W ill
Investm ent .........................

12/31/32

$2,078,000
365,000

D e d u c t
Estim ated
Amount of W ork in g
C ap ital R equired . . .

P la n t a n d E q u ip m en t
Investm ent .........................
R e s e r v e f o r D ep n . &
O b so lesc en c e ................

12/31/31

700,000

700,000

700,000

700,000

$1,552,000

$1,543,000
3,117,000

3,148,000

3,118,000

$1,354,000

$1,480,000

$1,626,000

$1,013,000

$1,480,000

$1,552,000

T o ta l C ap ital In v est
m ent in O perating A s
sets .....................................
D iv id e n d F u n d
B a la n ce o f C urrent A ssets .....................................

700,000

620,000

581,000

579,000

$4,468,000

$4,398,000

$4,397,000

63,000

63,000

$1,543,000

$1,013,000

$1,552,000
$4,397,000

$4,461,000

$4,468,000
S o u r ce o f C a p it a l

U nearned Income & S un 
d ry R eserves ..................
Common Stock .................
C ap ital Surplus ................

Am ount of E arn ed Sur
plus R einvested .............
T o ta l ................................
B a la n ce of E arn ed Su r
plus A v a ila b le fo r D iv i
dends out of Dividend
Fund (abov e) ................

71,000
2,413,000
500,000

80,000
2,455,000
500,000

86,000
2,457,000
500,000

$2,984,000

$3,035,000

$3,043,000

1,143,000

1,363,000

1,280,000

$4,127,000

$4,323,000

63,000
$4,127,000

D eficiency in C apital to
be Provided fo r by Sale
o f Own Securities, R e 
investm ent
of
Future
Profits or B oth ................

$4,398,000

$4,461,000

74,000

341,000
$4,468,000

$4,323,000

$4,461,000

$4,397,000
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operations by increasing inventories, receiv
ables, fixed or other assets. Very seldom is
this cash reserved in funds for its actual pur
pose, namely, the replacement of worn out
or obsolete fixed assets and the interest re
turn to the owners of the capital. In fact
one of these purposes has become obscure to
the ordinary investor because of his miscon
ception of Reserves for Obsolescence and D e
preciation. And, too, many investors still
consider the Surplus is represented by cash
or its equivalent and lose sight of the rein
vestment of Surplus in Plants and Prop
erties which is so frequent.
If it is possible to prepare a report which
discloses what disposition has been made of
the cash which originally represented Sur
plus and Reserves for Obsolescence and D e
preciation and at the same time disclose how
much of the Surplus can be paid out of free
and available cash without creating a defi
ciency in capital then such a report would
be a valuable addition to the accountant’s
balance sheet and surplus statement.
There are statements such as the Disposi
tion of Earnings statement which for a spe
cific period do provide valuable information
but the limitation, to a period of time only,
destroys much of its value for determining
the status of reinvested Surplus at a par
ticular date.
In order to illustrate a statement of this
nature and how it is prepared, schedule No.
1 presents a series of balance sheets and
schedule No. 2 presents a rearrangement of
the balance sheet figures.
O n schedule No. 2 is shown first the
working capital as taken from the balance
sheet. From this figure is deducted an
amount which the accountant has previously
estimated to be the amount of Required
W orking Capital. T h e remainder then rep
resents ( 1 ) the amount of working capital
in cash, cash equivalent, or excess inventories
and receivables which is the amount of de
preciation recovered through the sale of prod
ucts and (2) (if there is a balance exceeding
the Reserve for Obsolescence and Deprecia
tion) the amount of Surplus which is free
and available for dividends.
If the remainder of W orking Capital less
Required W orking Capital, is less than the
Reserve for Obsolescence and Depreciation,
then the amount, by which it is insufficient
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to equal the Reserve, is the amount of D e
ficiency in Capital shown as the last figure
before total in the illustration on schedule
No. 2.
Deficiency in Capital does not necessarily
indicate an unsound situation. It is often
sound practice to create a Deficiency in Capi
tal by paying dividends and plan to sell the
company’s stocks or bonds at a time when
such financing is readily done. T h e im
portant point is to know the situation and
plan the finances in advance. There is so
often no knowledge of the situation that the
time comes when worn out or obsolete plants
and equipment must be replaced if the con
cern continues in business, and there are no
funds with which to buy them. If this time
arrives when it is difficult to sell stocks or
bonds, the concern is faced with a serious
and often insurmountable problem.
T h e illustration on schedule No. 2 is too
simple to merit written description. T h e in
formation which the report affords is in
either the amount of cash available for divi
dends, or the amount of the deficiency in
capital. T h e form of the report should be
improved but it is hoped that the informa
tion contained in it is considered sufficiently
accurate and pertinent to render the ac
countant’s report of greater value to the
readers thereof.
H.

A ., in “ By-the-Bye in W a ll Street,”

W a ll Street Journal for Monday, January

1, 1934, says:
“ ‘Cyrus W . Field, whose noble achieve
ment was establishment of the Atlantic ca
ble,’ wrote M r. Smith, ‘said to me in his
last days: “ I have all my life had one false
friend— petting me into hopes and expecta
tions and confidence, just to trip and tumble
me from the hilltop down. T h a t enemy was
not Vanity it was not Avarice: it was Im
pulse. I just had to keep being in a hurry.
I could not w ait” was Cyrus Field’s summa
tion.’ ”
In the Tuesday, January 9, issue he said:
“ W hen a year after his death, kindred
souls— distinguished citizenship’s representa
tives— held a memorial celebration honoring
the memory of Edmund Clarence Stedman,
sentiment’s appreciation crystallized into
Seth L o w ’s tribute: ‘H e never voiced the
sordid interrogation, “ W h at is in it for
me?” ’ ”
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Department Conducted by Lewis Gluick,

C .P .A .

.
Q U O T A T IO N S
A couple of folks have caused us no little
effort, but of the kind we enjoy, by quoting
things, without citations, so that we had to
run them down with the true auditor’s
instinct. T . B. thinks that Philo’s poet (see
page 738 of last December’s issue) was all
w et; or at least contradictory, for the same
poet wrote “ A sorrow’s crown of sorrow, is
remembering happier things.” W e ll, T en n y
son was a great poet, and presumably the
greater the poet, the greater his license.
Anyhow, it’s a good point, and the curious
can read the whole of Locksley H all with
profit.
Then another man went to church on the
day before N ew Y ea r’s and heard a sermon
on the text “ W hat thou seest, write in a
book,” and wants to know if that isn’t the
beginning of annual inventories. T h a t sent
us to hunting, and we found it in Revela
tions, Chapter I, verse 11. It’s a good text
too. T o all our customers we would say:
“ W h at thou seest, write in a letter, not over
200 words, to this Shop.”
“ Accountants are very worthy people”
said the Treasurer of a large university.
“ W e employ them for regular audits; and
rely on them g reatly; but sometimes we
could get along without them. Nobody but
a C .P .A . would ever stop to add up a
column of figures in the annual report which
we send to all our alumni and so discover
a printer’s error. Y e t that’s what one of
our old grads did to my most recent report,
and the whole difference was 64 cents. If I
had wanted to waste still more time in fig
uring up what it cost to answer his letter
politely, counting in my time, my stenog
rapher’s time, the paper and postage, the
amount would have been nearly a dollar ;
and that with our present reduced salaries.”
W ell, as a victim of printer’s errors ourself,
we sympathize with him. But frankly, who
but a C .P .A . would really read more than
the first page and audit certificate of a col
lege financial report?

O n page 362 of the December number of
the Accounting Review (which, in pass
ing, is the best issue of that quarterly we
have seen), Professor L . L. Briggs says:
“ T his reviewer was startled to read that M r.
DePaula considers the main objects of an
audit to be the prevention and detection of
errors and fraud.” W ell, it takes more than
that to startle us. Besides the ordinary busi
ness man still thinks that; and the man in
the street is sure of it. Moreover, we have
noted one semester after another that we
get the most rapt attention from our stu
dents when we give our lecture on bank
ruptcy, where fraud is most prevalent. T h e
hunting instinct persists in human nature;
and if the modern student in a university
is centuries removed from savage ancestry,
the race memory we call instinct survives.
If he can not follow the tracks of a saber
tooth tiger through a primeval forest, with
stone axe and crude spear, he can trace a
defaulter through a maze of account books
with colored pencil and audit stamp. W here
the cave woman thrilled to a recital of her
contemporary man’s capture of a mastadon,
her milder modern descendant gets a kick
out of hearing: “ So that embezzler went to
Atlanta as a guest of his Uncle Sam.”
Incidentally, the Vermont professor could
hardly have escaped being a good lawyer,
since from the day he was christened he was
an L L .B .
W e attended the meeting of the A .A .U .
I.A . in Philadelphia on December 29, and
enjoyed it; but the unprecedented cold
weather put us on the binnacle list the next
day, which was even colder.
W h at place has humor in accountant’s re
ports? According to many, it has none. But
on the other hand, what is humor any
how? W e had quite a discussion of this mat
ter with a group of accountants recently.
W e related our experiences and you can
draw your own conclusion. Just on general
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principles we think that jesting should be
oral, not written, as between C .P .A . and
client. Y e t only last summer we wrote a re
port, intended in dead seriousness, which
some of the client’s directors thought humor
ous, and it made a big hit with them. O n
the other hand some years ago, after per
forming an audit with all due solemnity, we
cracked a mild joke with the client as we
were orally discussing the report, and of
fended him so that he would not re-engage
us. W e once read a report where the ac
countant deliberately went out of his way
to make a crack; and with it succeeded in
making a point which he had tried in vain
to put over in the usual “ we desire to rec
ommend” way. But if there is any doubt
about joking with clients, there is none
about jesting with your professional fellows.
If you have seen, or know, anything that is
professionally funny, this Shop is the place
to retail it. Postal laws being what they
are, censorship may be exercised by turning
over rejects to T h e Order of Tw elve.
One Thursday evening in January we
heard Billy Phelps in one of his radio talks
say that only twice in his lifetime had he
ever seen a man who could write with both
hands. T h e Professor is hereby referred to
page 151 of our M ay 1930 number.
One recent afternoon we spent a few
minutes in our doctor’s office having a little
bump cut out over the right eye. It was far
less painful than having a tooth filled, and
took less time. T h a t is the actual operation.
But w e’ve decided that the dental work is
less annoying in the end; when the dentist is
finished nobody can see the result; whereas
this tiny bump kept us busy for days
answering all kinds of questions as to why
the plaster ? Did you w alk into a door ?
H ow does the other fellow look? Verily,
men w ill be boys.
T h e January 13th meeting of the N ew
Y ork State Society was one of the best
on record. Five papers were read; four
were short enough to begin w ith; and the
fifth was shortened mercifully by the author
while he was reading it. T h a t’s tact. There
w ill be no meeting in February. T h a t’s
optimism. (Diagram for those who need it
supplied on request enclosing a stamped ad
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dressed envelope). Incidentally the January
number of the N . Y . M onthly B ulletin
was the best ever; it had 8 personal items;
when it gets 80 it w ill be really worth re
ceiving. T h e old quarterly bulletin has
been renamed “ T h e N .Y . C .P .A .” T a lk
about surprises; the day after the meeting
we get the first number we have ever seen
of a certain trade paper and find therein a
reprint of an article which we and Sam
Kingston had in the October 1932 quarterly
bulletin. Oh, yes. T h e title was “ E R 
R O R S .” W ell, as we go to press the first
baseball news from Florida is arriving. Can
Spring be far behind? O r are we just silly?
Anyhow herewith we introduce the first of
what we hope w ill be a series of guest con
ductors for the Shoptalkers. M r. Arthur
Coorman.
SH OPTALKERS
“ W h at are you reading?” asked Oldtimer.
“ Oh, I ’m just glancing over the financial
statements of our accounting societies,” re
plied the Kid.
“ Checking up to see what they’re doing
with your money?” queried Oldtimer.
“ No, not exactly,” said the Kid, “ you see,
I have before me the financial statements
of the N ew Y o rk State Society and of T h e
American Society as published in their re
spective periodicals and the thought entered
my mind that since these reports are made
by accountants for accountants, a young
feller like myself might find something very
interesting in them.”
“ W ell, have you studied them?” asked
Oldtimer.
“ In a way, more or less,” frowned the
Kid.
“ But why the frown? Come, come, un
burden your thoughts,” pressed Oldtimer.
“ I ’ll tell you. I studied both of these re
ports purely from an accounting viewpoint.
T h a t is, I looked carefully at the headings,
titles of accounts, arrangements, etc., and
here’s what I find.”
“ O n Exhibit ‘A ’ of the American report,”
continued the Kid, “ the heading makes use
of the phrase ‘as of,’ yet on Exhibit ‘D ’ of
the same report is used the phase ‘as at.’ T h e
N ew
Y o rk report uses neither. T h e
American report presents a statement of
‘Revenues and Expenditures,’ whereas the
N ew Y ork report has one for ‘Income and
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Expenses’ and one for ‘Receipts and D is
bursements.’ T h e American report uses the
heading ‘Fiscal Y ear Ending August 31,
1933,’ and the N ew Y ork report ‘For Y ear
Ended M arch 31, 1933.’ T h e American re
port calls it ‘Liabilities and N et W orth ,’ the
N ew Y ork report ‘Liabilities and Surplus.’
Note also that on the American report the
Net W orth is analyzed on Exhibit ‘B ’ which
strangely enough is headed ‘Analysis of Sur
plus’ although concludes w it h ‘N et W orth .’ ”
“ H ey there,” cried Oldtimer, “ slow up a
bit if you want me to follow you.”
“ W ell, here, look for yourself,” the Kid
gaining momentum, “ the American report
shows separately Cash in Bank and Imprest
Cash, whereas the N ew Y ork report com
bines both. Amongst the Liabilities, the
American report has ‘Dues Paid in Advance’
and on the N ew Y o rk report it is ‘Dues Re
ceived in Advance.’ In addition, T h e Am eri
can Society sees fit to present comparative
Balance Sheets as against the single one for
N ew Y ork. T h e N ew Y o rk Society accrues
unpaid dues receivable but T h e American So
ciety apparently prefers the cash basis.”
“ Gee, Kid, isn’t there anything you like
about those reports?” pleaded Oldtimer.
“ And here’s some more,” continued the
Kid, his face flushing, “ the N ew Y ork re
port listed amongst its ‘Expenses’ an item of
‘Miscellaneous $1,759.00’ out of a total of
$8,659.39, and amongst its ‘Disbursements’
an item of ‘Miscellaneous $6,163.69’ out of
a total of $14,813.60. D on’t you think those
‘Miscellaneous’ items should have been more
fully analyzed? And note w ill you, a sepa
rate line for the item of ‘Library $3.00’ ?
And now let’s tackle the certificates. T h e
American Society says ‘W e have audited the
accounts of,’ whereas N ew Y ork says ‘W e
have examined the books of account of.’ Also
the American certificate ‘correctly reflects’
as against N ew Y o rk ’s ‘correctly sets
forth.’ ”
“ A ll right, all right,” yelled the Oldtimer,
“ suppose you take time out and let’s look at
this thing more sanely, w ill you?”
“Are you casting reflections on my sanity?”
retorted the Kid.
“ W ell, not yet, but don’t you think most
of your criticisms are a bit puny? A fter all,
an accountant is a human being, not an au
tomaton. W hat difference does it make
whether a man parts his hair in the middle
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or on the side? In all your criticisms you
found no material misrepresentations of fact
nor did you find anything which reflected on
the ability of the accountants who prepared
the reports.”
“ W e ll,” uttered the Kid, calmed some
what by O ldtim er’s rebuttal, “ what you say
sounds right, but how about accounting be
ing a science and a learned profession and
all that ? If we can’t agree on the small
things w e’ll never get anywhere on the big
things. A ll I know is that in college and
even at the office, I was marked down for
many of these inconsistencies.”
“ And furthermore,” the Kid grasped at a
new straw, “ assuming we accountants can
understand one another, how about the pub
lic? Hasn’t it been pleading with the ac
countants to talk the same language?”
“ W ell, K id ,” replied Oldtimer, “ there’s
a good deal to be said on the subject. I un
derstand what’s going on in your mind much
better than you think I do. I ’ve been through
it myself. T h ere’s a good deal in what you
say and I am glad to see your mind develop
along critical and constructive lines. Only,
don’t be unduly alarmed. A good deal of
progress has been made during my time and
much more w ill be made during yours. If
we oldtimers had settled everything, there’d
be nothing for you younger fellows to do.
Oh, say, Kid, isn’t there a State Society
meeting tonight?”
“ Y o u ’re right, there is.”
“ L et’s g o !”

Tally one for the Heirs
— Caesar Cone organized a bank down in
North Carolina which was subsequently
taken over and became a branch of the North
Carolina Bank & T ru st Co. W hen this
larger bank failed, it was supposed that that
was all there was to it; but a notice has
been posted on the door of the branch stating
that the heirs of the founder of the unit
bank, “ as a tribute to his memory,” w ill see
that all the depositors in the branch “ shall
receive full payment of the balance to which
they are entitled.” M any bankers have pro
tected the solvency of their own institutions
with their last d ollar; the instances where
the heirs feel the same way about it are rare
indeed.
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u n ic ip a l A
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c c o u n tin g

Executive Director

H E organization of the National Com
mittee on Municipal Accounting in Chi
cago on January 6, 1934, holds greater
promise for the improvement of municipal
accounting than any movement previously
undertaken. It is the first effort on a na
tional scale to establish principles and
standards for municipal accounting and ac
tively promote their use. Previous move
ments of this kind have represented the ideas
of a single group or a single individual.
T h e major professional societies of public
accountants w ill work with groups of public
officials on the committee. T h e citizen’s in
terest w ill be considered and the teaching
profession is also represented. Thus there is
brought together for constructive work the
representatives of the primary groups con
cerned in municipal accounting. T h e same
associations w ill promote the use of the
standards when they have been developed.
T h e general committee as now constituted
is composed of M r. F. H . Elwell, Profes
sor of Accounting, University of Wisconsin
— American Association of University In
structors of Accounting; M r. Lloyd Morey,
Comptroller, University of Illinois— Am eri
can Institute of Accountants; M r. L. M .
Barnard, Senior Public Accountant, League
of Kansas Municipalities— American M u 
nicipal Association; M r. George P. Ellis,
President, American Society of Certified
Public Accountants, Chicago; M r. H. C.
Laughlin, City Manager, Kenosha, W iscon
sin— T h e International C ity M anagers’ A s
sociation; M r. Frank J. Flanagan, Finance
Committee Staff, City of Chicago— M u 
nicipal Finance Officers’ Association; M r. A.
E. Neale, City Auditor, Springfield, Massa
chusetts— National Association of Cost A c
countants; M r. Edmund R. Stewart, State
Auditor of M aryland— National Association
of State Auditors, Comptrollers, and T reas
urers; M r. Lent D . Upson, Director, D e
troit Bureau of Governmental Research—
National M unicipal League; M r. Stuart A .
Rice, Assistant Director, Bureau of the
Census.
Each association w ill have a sub-committee
on municipal or governmental accounting

T
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M unicipal Finance Officers’ Association
with which its representative of the general
committee may confer. Thus, the general
and advisory committees w ill bring together
the opinions of sixty or seventy persons quali
fied to speak with authority.
T h e proposed activities of the group em
brace development of the following ma
terials :
1. A comprehensive statement of the
history and present state of munici
pal accounting and reporting.
2. A n outline of general principles of
municipal accounting.
3. A program for municipal audits.
4. A classification of funds.
5. A classification of expenditures and
revenues.
6. A classification of assets.
7. A classification of liabilities.
8. T h e kinds and contents of municipal
financial reports.
9. Forms of schedules for municipal
financial reports.
10. T h e technique of accounting proce
dure.
11. A statement of the general principles
on which the fiscal organization and
management of a municipality should
be based.
12. Qualifications of accounting officials
and employees.
13. A bibliography of municipal ac
counting.
14. Principles of municipal unit cost ac
counting.
There has long been need for a concise
statement of the general principles of mu
nicipal accounting. A t its first meeting,
therefore, the National Committee on M u 
nicipal Accounting adopted tentatively cer
tain principles as a guide to its activities,
these principles a re:
1. T h e accounts should be centralized
under the direction of one officer,
who should be made responsible for
keeping or supervising the keeping of
all financial records, and preparing
all financial reports.
2. T h e general accounting system should
be on a double entry basis with a
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3.

4.

5.

6.

general ledger maintained in accord
ance with the following principles:
(a) T h e accounts should be classified
in balanced fund groups.
(b) Asset accounts for permanent
property not available to meet
expenditures or o b l i g a t i o n s
should be segregated from other
fund assets and the equity repre
sented by them not included in
the current surplus of any
fund.
T h e following classification of funds
is recommended:
(a) General fund
(b) Special revenue funds
(c) U tility funds
(d) Bond funds
(e) Special assessment funds
(f) T ru st and pension funds
(g ) Agency funds
(h) Sinking funds
The
general
accounting system
should include budgetary control ac
counts of revenues, expenditures, ap
propriations, and encumbrances.
Revenue should be accounted for
through the budgetary control ac
counts. If revenue is accounted for
on an accrual basis by taking into the
accounts each item when it becomes
due or a bill is issued for it, the re
ports should be prepared on that
basis. In this case suitable provision
should be made for possible losses
through inability to collect. I f rev
enue is accounted for on a cash basis,
meaning that an item is considered
revenue only when it is collected in
cash, the reports should be prepared
on that basis. In either case all items
of a non-revenue character should be
excluded from reports of revenue.
Revenues should be classified by fund
and by source, in accordance with
standard classifications.
Expenditures should be accounted
for through the budgetary control ac
counts and on such a basis as to take
into the accounts all material used
or services rendered during a given
period. Suitable provision out of the
appropriations of the current period
should be made for encumbrances for
which material or services are not yet
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received or rendered. Expenditures
should be classified by fund, by de
partment, and by activities, and by
object if desired, in accordance with
standard classifications.
7. There should be a system of unit
cost accounting in which costs are al
located to the various activities in the
respective departments. T h is system
should be coordinated with the gen
eral accounting system.
8. There should be inventory records of
both consumable and permanent prop
erty, and the records of property
should be subsidiary to and controlled
by accounts in the general accounting
system. T h e asset accounts of prop
erty should be maintained on the basis
of original cost, or estimated cost if
the original cost is not available, or,
in the case of gifts, the appraised
value at the time received. If cur
rent valuations are desired, for in
surance or statistical purposes, they
should be computed independently
from the books and not carried into
the accounts. It is not considered
necessary to account for depreciation
of general municipal property, except
for unit cost purposes, unless cash
can legally be set aside for replace
ments.
9. T h e accounting for public utilities or
other business enterprises operated by
the city should follow the standard
procedure employed by similar enter
prises under private ownership. T h e
accounting for public institutions such
as colleges, hospitals and libraries
should follow the standard procedure
employed by such class of institutions.
Municipalities generally have an inde
pendent audit either by State officials or by
private accountants. One hundred eightyseven cities in the United States recently re
ported their practice with respect to inde
pendent audits. O f the one hundred eightyseven cities, forty-six reported that there was
no annual or regular audit; thirty-three re
ported that an audit was made by some State
agency although two or three years might
elapse between periods, and one hundred
eight reported that periodic audits were made
by independent private agencies. M any of
these audit contacts are awarded on the basis
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of bids and the work is given to the lowest
bidder whether or not he may have the best
qualifications for the job. A standard pro
gram for municipal audits is badly needed
and w ill be developed by the National Com
mittee on Municipal Accounting.
Greater importance must be given to the
organization and personnel of the finance
department of American cities. A ll of the
financial activities ought to be under the di
rect supervision of a chief financial officer
who has been appointed (not elected) on
the basis of his knowledge of municipal ac
counting and finance. T h e failure to recog
nize the need for a coordinated and respon
sible department of finance has undoubtedly
been a contributing factor to the present
financial difficulties of many cities.
Frank J. Flanagan of the staff of the
finance committee of the city of Chicago
and past-president of the Municipal Finance
Officers’ Association, was elected Chairman
of the National Committee on Municipal
Accounting. Lloyd M orey, Comptroller of
the University of Illinois, and author of
several books on municipal and governmental
accounting, is Vice-Chairman. T h e chair
man, vice-chairman and F. H . Elw ell of
Madison, Wisconsin w ill constitute the ex
ecutive committee. C arl H . Chatters is Sec
retary. A full time staff of accountants, sup
plemented by special consultants, w ill be en
gaged in the work which w ill take at least
three years. T . M . Dickerson, formerly A s
sistant Secretary of the National Associa
tion of Cost Accountants, w ill be chief staff
accountant for the committee.
T h e success of this first unified effort to
improve municipal accounting depends on
the active cooperation of the public officials
and public accountants. T h ey are urged to
advise the committee of their activities in this
field and to offer it their helpful suggestions.
W H O O W N S M U N IC IP A L B O N D S
Public Administration Service, 850 East
Fifty-eighth Street, Chicago, Illinois, has re
cently released Publication No. 33, price
fifty cents, on M unicipal Debt Defaults—
T h eir Prevention and Adjustment.
Th is subject is one of the most important
problems facing officials, investors and tax
payers. T h e document, which was prepared
under the supervision of C arl H . Chatters,

103

Executive Director of the M unicipal F i
nance Officers Association, is intended to
serve as a practical guide for the extremely
difficult problem now confronting munici
palities in meeting their bonded indebted
ness. A s illustrating the immensity of the
problem, we quote the following paragraph:
A n estimate by Carl H . Chatters, as of
December 31, 1932
Individuals w i t h
annual
incomes exceeding $5,000. $4,500,000,000
Corporations, except banks
and insurance companies. .
4,000,000,000
Sinking funds, public trust
funds, a n d
investment
funds of states and their
political subdivisions and
3,380,000,000
districts ...............................
B a n k s ...................................... 2,800,000,000
Life, fire and casualty insu
rance companies ................
1,000,000,000
Fraternal insurance com
500,000,000
panies ...................................
Individual investors — an
nual incomes under $5,000
900,000,000
A ll others, including chari
table and educational insti
tutions, endowment funds,
foreign holders, private
trusts, estates, etc...............
1,420,000,000
T O T A L ........................... $18,500,000,000
Secretary of the Interior Ickes, in recently
releasing a report just prepared by the U . S.
Office of Education, said, “ Is our economic
plight partly due to the fact that the average
citizen— the housewife or business man alike
— has never been taught how to buy or how
to invest. Even if he has been through high
school or college, the chances are small that
he has ever had any instruction in the role
he must play all his life, that of being a
consumer. T h e United States as a nation
consumes billions of dollars worth of goods
yet only 3 % of high school students are
studying economics and only 1 5 % home eco
nomics. Various surveys have shown that
the greatest difficulties of college graduates
have not been in earning but in handling
their earnings.”
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C r e d it M e n

an d

M onday evening, December 1 1 , the N ew
Y ork State Society held a joint session with
the N ew Y o rk Credit M en ’s Association at
the H otel Biltmore, N ew Y ork City.
Questions had been prepared in advance
by each group, the same to be answered by
representatives of the other group. As illus
trating the range of questions, they are pre
sented.
Q u estion s a s k e d by C r ed it E x e c u tiv e s o f C e r 
tifie d P u b lic A ccou n tan ts.
1— W h a t is the responsibility o f the C. P . A . as
to the fo llo w in g :
( a ) — T o the clien t in the w ay of g iv in g
inform ation reg ard in g such client’s
affairs either v o lu ntarily or w ithout
the proper au th orizatio n ;
( b ) — T o the general creditors of a c lie n t;
( c ) — T o the general creditors of a client
whose affairs are in d elicate condi
tion ?
2— W h a t should the C redit F ra tern ity expect
from the C. P . A . under the follow in g c ir 
cumstances :
( a ) — Subsequent to the date o f issuance of
a certified statem ent the C . P . A . dis
covers a m aterial difference in the
net w o rth ;
( b ) — W h e re subsequent to the issuance of
a statem ent, the C. P . A . receives in 
form ation th at the client’s affairs
hav e become involv ed?
3— Is it proper fo r a C. P . A . to notify the trad e
in general if his services have been discon
tinued in the follow in g instan ces:
( a ) — In case he has resig n ed ;
( b ) — In case he has been rep laced ?
4— T h e State requires successful applicants fo r
adm ission to the b a r to take an oath to sup
port the law s of the State. A pplicants ad
m itted by the State to practice as C. P . A .’s
are not, we understand, required to take a
sim ilar oath. T h e accountant in his field is
ju st as im portant to business, perhaps m ore
so, than the law yer. I f a law yer commits
an indiscretion he is subject to disbarm ent.
W h y should not the C. P . A . who is unethi
ca l in his practice be subject to the same
penalty?
5— T h e re occasionally appears in a certificate of
audit rem arks to the effect th at the m anage
m ent o f the concern believes th at a certain
am ount of past-due receivables is collectible,
or th a t the reserve fo r bad debts is justified.
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On the other hand, the balan ce sheet w ith
referen ce to the accounts receivab le item is
an independent ap p raisal by the C. P . A .
show ing the probable amount to be collected.
Does the appearance of the above rem arks
w eaken the ap p raisal ability o f the C. P . A . ?
6— Should a C. P . A . ever prepare a balance
sheet w ithout verify in g the accounts receiv 
able, cash and lia b ilities?
7— Define deposit accounts payable (departm ent
store deposits) in a balan ce sh eet; if paid
d uring four m onths’ period before bank
ru ptcy; do they constitute a p referen ce?
8— Should reserve fo r m achinery be set up as a
current lia b ility on the principle th at when
a new m achine is purchased, the cash is
taken out of cu rren t assets? F or exam ple, if
the life of a m achine is five years, at the end
of the five y ear period the price of a new
m achine w ill have to be taken out o f either
cash or cu rren t liab ilities.
9— W hen a change of accountant occurs, would
it not be proper and ad visable fo r his suc
cessor accountant to inquire o f him the re a 
sons fo r the w ith d raw al or change?

10— W h e re a m anu facturin g company looking to
expansion of cred it w ill contract fo r expan
sion o f plant and m achinery equipment pur
chases before statem ent date, w hich w ill ca ll
fo r substantial w ith draw als o f w orking cap i
ta l follow in g issuance o f statem ent thereby
tra n sfe rrin g a considerable p art of w orking
cap ital into fixed assets, should not these
contracts be shown on the balan ce sheet in
d etail w ith complete explanation as to the
plans fo r financing?
11— W h at is the general practice of accountants
in han d ling the accounts of contractors in
the garm ent tra d e ?
12— W h y is the im portance of know ing the finan
cial condition o f a business at its peak
stressed ?
13— W hen a balan ce sheet is prepared by a
C. P . A ., has not a cred it m an the right to
assume that such balan ce sheet reflects the
true condition of the business, unless the ac
countant has actually been the victim o f de
ception?
14— C redit men do not expect an accountant to
disclose inform ation o f a confidential nature
w ithout the consent of his client, but is such
an obligation binding when an accountant
discovers facts heretofore concealed that re
flect on a balan ce sheet previously prepared
by him ?
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15— W hen a C. P . A . p repares a balan ce sheet
w hich is subsequently incorporated in a state
m ent form fo r the purpose of obtaining cred 
it, does he not assume a m oral obligation to
the g ran to r o f such credit, and should he
not be in duty bound to brin g to the atten
tion of the cred itor any discovery he m ight
m ake th at m ight change or reflect on the
balan ce sheet as subm itted?
16— W h y should the certificate of the accountant
be ca re fu lly considered?
17— Should the C. P . A . describe the scope o f his
audit in addition to g iv in g a certificate w ith
regard to the correctness of the financial
condition and op erations? W h a t steps have
been taken to spread the use of the Society’s
C lassification o f A ccountancy S erv ices?
18— Concerns have been known to include in the
accounts receivab le as o f the statem ent date
goods on order fo r future delivery. T h e
m erchandise m ay or m ay not be completed.
In the la tter case the cost of m anu facturin g
does not appear on the statem ent. T h is in 
flates the accounts receivable, profits are an
ticipated, sales are shown at a higher figure
and cost and expenses as stated are omitted.
Does the accountant endeavor to discourage
this kind o f ju g g lin g , and, could he not make
a footnote on the statem ent th at future ship
ments have been ch arged and g ive the
amount ?
19— W h a t useful inform ation m ay be obtained
from a tria l b a la n ce?
20— W h y m ay a tria l balan ce be m islead ing as
to the actual fin ancial condition?
21— Should a certa in portion o f the inventory
be considered a fixed asset and elim inated
from the cu rrent assets on the financial state
m ent? F o r exam ple, if a firm requires a
$100,000 inventory on hand at a ll tim es to
keep operatin g smoothly, is not th at $100,000
a fixed asset?
22— W h e re m erchandise has been received and
not included in inventory and corresponding
“accounts payable” fo r this liab ility , should
not the accountant m ake a footnote to that
effect?
23— W h e re the inventory shown on a financial
statem ent is a su bstantial amount and has
not been taken by the C. P . A. or under
his supervision, but w as certified to by the
m anagem ent o f the concern, should the C.
P . A . certify to the correctness o f the state
ment even though the certificate of audit,
is qualified w ith respect to this p articu lar
item, assum ing o f course that the other items
listed on the statem ent have been verified
and appraised?
24— In putting questions to the C. P . A . bearin g
on cred it standing, can the C red it M an in
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fairn ess go beyond requesting facts and into
the field of opinion?
25— T o w hat extent should the C. P . A . serve
his client as business ad viser in m atters of
efficient m anagem ent and control?
26— A firm of investm ent bankers buys and sells
securities fo r account o f its custom ers and
also fo r its own account. U nd er the rules of
the New Y o rk Stock E xchan g e purchases and
sales of securities are cleared on the second
business day follow in g the date of purchase
or sale, (in some instances the follow in g day)
not inclu ding Saturday. T h e value o f the se
curities purchased or sold is payable or re 
ceivable on the day of actual delivery or
receipt. T h e investm ent banker, in accordance
w ith the usual practice, records such tra n s
actions on a cash basis and therefo re does
not m ake any entry on the books until the
money has passed. W hen p rep arin g a b a l
ance sheet as o f a given date, not fo r use
in connection w ith liquidation of the firm,
or retirem ent o f a partner, should the definite
commitments covering purchases and sales
not yet cleared be given effect to in the state
m ent? I f the answ er is “No,” should a foot
note be placed on the balan ce sheet stating
the actual amount o f such com m itm ents?
Q u estion s A s k e d b y C e r tifie d P u b lic A ccou n tan ts
o f C r e d it E x e c u tiv e s
1— C redit men stress the separation o f accounts
due from officers, directors, stockholders, and
employees. Is this essential in connection
w ith cu rrent accounts fo r m erchandise, ser
vice, ren tals of houses, etc?
2— I t is the opinion of m any cred it men that the
accountant’s rep ort should contain an aging
of the accounts receivable. On sm all en gage
ments this is feasib le but on larg e en gage
ments, aging by the accountant adds too
much to the cost. In such cases, testing of
the com pany’s aging is about all th at is p ra c
ticable. D oes this accord w ith the opinion of
the cred it m an ?
3— How f a r do the cred it men expect the a c
countants to go in connection w ith classifi
cation o f m erchandise as betw een current
and non-current stock; as to the basis of
pricin g and the relation thereof to p re v a ilin g
sellin g p rices?
4— A re the cred it men fa m ilia r w ith the C lassi
fication o f Accountancy Services o f the New
Y o rk State Society?
5— T o w hat extent are the credit men requiring
budgets as w ell as financial statem ents when
(con siderin g loan s) extending cred its?
6— Is it the p ractice of credit men in connec
tion w ith consolidated statem ents to require
sep arate statem ents fo r each com pany en ter
ing into the consolid ation?
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7— W h e re an accountant is engaged on a con
tinuous detailed audit o f a client’s books,
m aking w eekly visits, checking all orders
against shipments, is it necessary to verify,
the accounts receivable by d irect com m unica
tion in subm itting a statem ent fo r credit
purposes o n ly ? ___________
8— W h a t is the attitude of the New Y o rk C redit
M en ’s A ssociation tow ards the grow ing p rac
tice o f some o f its m embers in suggesting to
firms the engagem ent of accountants, who
are “specialists” in th eir (th e clien t’s) in 
dustry ?
9— A and B are brothers and each is the sole
proprietor of a fa ir ly prosperous dress house
capitalized at about $150,000. B oth are in
th eir ea rly fiftie s ; they have been in the bus
iness since they le ft sch o o l; both have a fine
reputation in the trad e. In fa ct, they are
p ractically alike, except in tw o im portant
ch aracteristics.
A has been getting a m onthly audit and re
port from our office fo r the past fifteen
years at $50 a month. B has never had a
professional auditor in his office. A would
not m ake a business move w ithout the ad
vice of our office; B consults his fam ily.
A does not employ m em bers o f his fa m ily ;
B has sev eral m embers of his w ife ’s fam ily
w orking fo r him and his sister-in -law keeps
his books and p repares his statem ents fo r
credit purposes.
W e hav e been try in g to get B ’s business and
have n e arly convinced him th at he would
perhaps stay in business longer if he had
professional accountants to p rep are monthly
statem ents fo r him . H e says th at w e are
first-class accountants, w hich we “modestly
adm it” ourselves. B u t he says th at A has
much more trouble w ith his cred it statem ents,
and, in fa ct, all his business friend s who
have professional accountants have more
trouble, than he has w ith those prepared by
his sister-in -law bookkeeper.
I know the argum ent sounds “fishy” ; can
you suggest an effective answ er?
10— W h a t would be the reaction and attitude of
the av erag e member of your association if
a C. P . A . w ere to re fe r to his clien t credit
inquiries m ade to him d irect before he re
plied, notw ithstanding th at the clien t m ight
have signed a blan k th at contained in rath er
obscure type the instruction th at the C. P . A .
is to answ er such in q u iries?

T h e certified public accountants answer
ing the questions propounded by the credit
executives were Joseph J. Klein, W alter N .
Dean, Arthur B. Foye, Norman Webster,
W arren W . Nissley, Robert Montgomery,
A . S. Fedde and A . Louis Oresman. P. W .
R. Glover presided over that portion of the
meeting in which the accountants answered
the questions.

February,

T h e W ashington Chapter of the National
Association of Cost Accountants celebrated
its first anniversary with a meeting T h u rs
day evening, December 14, at the M ayflower.
A rthur H . Carter, national president, and
Stuart C . M cLeod, national secretary, were
present and T h e American Society was offi
cially represented at the guest table by C arl
E. Dietze, of M ilwaukee, Treasurer, and
D . W . Springer, Secretary.
T h e address of the evening was given by
W alter A . Staub, president of the N ew Y o rk
State Society of Certified Public Accountants,
who spoke on “ T h e Adjustment of Balance
Sheets to Present Business Requirements.”

Germany Legislation
( C o n tin u ed fr o m p a g e 77)
3. to act as officer, director, or legal repre
sentative of corporations and limited
companies other than W irtschaftspr üfe r ;
4. to be in the civil service except as stated
below in (3) ;
5. to be employed by the Internal Revenue
Department by contract or otherwise.
T h e following occupations may as a rule
be pursued conjointly with that of a W irtschaftsprüfer provided the practice of public
accounting is not thereby neglected so as to
become insignificant:
1. all free professions with the objective
to serve or maintain the interests of
third parties in financial, industrial, tech
nical, and legal matters;
2. to render advisory services within the
scope outlined in ( 1 ) ;
3. to teach, instruct, or lecture within the
scope indicated above in ( 1 ) both in
private and in state or municipal schools
and institutions;
4. to do literary or journalistic work along
the lines stated in ( 1 ) .
Particularly, a W irtschaftspr üfer may
function or practice as trustee, expert in fi
nancial or technical matters (whether or not
appointed by court), trustee or receiver in
bankruptcy, administrator of estates, consult
ant civil or technical engineer, consult
ant agriculturist, tax counselor, attorney, no
tary public, and patent lawyer.
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D e p a rtm e n t

W . T . Sunley, C .P .A ., Educational Director
International Accountants Society, Inc.

Solution to Problem 7 of M ay, 1933, Examination Questions, published on pages
558-562 of the September, 1933, issue.
TH E ARNOLD CO M PAN Y

Balance Sheet, December

31, 1932

Assets
C u rren t A ssets:

Cash in Bank . ................
Cash on Hand ..................

$40,325.62
250.00

Accounts Receivables . . . .
Less—
Reserve for Bad Debts . . .

28,416.97

Inventories:
R aw M aterials ................
Finished Products ...........

70,950.65

$40,575.62

$135,627.48
107,210.51

$25,858.54
96,809.19

Prepaid Factory Supplies.
Unexpired Insurance
Premiums ........................

2,516.34
1,596.14

T o ta l Current Assets . .
F ix e d A ssets:

Land .................................. .
Building .................. .............
M achinery and Equipment
Office Furniture and F ix 
t u r e s ....................................
Salesmen’s Automobiles . .
T ru ck ...................................

$248,707.80
R e se rv e f o r
D e p rec ia tio n

N et

$51,125.62
290,046.91
175,127.60

$45,713.56
70,451.68

$51,125.62
244,333.35
104,675.92

15,437.82
10,487.25
2,400.00

5,592.15
6,615.44
1,500.00

C o st

$544,625.20

$129,872.83

9,845.67
3,871.81
900.00
$414,752.37

414, 752.37

D e fe r r e d C h a r g e s :

Unamortized Bond Dis
count ........................... . . .

Total Assets .............

4,887.50

$668 ,347.67
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Liabilities
C u rren t L ia b ilit ie s :

Notes Payable ....................
Accounts Payable .............
Accrued Factory Payroll. .
Accrued Bond Interest
Payable ...............................
Accrued Federal T a x on
Bond Interest ..................

$27,963.56
35,087.39
2,780.54
2,550.00
51.00
$68,432.49

T o ta l Current Liabilities.
F ix e d L ia b ilitie s :

6% First M ortgage Bonds
(due October 1, 1938) . .
T o ta l Liabilities

170,000.00

.............

$238,432.49
N et

W orth

C a p ita l S t o c k :

7 % Cumulative Preferred
(par $100) ......................
Common Stock (par $ 10 ).

$175,000.00
200,000.00

$375,000.00

S u rp lu s:

Deficit, January 1, 19 3 2 ..
Net Profit for year ending
December

31, 1932

.........

$192,132.80*
271,547.98
$79,415.18

D e d u ct —

Preferred dividends paid
for years 1931 and 1932
Surplus,

1932

December

24,500.00

31,

..................................

54,915.18

T o ta l Net W orth .........

429,915.18

T o ta l Liabilities and Net
W orth .............................

$668,347.67

*Red

$1 ,817 ,562.14

oss

$ 191 ,977.42

$799,101.96
$119,865.29

$5 4 1 ,0 1 2 .5 9

...............................................
$ 1 ,277 ,273.75

$54,101.26
$540,288.39
Gross P r o fit..............................................................................

Selling and Administrative Exp.
Sales Salaries.....................................................................................
Sales Expenses....................................................................................... ....
Officers’ S alaries.......................................................................................
Office S alaries................................................................................................
Bad D e b ts ..........................................................................................................
Insurance ................................................................................................................
Rent— General O ffic e ...............................................................................................
Office Stationery and Supplies
Truck Expenses .................................................................................................................

Cost of Goods Sold

$38,39548

2,560.22

1 3 ,2 2 9 .4 0

$1 9 4 ,5 3 7 .6 4

$812,331.36

Less— Inventory, Dec. 31 , 1932 . . .

10,068.92

,1

4,286.78
3,864.84
3 64.77
1,666.35
1,081.96
1,598.76

1 4 5 ,4 3 2 .8 3
3 0 ,0 2 2 .4 4

$3 ,418.91

$2 3 0 ,3 7 2 .9 0

$551 ,081.51

3 9 4 ,4 4 0 .9 7

73,920.88
88,401.22
10,018.80
10,474.12
5,063.63
4 ,999.03
4,261.20
2,897.72

595 ,113.85

$17,180.91

$918,967.25

Specialty
D epartm ent

31, 1932

en t

M achine
Shop

ecem ber

Sta tem

100,696.80
15,809.96
8,096.64
4 ,430.68
4 ,443.58
3 ,500.98
7 ,393.50

$12,268.40

$595 ,113.85

D

COM PANY

$1,348,224.40
70,950.65

Cost of Goods Sold:
$91,790.40
Inventory, January 1 , 1932 ..........
Departmental Purchases (Net) . . 1 , 149 ,340.15
Other Purchases .......
107,093.85
Direct L a b o r .................
Supervision ..........................
Depreciation............................ .......
Taxes ...........................................
Heat, Light and P o w e r ................
Insurance .............................................
Supplies and E xpen se ............................

Net Sales (to customers).............
Departmental Sales .......

L

nding

Foundry

E

and

ARNOLD

P rofit
Y ear

the

Jo b bin g
D epartm ent

for

THE

$59 ,408.91
30,384.09
149,280.16
114,509.78
20,964.27
10,081.56
18,000.00
26,409.18
2,125.09

$1, 744,454.00

$1,744,454.00

$ 1 ,744 ,454.00

$1,744,454.00

D epartm ental
E lim ination

$752,650.42

$1,064,911.72

$1,161,720.91
96,809.19

720,888.53
219,120.46
30 , 115.54
22,435.60
12,659.08
11,108.96
8,844.14
11,889.98

$124,658.62

$1,817,562.14

Totals
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Brought F orw ard ..................................
Depreciation on Furniture and F ix
tures .................................................
Other Expenses ................................
N et Operating P r o f i t ..................
Deductions from Income:
Interest Expense— B o n d s ................
Federal T a x on Bond Interest . . .
Interest Expense— Other ................

$431,163.04

$752,650.42

35,601.68

1,433.44
468,198.16
$284,452.26

11,050.00
204.00
1,650.28

12,904.28

Net Profit for year ....................

$271,547.98

Journal Entries, December

31, 1932

1. Depreciation— Building ...................................................
— Foundry ...................................................
— Machine Shop ............................. ..........
— Specialties D ept.......................................
— Furniture and Fixtures ......................
— Sales Expenses ......................................
— T ru ck E x p en ses....................................

$5,685.61
6,106.67
8,199.88
2,443.44
1,433.44
2,621.81
600.00

Reserves for Depreciation:
B u ild in g ..........................................................................
Machinery and Equipment ......................................
Furniture and Fixtures .............................................
Salesmen’s Automobiles .............................................
T ru ck ..............................................................................

$5,685.61
16,749.99
1,433.44
2,621.81
600.00

T o record depreciation expense for year as follows:
Building ............................................ . . $5,685.61
M achinery and Equipment:
F o u n d r y ............................. $6,106.67
M achine S h o p ..................
8,199.88
Spec. D ept..........................
2,443.44 16,749.99
Furn. & F ix ......................
Salesmen’s Automobiles. .
T ru ck .................................

1,433.44
2,621.81
600.00

T o ta l .............................

$27,090.85

(N ote— In this solution it is assumed that the “ ad
ditions during 1932” were in use an average of
year.)
2. Depreciation— Foundry ................... ( 3 5 % ) .................
— Machine Shop . . . . ( 4 0 % ) ................
— Specialties Dept. . . ( 2 5 % ) ................
Depreciation— Building .............................................
T o distribute depreciation on building to operating
departments.

989.97
2,274.24
1,421.40
5,685.61
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3. Heat, Light and Power— Foundry........... ( 4 0 % ) . . .
— Machine Shop (4 5 % ) . ..
— Spec. Dept. . . ( 1 5 % ) . . .
Heat, Light and P o w e r .............................................
T o distribute expense of Heat, Light and Power to
operating departments.
4. Taxes— F o u n d r y ................................ ( 3 5 % ) .................
— Machine Shop .................... ( 4 ° % ) .................
— Specialties Dept.................... ( 2 5 % ) .................
Taxes— Real Estate ....................................................
T o distribute real estate taxes to operating depart
ments.

4,443.58

5. Bond Interest Expense ....................................................
Federal T a x on Bond In te r e s t....................................
Accrued Bond Interest Payable .............................
Accrued Federal T a x on Bond Interest................
Unamortized Bond Discount ..................................
T o record interest accrued on bonds, 3 months @
6 % per year; 2 % federal tax accrued on above
interest; and yearly amortization of discount,
1/10 of 5 % of $170,000.
6. Bad Debts ..........................................................................
Reserve for Bad D e b t s ...............................................
T o record adjustment of bad debts reserve to agree
with analysis of accounts receivable:
Reserve per a n a ly s is......................... $28,416.97
Reserve per books . . . ....................
25,628.32

$3,400.00
51.00

Increase ...........................................

11,108.96

4,430.68

5,063.63

3,164.77
12,659.08

$2,550.00
51.00
850.00

2,788.65
2,788.65

$2,788.65

7. Supplies and Expense— F o u n d r y ...................................
T ru ck Expenses ..........................................................
T o charge foundry with 50% of expense of operat
ing truck:
Expense per books ............................. $3,650.18
Depreciation (entry 1) .....................
600.00
T o tal .................................................

4,999.03
1,666.35

2,125.09
2,125.09

$4,250.18

50% thereof ........................................ $2,125.09
8. Departmental Sales— Machine Shop ...........................
Purchases— F o u n d r y ....................................................
T o reverse entry for defective castings returned to
foundry.
9. Departmental Sales— F o u n d r y ......... .............................
Purchases— Machine Shop ........................................
T o cancel original inter-departmental billing for de
fective castings.
10. Purchases— Jobbing ..........................................................
Inventories .....................................................................
T o eliminate inter-departmental profit on finished
goods in December 31, 1932, inventory, as fol
lows :

28,474.35

28,474.35

28,474.35
28,474.35

12,124.05
12,124.05
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P erc e n ta g es o f D e p a r tm e n ta l P ro fit

Machine Shop ................ 15%
Foundry ............................ 10%
Specialties D ept................ 20%
(See Profit and Loss Statement)
F r o m M a c h in e S h op

Inventory ........................................ $50,475.09
Cost ($ 50,475.09 ÷ 1 1 5% ) . . . 43,891.38 (a)
Profit ( 1 5 % Cost) .................................................
(a ) P ro p o rtio n o f fo u n d r y billin g s in a b o v e cost —
T o ta l cost of Machine Shop Pro
duction ...............................................$799,101.96
N et billings, foundry to machine
shop .................................................
595,1 1 3.85
of total cost ($595,113.85 ÷
$799,101.96) ....................................

74.4728%

74.4728% of (a) $43,891.38 .........
Cost ($32,687.14 ÷ 1 10 % ) .........

$32,687.14
29,715.58

%

Profit (10 % of Cost) ...........................................

6,583.71

$2,971.56

F r o m S p ecia lties D e p t.

Inventory ...............................................
Cost ($15,412.69
÷120 % ) . . . .

$15,412.69
12,843.91

Profit (20% of Cost) ...........................................

2,568.78

T o ta l inter-departmental profit ...................... $12,124.05

NOTES
T h e trial balance item “ Jobbing purchases— $1,265,149.70” represents a mixed
account which must be analyzed for Profit and Loss Statement display.
T h e following “ side” calculation w ill illustrate:
Purchases (per trial balance) ............................................................... $1,265,149.70
Add— profit on inter-departmental purchases included in finished
goods inventory of December 31, 1932 (E ntry 1 0 ) ....................
12,124.05

Add— finished goods inventory of December 31, 1932, (reduced
by profit, as above) ............................................................................

$1,2 7 7 ,273.75
70,950.65
$1,348,224.40

Less— finished goods inventory of January 1, 1932, (reduced by
departmental profit charged to Surplus, $ 10 ,18 7.35)................

91,790.40

Less— inter-departmental p u rch ases......................................................

$1,256,434.00
1,149,340.15

O ther Purchases ........................... ...............................................

$107,093.85
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In a somewhat similar manner, the purchases of the three operating depart
ments may be determined. For example,
F o u n d ry

M a c h in e
S h op

s p e c ia lty
D e p t.

Purchases (per trial balance) ......................
Add— Inventory, December 31, 1932 . . . .

$425,114.80
10,068.92

$701,460.59
13,229.40

$146,291.52
2,560.22

Less— Inventory, January 1, 1 9 3 2 .............

$435,183.72
12,268.40

$714,689.99
17,180.91

$148,851.74
3,418.91

Less— Defective castings ...............................

$422,915.32
28,474.35

$697,509.08
28,474.35
$669,034.73

Less— D epartm ental Purchases (N e t)

....

5 9 5 ,113 .85

Outside Purchases ............................. $394,440.97

$73,920.88

$145,432.83

T h e amount of inter-departmental profits in the inventories of finished products
for January 1, 1932, is shown in the adjustment made to Surplus, $10,187.35.
T h e similar item in the December 31, 1932, inventories is determined by first
calculating the departmental profits (see Profit and Loss Statement) and then ap
plying the results to the closing inventory figures for the Jobbing Department. (See
Entry 10.)
__________________________
ABERN ATH Y, BAN CRO FT & CO N TEN T*
A cco u n ta n ts a n d A u d ito rs

Balance Sheet
December 31, 1933
A ssets
Cash
Dam n little
Accounts Receivable Collectible, but
when ?
Everything going
W ork in Process
out

Furniture and
fixtures
Equipment
Personnel:
Partners
Staff
Report room
Goodname

L ia b ilitie s
Accounts and Loans
Payable
N one
(Y o u don’t sa y !)

Undivided Profits

W e ’re blushing
( T h a t puts us in
the red)

Capital

U n told wealth
( H ow much is that ?)

Sw ell— bought in

’29

T y p ew riters in fine
shape
T h e y ’re strong and
healthy
H e ’s healthy too
N o report
B etter than riches
Some T o ta l

Same T o ta l

*N ew Y e a r greetings received from A . S. Fedde, C .P .A ., of New Y o rk City, w ith the follow 
ing com m ent: “T h e r e has been quite a lot said about descriptive balan ce sheets, and I can
im agine that in some cases a balan ce sheet m ight be im proved by even om itting the d ollars
and allow ing the description to be substituted. T h is method is illu strated in the enclosed
descriptive balan ce sheet w hich m ight be typical of the position in a good m any accounting
firms at this time. I f this gives you a sm ile to start the new y ea r w ith, that w ill be fine.”
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in a tio n

February,

Q u e s tio n s

N ovem ber, 1933

A

c c o u n tin g

T h e o ry

Question 1 :
A n asset is usually defined as property owned. H ow would you treat, on a
balance sheet of a railroad, rolling stock purchased by means of equipment trust
certificates where the title remains with the trustee until the last certificate is re
deemed ?
Question 2:
W h a t is the difference between repairs, m aintenance and renewals ?
W hat
method should be followed in handling these items on the books of account?

Question 3:
H ow should the payment of special assessments on land be handled on the ac
counting records? If, after a number of years, an additional assessment is made
to renew the property on which the original assessment was applied, how would you
dispose of the new expenditure?
Question 4:
In some lines of business, where containers used are of sufficient value, the
customers are charged a deposit until the container is returned. H ow should the
“ containers-out” and the corresponding liability account be shown on a balance sheet?
Question 5:
A piece of business property was improved by a building set up by the lessee
under a long-term lease. Under such lease, the building becomes the property of
the lessor at the expiration of the lease. H ow should the building be handled on the
books of the lessor (a) during the life of the lease and (b) after the expiration of
the lease?
Question 6:
In order to secure industries in a certain town, the local chamber of commerce
offers to donate a parcel of land to any new business if, after a period of five years,
it had met certain conditions relative to annual payroll, improvement of property,
and so forth, title to remain in the donor until the conditions had been met. H ow
would you treat this item on your balance sheet (a) during the five-year period, and
(b) after the conditions had been met? W ould your answer be the same if title
had passed to the company immediately?
Question 7:
T h e Horton M ills has an inventory-valuation problem which it asks you to solve.
O n June 1, 1933, the company buys and stores in its elevator ten million bushels of
corn at 40c. O n the same date it contracts to sell these ten million bushels for future
delivery on September 1, at 45c. O n September 1, the management decides to buy
back the future at the market price of 46c on that date. It then enters into a conT h e Service of E xam in ation questions conducted by T h e A m erican Society furnishes p ra c
tically tw ice as m any questions in T h eo ry , A uditing, Com m ercial Law , and Econom ics and
P u blic Finan ce as could be used by any State B oard fo r a four-hour exam ination period, and
tw ice as many problem s in P ra ctica l Accounting as would be required fo r two exam ination
periods of four to five hours each. A Boa rd using the service makes its own selections and
adds any special questions or problem s w hich it desires. T h e questions in A ccounting T h eo ry
follow .
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tract to sell the ten million bushels in its elevators at 51c, for delivery December 1.
(a ) W h a t entry should be made on the books on September 1 when the trans
actions are consummated?

(b) W h at value must be used for balance-sheet purposes at September 30?
Question 8:
In August, 1929, the K rakow M anufacturing Company had its plant appraised
in connection with the flotation of a first-mortgage-bond issue. T h e balance sheet
submitted by the auditors incorporated the appraised values, showing reproduction
cost new less accrued depreciation. Appreciation surplus of $263,575.00 resulted from
taking up the appraised value. Depreciation charged to operations in subsequent
periods was based upon appraised values; profit or loss on the disposition of assets
acquired prior to the appraisal was also based on appraised values. N o change was
made in the appraisal surplus, the amount remaining at $263,575.00 on December
31

, 1932.

W h at comments or criticisms have you to make on the procedure followed?
Question 9:
T h e Enterprise M anufacturing Company is constructing a new plant on a
cost-plus basis. O n the balance-sheet date, June 30, 1933, the engineers estimate
that $522,500.00 w ill be required to complete the project. T h e president of the
company tells you that the plant w ill be completed and paid for by M arch, 1934, and
that no outside financing w ill be required for the balance of the construction costs.
(a) H ow would you treat this item on the balance sheet?
(b) W ould your answer be different if a loan had been arranged to meet the
balance of the construction costs?
Question 10:
A newly organized corporation conducts an extensive advertising campaign
through the mediums of newspapers, billboards and magazines. T h e management of
the company believes that the current period should not stand the full cost of the
advertising in view of the fact that the benefits in the way of future sales would
not be received until later. Discuss the points involved and what you would consider
to be the proper method of handling advertising expenditures. W ould your answer
be different if the company was a well-established concern and used its advertising
campaigns to maintain its sales position?
Question 1 1 :
A company having branches throughout the country follows the practice of
shipping merchandise to warehouses from which its branches may withdraw stock
as sales are made. Accounts in the receivables ledger are maintained with each branch
which are charged at selling price with all merchandise shipped to the various ware
houses, in order that an adequate record of the location of all merchandise can be
kept. W h at criticisms and what recommendations would you make with regard to
this procedure?
Question 12:
Describe briefly as many of the various features of the excess-profits tax recently
enacted by Congress as you have knowledge.
Question 13:
In auditing the books and records of the Starr Company, a distributor of radio
products, for the fiscal year ending July 31, 1933, you find that certain radios
were properly valued in the closing inventory at the then catalog price of the manu
facturer, less discounts. However, in August, 1933, the entire stock of this particular
model was sold outright for $10,000.00 less than the inventory price.
(a) Assume that the management knew at July 31 that the stock was to be
sold at less than the inventory price. H ow would you reflect this information in the
balance sheet?
(b) W ould your answer be different if these facts were not known to the
management until August, 1933?
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Question 1 4 :
In w hat m anner should profits from the sale of capital assets be recorded on
the books of account and in financial statem ents?
Q uestion 1 5 :
C ertain states now permit the payment of dividends to preferred shareholders
from paid-in surplus w ithout special authority therefor from the stockholders. G ive
reasons why you believe this policy to be either wise or bad.
Q uestion 1 6 :
In w hat ways may paid-in surplus be created?
Q uestion 1 7 :
M any of the corporate laws of the larger states now permit a corporation to
purchase its own shares and hold them for resale, provided the cost of such purchases
does not exceed earned surplus. T h e statutes of one State, C aliforn ia, require such
purchases to be charged to earned surplus account. In preparing the balance sheet
of a corporation domiciled in any of these states, how would you display the item
of treasury stock?
Q uestion 1 8 :
A company in its earlier years has suffered losses from operation. Commencing
w ith the year 1932, however, it made a large profit, although such profit was not
large enough to absorb the previously existing losses. In your opinion, would it be
proper to declare a dividend to stockholders from the profits of 1 9 3 2 ?
Question 1 9 :
M Company have a number of different plants, several of which are heavily
mortgaged. T h e y ask your opinion as to the advisability of including interest on
plant as a production cost. W h a t would be your answ er?
Q uestion 2 0 :
A Company acquires a controlling interest in B Company on Ja n u a ry 1, 1933,
and a consolidated balance sheet is prepared immediately thereafter. B Company
has been selling its products to A Company for several years and a number of these
items are included in A Company’s inventory at the date of consolidation. Should
these intercompany profits be eliminated from the consolidated balance sheet?

C

o -o p e r a t i o n

W

i t h

t h e

C r e d it

G r o u p s

O . V . W a l l i n , C .P .A ., Chairm an, Com m ittee Co-operating w ith the C red it Groups

H E Committee appointed by The Amer
ican Society of Certified Public Ac
countants to co-operate with the Credit
groups is entering the third year of acivity.
It was originally instructed to establish
working relations with the Robert Morris
Associates. This job was done during the
pioneering year under the able Chairman
ship of Frank Wilbur Main.
The 1934 Committee has been enlarged
so as to include the development of a similar
working program with the National Asso
ciation of Credit Men, this part of the pro
gram is under the Chairmanship of Alex
ander Makay of New York who will select
his workers for this very constructive job.
The committee co-operating with the
Robert Morris Associates has been enlarged
to where The American Society is now rep
resented in twenty-five cities. In fifteen of
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these cities, Robert Morris Associates have
appointed from their membership a similar
committee to co-operate with the Certified
Public Accountants and plans are underway
with Alex W all for appointments in the re
maining cities not previously covered by
their committee.
It is hoped that all State Societies will
appoint standing committees to co-operate
with the bankers and that at least one regu
lar or special meeting during 1934 will be
devoted to this constructive and helpful
work.
Various plans previously found helpful
have already been distributed to the mem
bers of this committee. It is requested that
any successful experiences or ideas be for
warded to your Chairman for distribution
to the profession at large.
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P r ic e

v s .

P e rs o n a l

T h e report of the fourteenth annual meet
ing of the National Publishers Association
contains a couple of references which should
be of interest to accountants. Roy Dickin
son, president of Printer’s Ink, speaking on
“ Some Angles of Advertising Under the
N R A ,” said:
“ No system has been more wasteful than
that by which consumers purchased uniden
tified products by looking over price tags,
investing hard earned money only to find it
gone into products which were inferior, un
satisfactory and therefore entirely wasteful.
Th e elimination of the chiseler— the man
who sold shoddy merchandise, often below
cost, the man who ruined the profits of an
entire industry and was a bad influence long
before the N . R. A . was ever thought of—
and the long term objective of getting more
money into the hands of the masses of our
population, are two long time objectives of
the N . R. A . with which I think most of
our advertisers are in agreement. W hile
the methods of accomplishing these objectives
remain a matter of dispute, I believe there
is general agreement upon their soundness.
“ Under rugged individualism, which was
rapidly becoming ragged individualism, many
a legitimate manufacturer was being bled
to death. I quote Floyd L . Carlisle, chair
man of the board of the Niagara Hudson
Power Corporation, chairman of the board
of the Consolidated Gas Company and of
the N ew Y o rk Edisor Company, speaking
last week. M r. Carlisle, having said that
few people realize how close to the precipice
we came, said: ‘Prior to the passing of this
A ct we saw probably half of the great in
dustries of this country being slowly but
surely bled to death. T h eir working capital
was disappearing. T h ey saw no opportunity
or chance to meet the situation. O ur anti
trust laws prevented, with great teeth in
them, any get-together of manufacturers to
discuss prices. And here w e struck out, al
most over-night, into a field where men had
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groped in country after country, and I be
lieve we have evolved one of the most won
derful instruments for human progress ever
passed.’ ”
M any audits were bought by industry
based entirely on the price figure with no
more consideration of the quality than the
speaker referred to as having been exercised
by the average consumer.
Later on, speaking of a prominent manu
facturer of shoes, he said:
“ He has never had a brand name for his
shoes. H e has never spent a cent of money
for advertising. During the past three weeks
he has adopted a brand name, drawn up a
contract franchise agreement on the basis
of one outlet in a city, and is now planning
an aggressive fashion advertising campaign
to introduce his new spring line. Getting
together with other manufacturers in his
line on the code, talking over trade secrets
in public, is what he says induced him to
make this decided change. ‘I have been a
fool up to this time,’ he said last week. ‘I
made good shoes and what did I get out of
it? I was trying to sell them at a price,
thinking I was saving because I didn’t ad
vertise. Y e t a change of buyer could always
throw me out of a store. Never again for
me. I am now going to establish my own
brand and build up consumer acceptance for
it throughout the country. W h at is more, I
am going to educate women on buying good
footwear. T h e manufacturer who believes
he can sell on price alone or depend on a
retailer to sell his product is silly under the
new set-up. H e must do the selling him
self.’ ”
M any accountants have sought by use of
an assumed name involving the “ company”
idea, to emphasize the element of size as
distinguished from emphasizing the element
of personality. It is a personal service which
the independent accountant offers and the
personal element should be stressed to the
utmost.
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in n e s o ta

D e c is io n *
M em orandum

S t a t e o f M in n e s o t a

County of Hennepin
D is t r ic t

C ourt

Fourth Judicial District.
State ex rel, J. Ernest
M cLaughlin,
Petitioner and relator,
No.
vs.
Herman C. J. Peisch, Lyle W . Hines,
Members of the State Board of
Accountancy, of Minnesota,
and
T h e State Board of Accountancy
Defendants and respondents.

339905

T h e above entitled matter being regu
larly upon the special term calendar of the
above named court came on for hearing
before the undersigned, one of the Judges
of said court, upon the 27th day of June
1933, on a demurrer interposed by the de
fendants and respondents to the petition
er’s alternative w rit of mandamus herein
on the grounds that said petition and writ
do not state facts sufficient to constitute
a cause of action.
Messrs. H arry H . Peterson, Attorney
General, and Roy C. Frank, Assistant A t
torney General, appeared in support of
said demurrer and Messrs. Hugh Young
and H . D . Irwin, attorneys for the re
lator appeared in opposition thereto.
T h is said demurrer was argued upon
this 27th day of June 1933, but leave was
given at that time to counsel on the re
spective sides to serve briefs and deliver
them to the Court. T h e final brief in this
matter was received by the Court in
October 1933.
T h e Court having duly considered all
the files in said cause and the pleadings
therein contained and the demurrer and
having listened to the argument of coun
sel and read their respective briefs and be
ing in all things fully advised, does hereby
sustain said demurrer but with leave given
to the relator if he sees fit, to amend said
complaint within twenty days from the
filing hereof with ten dollars costs to the
respondent to abide the final outcome of
this lawsuit.
W i l l i a m C . L e a r y , Judge.
Dated this 7th day of November, 1933.

It is my opinion after having given the
matter careful consideration and after
having thoroughly considered the statute
relating to the subject matter in this pro
ceedings, that the matter of waiving ex
amination for applicants relating to public
accountants in the State of Minnesota, is
left entirely to the discretion of the State
Board of Accountancy and that the Court
has no power or right to require said
Board to exercise such discretion either
one way or the other.
T h e fact that they may have waived
examination in some cases does not give
the relator in this particular action the
right to compel them to waive such ex
amination in his particular case.
Let this memorandum be made a part
of the foregoing order.
W il l ia m

C.

L eary,

Ju d g e
* T h i s decision upholds the theory th at it is not
the function of courts to in terfere in the exercise
of d iscretionary powers granted to State Board s.

In an article entitled “W ho Controls Bus
iness?” in the N e w R ep u b lic for July 26,
19 3 3 , K . W . Stillman says:
“O f the 200 largest corporations studied
by Berle and Means, only ten, representing
about 2 per cent of the total assets of the
group, are controlled by owners of a ma
jority of the outstanding stock. A ll the
other 190 corporations are controlled by
closely integrated groups of minority stock
holders, by various legal devices, or by the
managements. Pyramiding through holding
companies has been a favorite method in re
cent years to get cheap control over great
corporate interests. T h e Van Sweringens are
said to have retained control over eight Class
One railroads having total assets of more
than two billion dollars with a total invest
ment of twenty million. W ith about one
million invested, H . L . Doherty and his as
sociates maintain control over the one bil
lion assets of the Cities Service interests. An
investment of one million dollars controls
the one billion dollar assets of Standard Gas
and Electric Company.”
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S T A T E SO C IET Y N E W S
C A L IF O R N IA
T h e second annual joint meeting of the
Los Angeles Chapter of the Robert M orris
Associates and the Los Angeles Chapter of
California State Society of Certified Public
Accountants was held on M onday evening,
December 11, 1933, at Elks Temple.
Chester A . Rude, National President of
the Robert M orris Associates and Chairman
of the Committee on Cooperation with Los
Angeles Chapter of the California State So
ciety of Certified Public Accountants, spoke
on behalf of the bank credit men. W illiam
E. W are, Chairman of the Committee on
Cooperation with Southern California Chap
ter of Robert M orris Associates, responded
on behalf of the certified public ac
countants.
A t a meeting of the Los Angeles Chap
ter of the California State Society of Cer
tified Public Accountants, held on M onday
evening, January 8, at the Elks Temple,
Bruce A . Findlay, M anager of the Exploi
tation and Public Relations Department of
the Los Angeles Chamber of Commerce,
spoke on the subject “ T h e Long Look.”
W alter B. Gibson, C . P. A ., spoke on “ Prep
aration of Budgets.”
Members of Iota Chapter of Beta Alpha
Psi and accounting students from the U ni
versity of Southern California and the U ni
versity of California at Los Angeles were
invited to attend the meeting.
F L O R ID A
T h e December Bulletin of the Florida
Institute of Accountants contained as its
leading article an address on “ Cooperative
Store O rganization,” prepared by Frank I.
Falsone.
ID A H O
T h e annual meeting of the Idaho Society
of Certified Public Accountants was held in
Boise on December 2, 1933.
Reports of the various committees were

heard, special attention being given that of
the Committee on Legislation.
George B. M iddleton presented an inter
esting paper on the subject of “ Specifica
tions for M unicipal Auditing.”
Officers and directors were elected as fol
lows: President, James M unro, Boise; VicePresident, George B. Middleton, Boise; Sec
retary-Treasurer, J. W . Robinson, Boise;
Directors, W illard J. W ilde, M oscow; Ed
win A . W ilson, T w in F alls; Norman H .
Young, Boise, and Elmer W . Fox, Boise.
T h e Committee on Public Relations of
the Idaho Society of Certified Public A c
countants has presented a typewritten state
ment to all C . P. A .’s in the State of the
proposed specifications for an audit for any
city in Idaho.
Under date of November 10, they had
sent out a mail vote with regard to the prin
cipal points involved in connection therewith
and from the returns had prepared the spe
cifications with a request that any suggested
changes should be immediately made so that
the completed specifications would be in read
iness for use by January 1.
Th is has been a very highly commendable
service to the profession in that State. T h e
specifications appear in two parts, the first
devoted to minimum requirements and the
second to optional provisions.
T h e report has since been printed and
distributed, together with a four-page folder
touching on general audit problems outside
of mere specifications.
IN D IA N A
T h e Secretary spent a couple of days in
Indiana in November. Tuesday noon, N o 
vember 21, he spoke at South Bend before
the Indiana University clubs at a luncheon
arranged by the South Bend Certified Pub
lic Accountants, taking as his subject “ Pres
ent-day Financial Problems.” Follow ing the
luncheon the accountants held a two-hour
conference, after which Benjamin W . H art
man drove him to Fort W ayne where a
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dinner had been arranged for the evening to
which had been invited the head account
ants in the industrial organizations of the
city. A t this time the Secretary spoke on
“ Accounting Requirements of Modern Bus
iness.”
Wednesday morning he went to Indianap
olis and at noon a luncheon was held at the
Lincoln Hotel attended by the Indianapolis
Certified Public Accountants.
Reports of
T h e American Society meeting at M ilw au 
kee were given by W . M . Madden, Presi
ident of the Indiana Association, on the
American Institute meeting at N ew Orleans
by John E. Keough, and of the International
Congress on Accounting by George S. Olive.
T h e Secretary discussed the effect of recent
Federal legislation on the accountancy pro
fession.
M ARYLAN D
Honorable H en ry B . Steagall, U nited
States Representative from Alabam a, C h air
man of the Com m ittee on Banking and C u r
rency and co-author w ith Senator C arter
Glass of the G lass-Steagall Banking B ill,
addressed the members of the M aryland A s
sociation of Certified P ublic Accountants,
P ublic Accountants, B altim ore G roup of
C ontrollers and B altim ore Chapter of the
N ational Association of C ost Accountants
at their annual jo in t banquet held at the
Em erson H otel in B altim ore on November
28. Congressman Steagall spoke on the sub
je c t of “ Banking Legislation” and enlarged
upon the feature of D eposit Insurance as a
remedy for preventing bank failures in the
future.

M ASSACH U SETTS
A meeting of the Massachusetts Society
of Certified Public Accountants, Inc., was
held at the Parker House, on M onday eve
ning, November 27.
M r. Seymour L . Andrew, Chief Statis
tician of the American Telephone & T e le 
graph Company, spoke on the subject “ Bank
ing and Recent Developments in the Bank
ing Field.”
M IC H IG A N
T h e Ninth Annual M ichigan Account
ing Conference, sponsored by the University
of M ichigan School of Business Administra
tion, M ichigan Association of Certified Pub

February,

lic Accountants and M ichigan Society of
Public Accountants, was held at the M ichi
gan Union, Ann Arbor, Friday, November
,
.
T h e morning session, which was presided
over by President Lynch, was devoted to a
round table discussion led by Robert E.
Payne of Chicago, on “ T h e Balance Sheet
Display Under the Michigan Corporation
A ct.” T h e leading speakers were W m . T .
Sunley of Chicago, M . D . Harris of Lans
ing, and M . B. W alsh of Detroit.
A t noon a luncheon was held with Clare
E. Griffin, Dean of University of Michigan
School of Business Administration, presidi
ing. George P. Ellis, President of T h e A m 
erican Society of Certified Public Account
ants, spoke on “ T h e Social Responsibility of
the Accountant.”
In the afternoon the ladies present had a
party function in the Alumnae rooms of the
M ichigan League Building.
T h e afternoon session was presided over
by M . A . Yockey, Vice-President of the
M ichigan Association. T h e general subject
was the Federal Securities A ct. T h e speak
ers were Baldwin B. Bane, Chief of the Se
curities Division of the Federal Trade Com
mission; W alter A . Staub, President of the
N ew Y ork State Society of Certified Pub
lic Accountants, and Henry C . M urphy,
Economist of the National Bank of Detroit,
following which questions were asked of the
speakers and answered by them.
Throughout the day an exhibit of old and
rare books, running back to the 16th cen
tury, touching on accountancy, some from
the University library and some from the
private library of F. E. Ross, were in evi
dence, having been attractively arranged by
M r. Ross.
A t the banquet at 6:30, Paul W . Pinker
ton, now of Pittsburgh, a member of the
M ichigan Association and past President of
T h e American Society of Certified Public
Accountants, was presented as toastmaster.
T h e address of the evening was given by
I. Leo Sharfman, Chairman of the Eco
nomics Department of the University of
Michigan, and discussed the “ Current D e
velopments of Social Control in Economic
L ife.”

17 1933

A t the dinner members of the M ichigan
Association took advantage of the fact that
during the year D . W . Springer had com
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pleted twenty years of service on the State
Board of Accountancy and was shortly to
become of age in that service, and through
the toastmaster presented him with a check
of liberal proportions with the statement that
it was intended to be used in providing what
they considered a needed vacation.
T h e M ichigan Association of Certified
Public Accountants held a meeting at the
Detroit Athletic Club on Thursday evening,
December 14, at which time there was an
interesting Round Table Discussion.
A t a meeting of the Association, held at
the Hotel Statler on the evening of January
11, R. D . Mange, Assistant M anager, Cred
it Department of the National Bank of D e
troit, spoke on “ T h e Banks’ Use of Ac
countants’ Reports.”
T h e regular meeting of W estern M ichi
gan Chapter of the M ichigan Association
was held at the Peninsular Club, Grand
Rapids, on Thursday evening, December 7.
M r. C. J. W agner, president of C. J.
W agner & Company, Inc., Consulting En
gineers, of Grand Rapids, spoke on the sub
ject “ Values of Properties.”
A meeting of the W estern Michigan
Chapter was held at the Century Club,
Muskegon, on Thursday evening, January
4, at which time State Senator Gordon F.
Vaneennenaam spoke on “ Recent State T a x
Legislation.”
M IN N E S O T A
T h e annual fall conference of the M inne
sota Society of Certified Public Accountants
was held at the Curtis Hotel, Minneapolis,
on Tuesday, November 28.
T h e program started with luncheon at
noon and closed with a banquet at 6:30.
In addition to reports of the various com
mittee chairmen and officers, the following
members spoke: Pascha M . Goldberg, who
talked on “ W h at the Minnesota Society of
Certified Public Accountants can do for the
Profession of Accountancy” ; Joseph A . Bou
lay, whose subject was “ O ur State Society” ;
Albert E. Larsen, who led a discussion on
“ Ethics of the Profession.” A t the banquet
Earl A . W aldo, another member of the so
ciety, gave a most interesting paper on “ Costs
under the N R A .”
T h e year book of the Minnesota Society
of Certified Public Accountants, just issued,
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contains an Introduction in which the work
of the society is clearly brought out, the
officers, committees, members listed alpha
betically by cities, principles of conduct
adopted by the society, classification of ac
countancy services, articles of incorporation
and by-laws of the society and the M inne
sota C . P. A . law.
It is a 24-page pamphlet and in honor of
the repeal of the Eighteenth Amendment it
carries a rich wine color which w ill certainly
attract the attention of any one receiving it.
M IS S IS S IP P I
T h e Mississippi Society of Certified Pub
lic Accountants is the latest to establish a
quarterly bulletin, Volume 1, No. 1, ap
pearing in December, 1933.
Its make-up
would do credit to a metropolitan city print
shop, its material is abreast of the times with
articles on such topics as Keeping Step, A c
countancy Services, T h e N ew Deal, Y ou r
Taxes and M ine, W h y Mississippi Business
M en Should Use Resident Mississippi C . P.
A .’s, T h e C . P. A . and Taxation. T h e ros
ter of members numbers twenty-five, located
in ten cities. It is an ambitious undertaking
which we are certain w ill succeed in ad
vancing the accountancy profession in the
State of Mississippi.
N EBRASKA
T h e December meeting of the Nebraska
Society of Certified Public Accountants was
held on Friday evening, December 22, at
Omaha with an attendance of over 36 mem
bers and guests, including a number of prom
inent bankers.
T h e agenda, sponsored by Elton C.
Loucks, C . P. A ., consisted of certain live
questions offered the bankers— including val
uation in accountants’ reports of accounts re
ceivable, notes receivable, marketable secur
ities, etc. Other questions raised related to
items to be included as current liabilities and
current assets, verification of assets and lia
bilities, minimum requirements, essential re
quirements of a borrower, long term leases,
book profit on a Company’s own bonds, semi
annual audits and treatment of large w ith 
drawals by stockholders in a close corpora
tion over a term of years.
N E W JER SEY
T h e annual fall conference of the Society
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of Certified Public Accountants of the State
of N ew Jersey was held at the Ambassador
Hotel, Atlantic City, November 10 and 1 1 ,
1 933
Friday afternoon was given over to a golf
tournament at the Lynwood G o lf Club and
a Boardwalk chair ride for the ladies.
Friday evening most of the people attend
ed a football game at Atlantic C ity Audi
torium, after which they found their way
to the several headquarters which had been
provided wherein good fellowship prevailed.
Saturday morning the ladies had a shop
ping tour and in the afternoon they were
taken around Atlantic C ity to visit points
of interest.
T h e first technical session was given over
to a discussion of “ T h e Increasing Impor
tance of Accounting for Installment Sales,”
led by Isaac Benwitt and followed by dis
cussion with W m . C . Heaton acting as ses
sion chairman. T h is was followed by a
paper by H . B. Fernald on “ M unicipal and
State Audits from the Viewpoint of the C er
tified Public Accountant,” with discussion,
John A . Conlin acting as session chairman.
James F. W elch, after briefly speaking on
the general subject, introduced Professor
Eugene Greider, of Rutgers University, who
explained the various developments in eco
nomic courses in the University Extension
Division. One course to which particular
attention w ill be given relates to Public
Finance.
During the luncheon period the Commit
tee of T h e American Society having in
charge the arrangements for the 1934 meet
ing which w ill be held at Atlantic City,
lunched together and discussed their problem.
T h e afternoon program opened with Ju
lius E. Flink as chairman and “ Building and
Loan Associations and the Accountant,” as
the first topic. Judge John W arren, former
president of the N ew Jersey Building and
Loan League, gave an address on “ T h e For
gotten M an ,” George H . Kingsley and Com
missioner M cN ish led in the discussion.
T h e last topic for the afternoon was a
symposium on Accounting Legislation. Abra
ham Puder acted as chairman. T h e dis
cussion was opened by James F. Hughes and
W illiam Surosky, each of whom presented a
prepared paper. M r. Hughes covered the
general question of recognition of Stategranted certificates and M r. Surosky pre

.
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sented a comparison of laws governing ac
countancy and those governing other pro
fessions in N ew Jersey. T h e general dis
cussion was led by Samuel Glassm an.
T h e Recovery Banquet occupied the atten 
tion of all during the early part of the eve
ning and was followed by a dance. A t the
dinner, greetings w ere presented from the
A m erican In stitu te of Accountants by Secre
tary Jo h n Carey and from T h e Am erican
Society of Certified P ublic Accountants by
Secretary D urand W . Springer. W a lte r A .
Staub, President of the N ew Y o rk State
Society of Certified Public Accountants, re
ported on the In ternational Congress on
A ccounting.
E ach of the past presidents
gave short words of encouragement and con
gratulations to the present officers. O n be
h alf of the State Board of Accountancy,
Chairm an H ughes presented to M essrs.
Compton and Surosky, each of whom had
recently retired from the Board, engrossed
thanks for the services rendered the pro
fession w hile members thereof.
N EW

M E X IC O

T h e N ew M ex ico Society of Certified
P ublic Accountants has recently issued a
D irectory of M em bers, which includes the
code of ethics which the society has adopted.
I t has a neat appearance and shows pro
gressiveness in a society of tw elve members.
N EW YO RK
T h e Ja n u a ry m eeting of the N ew Y o rk
State Society was held at the W a ld o rf A s
toria on the evening of the 15th, preceded
by a dinner at the H o tel Lexington.
A t these m onthly dinners, tables seating
ten are provided for the several committees
of the society and an hour is spent in a
round-table discussion by the committeemen
and members who register as desiring to sit
in on the discussion. T h e evening program
was varied, the subjects being designated:
A ccountants’ Office P roced ure; Accounting
M ach in e ry ; A uditors’ L ia b ility ; B an k and
T r u s t Company A u d iting ; Budgets and
Budgetary C o n tr o l; Classification of A c
countancy Services; C lothing M an u factu r
ing A ccou nting ; Federal T a x a tio n ; In su r
ance A ccounting; Inventory M eth o d s; In 
vestment
T ru st
A ccoun ting;
M o n th ly
A u d its; M unicipal A ccounting and F in a n ce ;
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Real Estate Accounting; Retail Accounting;
Standard Costs (Pricing for Profit) ; State
Taxation; Stock Brokerage Accounting;
T extile Accounting; W holesale Accounting.
Norman E. W ebster and John T . Madden
discussed “ T h e Present Status of the
C .P .A . Syllabus,” M yron A . Finke dis
cussed “ Economics in Relation to the Prac
tice of Accountancy,” Frederick W . Squires
outlined the “ Internal Organization of an
Accountant’s Office,” and D e W itt C . E g
gleston explained the “ Mechanical Features
of Accountants’ Reports and W orking
Papers.”
T h e Committee on Employment of the
N ew Y ork State Society made special ar
rangements with the Civic W orks Adminis
tration under which unemployed certified
public accountants were registered at a spe
cially designated place and by a special staff
of interviewers. Civic W orks projects of
fered some openings for technically trained
accountants and the society rendered its
members a valuable service by securing this
arrangement.
O H IO
T h e Ohio Society of Certified Public A c
countants has recently issued a four-page
folder, first being devoted to a statement as
to the increasing importance of proper prep
aration of tax returns, the last page dealing
with the Ohio law governing the Ohio
C . P. A ., and the inside pages containing a
roster of the membership of the Ohio So
ciety, alphabetically arranged by cities. It
is interesting to note that they have members
in thirteen other states, the District of C o
lumbia, Canada and England.
P E N N S Y L V A N IA
T h e Pennsylvania Institute of Certified
Public Accountants issued a general letter
to its members under date of January 4,
summarizing the ideas brought out in the
joint meeting of the Committee on Coopera
tion with Accountants of the Philadelphia
Chapter of Robert M orris Associates and of
the Committee on Cooperation with Bank
ers.
These meetings are usually very helpful in
that the viewpoints of the respective groups
are brought out into the open. One state
ment therein should be of especial interest
to accountants. It is ; “ T h e bankers feel that
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accountants do not always make it sufficient
ly clear that they have not made complete
examinations of all items. T h e Committee
of this Chapter believes that many qualifica
tions which have been used would make it
clear to another accountant that examina
tions were not complete, however, there is
probably just criticism that to a banker qual
ifications should be plainly indicated that the
examination is too limited to be of its usual
value when it is the case.”
Another sentence reads:
“ T h e bankers
seem to feel that accountants should make
an effort to have clients permit them to make
examination sufficiently extensive in scope as
to permit reliance upon the results stated.”
T h e editor believes that a careful exam
ination of the facts w ill clearly demonstrate
that bankers have been much more to blame
for incomplete examinations than have ac
countants. T h e banker has been in a posi
tion where he could specify the scope of the
audit and thus make it as thorough as he
desired but altogether too often he has, when
asked as to the probable cost, named a fig
ure to the borrower as indicating the amount
that might be involved, which was alto
gether too low to insure such an audit or
examination as the banker had in mind.
M uch more satisfactory results would have
been obtained had the banker named the re
quirements which must be met and as to
probable cost replied that that was a matter
that could only be determined when the au
dit or examination was completed.
Advanced legislation affecting accountancy
was taken in connection with three codes
recently passed by the Pennsylvania Legis
lature. T h ey were printed in full in the
M ay, 1933, issue but attention is now called
to them in view of the fact that some legis
latures are in session and all w ill be within
a year. T h e Building and Loan Code pro
vides that the Board of Directors shall have
an audit made by at least three of its own
members or by a C . P. A . T h e Banking
Code contains a provision that the Board of
Directors or Board of Trustees of every in
corporated institution shall have a complete
examination made by three of the members
of its Board or by accountants employed for
the purpose. T h e Corporation Code provides
that unless the by-laws expressly provide
of every business

otherwise theDirectors

cor
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poration shall cause an annual audit to be
made by a C . P. A . who is not a director
or full time employe of the corporation, or
by a firm of practicing public accountants
at least one member of which is a C . P. A.,
the accountant or the firm to be elected by
the shareholders of the corporation.
UTAH
T h e December meeting of the Utah A s
sociation of Certified Public Accountants
was held at the Chamber of Commerce in
Salt Lake City.
A tabulation of replies to a questionnaire
recently circulated among the members of
the society was presented by Alan Grant
M ann, secretary, and was made the basis
for a program of the season’s activities and
to outline the various technical subjects re
lating to the accounting profession to which
special study is to be devoted.
Plans for a possible standardization of au
dit procedure with respect to audits of mu
nicipalities were discussed and the officers
authorized to appoint a committee to pre
pare data relative thereto for presentation
at the next meeting of the society.
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Bankshares Corporation, presented interest
ing phases of the present economic situa
tion— “ Inflation,” “ Controlled Currency,”
“ T h e Gold Standard.”
W Y O M IN G
January issue of the W yoming
C .P .A . contains as its leading article a state
ment by President Haselmire on “ T h e Evo
lution of the Accounting Profession.”
T h e annual meeting of the W yom ing So
ciety of Certified Public Accountants was
held at Cheyenne on November 18, 1933.
T h e officers elected for the ensuing year were
President, W . B. Haselmire of Casper;
Vice-President, T . E. Rogers of Green
R iv er; Secretary-Treasurer, E d m o n d s
Knittle of Casper.
T h e guests at the banquet, held at the
Plains Hotel, were Collector of Internal
Revenue Cassidy and State Bank Examiner
W ilde, with members of their respective
staffs. T h e candidates sitting at the C .P .A .
examination were also present.
O.
M . Cordle presented a paper on “ T h e
N R A and the Securities A ct.” K arl B. A xt
spoke on “ Cost Accounting and the L ive
stock Industry,” and Edmonds Knittle pre
sented a paper on “ Profit Accounting.”
The

V IR G IN IA
Thirty-five accountants in the Tidewater
section met in N orfolk on the evening of
January 5, 1934, and formed the Norfolk
D r. Joseph J. Klein, chairman of T h e
Chapter of the Virginia Society of Public American Society Committee on Federal
Accountants.
Legislation, has been named a member of the
A.
Lee Rawlings and Alfred N . Hilton Board of Higher Education of N ew York
led in a discussion of the application of N R A
City.
codes and B. A . M cKinney spoke on T a x a 
tion. T h e new chapter w ill hold meetings
T h e publisher of the Financial W orld ,
on the first Friday evening of each month.
Louis Gunther, recently stated that “ inde
W . R. Tolleth, C .P .A ., was elected presi pendent audits prepared by certified public
dent, A . Vernon Sheffeld, C .P .A ., vice-presi accountants that w ill reveal accurate in
dent, and George J. W aas, C .P .A ., secre formation to stockholders should be made
tary-treasurer.
compulsory.”
T h is is the first chapter of the Virginia
Society of Pubic Accountants, which was
Henry Heimann, Executive M anager of
organized in 1907. It is understood that the National Association of Credit Men, has
other chapters are being formed in Rich been appointed as head of the new Shipping
mond, Lynchburg and Roanoke.
Board Bureau. W hen the President abol
ished the old United States Shipping Board
W IS C O N S IN
its functions were transferred to the Com
T h e regular meeting of the Wisconsin
merce Department and in this appointment
Society of Certified Public Accountants was they have been placed in charge of the new
Bureau.
held on M onday evening, December 4, 1933,
O ur members w ill recall with pleasure the
at the M ilwaukee C ity Club.
M r. F. W . Dickey, of the Wisconsin
address given by M r. Heimann at the annual
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meeting of T h e American Society held at
Memphis in 1931.
W illiam H. Kelly, Commissioner of Bank
ing and Insurance of the State of N ew
Jersey, in a report to the shareholders of the
Guarantee Building and Loan Association,
paid a special compliment to Julius E.
Flink, C .P .A ., of Newark, whom he had
appointed as conservator last M ay.
A fter an analysis of the information sub
mitted to him with the summary for the
balance of the fiscal year, he said: “ T he re
sults of M r. Flink’s administration as con
servator have been very satisfactory. O n his
shoulders has been placed a responsible task,
and it is a cause of much gratification to me
to commend him for his fine administration,
which is evidenced by this report.”
George G . Scott, C .P .A ., of Charlotte,
N. C., has been appointed Director of the
Department of Accounts and Records, D e
partment of Revenue of the State of North
Carolina.
Lee M cGinley, Chairman of the M ichi
gan State Board of Accountancy, was
elected Commissioner of Finance at the last
municipal election in Marquette, Michigan.
A n analysis was made of the registra
tions filed with the Federal T rad e Com
mission in October and November under
the Securities A ct and it showed that on the
securities registered an average of a little
over 16% of the proceeds of sale was in
tended for underwriting and other selling
expenses.
T h e South B en d N e ws-Tim es for Decem
ber 28 contains a half page reprint, with a
goodly heading, of an article by P. F. Gray,
Chairman of the Committee of the Robert
M orris Associates on Cooperation with Pub
lic Accountants in N ew Y ork City. T h e ar
ticle was based around the statement “ T he
desirability of unrestricted audits with ac
countants unqualified certificates was never
a more important consideration for compan
ies needing credit than at the present time.”
T h e South Bend group have been very
careful in selecting material presented to
the local papers with the result that the
profession is gathering strength by reason
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of a very desirable type of publicity.
Accountants are often required to pass
on and to evaluate life insurance policies in
their relationship to the assets of businesses
whose statements they prepared. A t a re
cent convention of an association of life in
surance presidents, Leroy A . Lincoln, G en
eral Counsel of the Metropolitan L ife In
surance Company of N ew Y ork, presented
an address on “ A Colloquy on L ife Insur
ance.” A request w ill bring you a copy.
In December of each year a report is pre
sented covering the enrollment in American
universities and colleges for the current
school year.
T h e survey and analysis is
made from statistics furnished by 546 ap
proved universities and colleges, shows a de
crease of 5 % in the number of full-time
students. T h e decrease is more noticeable in
the professional and vocational courses than
in the liberal arts courses. T h e greatest en
rollment drop is to be found in schools or
departments of education while the enroll
ment in schools of business administration is
less than 4 % of that of last year.
W e are in receipt of a reprint of the
twelfth annual compilation by the Detroit
Bureau of Governmental Research of the
comparative tax rates for 284 cities in
T h is covers the cities with a population of
over 30,000 in both the United States and
Canada.

1933.

W e quote the following from T h e M o d 
ern Corporation and Private Property, by
Adolph A . Berle and Gardiner C . M eans:
“ T h e size of the modern giant corpora
tion is difficult to grasp. M any people would
consider large a corporation having assets
of a million dollars or an income of $50,000.
Measured by the average corporation this
idea would be justified. In 1927 two-thirds
of all corporations reporting net incomes
earned less than $5000 each. T h e average
non-banking corporation in that year had an
income of only $22,000, and gross assets of
but $570,000. In comparison with the aver
age corporation the million-dollar company
would be large. But in comparison to the
great modern corporation, both are pigmies.
O n the basis of assets, the American T e le 
phone and Telegraph Company would be
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equivalent to over 8000 average-sized corpo
rations, and both the United States Steel
Corporation and the Pennsylvania Railroad
Company to over 4000. A hundred-milliondollar company would be equivalent in as
sets to nearly 200 average corporations.
Clearly such great organisms are not to be
thought of in the same terms as the average
company. Already the Telephone Company
controls more wealth than is contained
within the borders of twenty-one of the states
in the country.”

The Independent Audit
(From N o rth Pacific Banker ,
January, 1934)
N ot necessarily in increased business these
times, but in firmness of accepted results, to
this department of banking technique, public
accountancy with its detached viewpoint and
concentration of effort, in the estimation of
bankers using this arm of the service, is more
than holding its ground. And bankers are
beginning to more and more realize that it
is within their power to break up what is
considered the weakness of the special audit,
namely the hiring of the accountant for the
party to be audited by the party himself, by
having this feature changed to a selection
by the bank instead. T hu s is overcome that
observation of an accountant who said that
you can’t “ expect the accountant to be zeal
ous to prove that the man who hires him is
a crook.” W orking for the bank is the bet
ter background.

ANNOUNCEMENTS
W illiam P. Field & Company, Public A c
countants, announce the removal of their of
fices to Edificio Bacardi, Monserrate y Pro
greso, Departamentos 616, 617, 618, Haba
na, Cuba.
Edward P. Trem per, Jr., C . P. A ., an
nounces the removal of his offices to the Se
curities Building, Seattle, Washington.
J. A . Hansbrough and M . A . M onte
negro, Certified Public Accountants, an
nounce the formation of a partnership for
the general practice of accounting under the
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firm name Hansbrough & Montenegro, C er
tified Public Accountants, 810-813 W allace
S. Building, Tam pa, Florida.
C. Edwin Oyster & Co., Certified Public
Accountants, are now located on the Eighth
Floor, Griffith-M cKenzie Building, Fresno,
California.
Harold O . W alker & Co., Certified Pub
lic Accountants, announce the dissolution of
the partnership. M r. W alker has entered
private corporate practice and M r. Rand
w ill succeed to the business of the partner
ship and continue the offices as Frank H .
Rand, Certified Public Accountant, 17 East
42nd Street, N ew Y ork City.
Samuel I. Bendet and W illiam M arqu
lies, Certified Public Accountants, announce
the formation of a partnership under the
firm name of Bendet & Marqulies, Certified
Public Accountants, with offices in the L ef
court Building, Newark, N ew Jersey.
M . P. Rosenthaler and Carden S. Shekell,
Certified Public Accountants, announce the
formation of a partnership under the firm
name of Rosenthaler, Shekell & Co., Certi
fied Public Accountants, 2263 National
Bank Building, Detroit, Michigan, to con
tinue the practice formerly carried on under
the name of Rosenthaler, Bernard & Co.
Geo. E. W ood, C . P. A ., has formed a
connection with H . C . Northrop & Com
pany, Certified Public Accountants, Inde
pendence Building, Charlotte, N . C .
George B. M iddleton & Co., Accountants
and Auditors, announce the removal of their
offices to 261 Sonna Building, Boise, Idaho.
H ugh M . Frye, C . P. A ., announces the
opening of an office for the general practice
of accounting at 1110 Dallas Bank & T ru st
Building, Dallas, Texas.
Louis S. M oser and Irving I. Shapiro,
Certified Public Accountants, announce the
formation of the partnership of Moser, Sha
piro & Company, Certified Public Account
ants, w ith offices at 1126 Metropolitan
Building, 134 North LaSalle Street, Chi
cago, Illinois.

S .N .D . N o rth , then D ir e c t o r o f the U n ite d States
C e n su s B u re a u , w a s b u s ily en gaged lay in g plan s
fo r the
C e n s u s . M r . N o r th c a lle d to W a s h 
ington se v e r a l m en, one o f w h o m w a s J a m e s
P o w e rs , an E n g in e e r, to d e v e lo p a n e w and m o re
su cc e ssfu l typ e o f sta tistica l m ach in e. J a m e s
P o w e r s ’ p rin cip a l co n trib u tio n to the
C en su s
w as the C e n s u s P u n ch in g M a c h in e o f w h ich
w e re m a n u fa c tu re d an d u se d fo r that g igan tic task.

1910

1910

300

T h u s w a s b o rn the first au to m atic k e y pu nch. T h e
U n ite d S tates G o v e rn m e n t g av e M r . P o w e r s the
right to a p p ly fo r a ll p aten ts on his m an y in 
ven tion s w h ich r e su lte d in the m a n u fa ctu re o f
P o w e rs A c c o u n tin g M a c h in e s.

90

T O D A Y the P o w e r s
co lu m n p u n ch p e rfo ra te s
into e ith e r
or
co lu m n ca rd s. P u n ch in g . . .
the o n ly m an u al o p e ra tio n in the P o w e r s m eth od
. . . is s im p lic ity its e lf. T h e s e P o w e r s p u n ch ed
cards fo rm the basis fo r all su b seq u en t A c c o u n tin g
C o n tro l and M a n a g e r ia l R e p o rts. A t the righ t a re
a fe w of the m an y m ach in e fe a tu re s.
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90

L i s t e n to “ M a r c h o f T i m e ” e v e r y F r i d a y

8:30 p .m .
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1. KEYBOARD—Designed for punching
numerical or (and) alphabetical desig
nations in either 45 or 90 column
cards.*
2. KEY ACTION—Full electric.
3. TOUCH—Feather light key depres
sion.
4. CARD FEED AND EJECTION—
Automatic through the depression of
a trip key.
5. AUTOMATIC BACK spacer—
Permitting correction of errors —
eliminating card spoilage.*
6. AUTOMATIC SKIP KEY—With
fully adjustable skip stops.*
7. COLUMN INDICATOR SCALES—
Informs the operator of punching
position at all times.
8. CARD FORM HOLDERS—Makes
card form visible.
9. automatic i n t e r m e d i a t e
CARRIAGE RETURN STOP—Com
pletely adjustable to any column
position.*
10. REPEAT PUNCHING—Instantane
ous in any position, column or field
of the card.*
11. DUPLICATE PUNCHING—In any
or all columns or fields of the card
at a speed of 100 cards per minute.*
12. 90 COLUMNS—The greatest column
capacity known in punched card ac
counting methods.*

M A C H I N E S

Division of REMINGTON RAND Inc., Buffalo, N. Y.
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State Board News

Help on Your

HA W AII
J. K. Lamberton, C. P. A., of Honolulu,
has been appointed to the Hawaii Territor
ial Board of Accountancy to succeed H.
Douglas Young, deceased. Mr. Lamberton
has been elected President, E. R. Cameron,
Secretary, and M att M. Graham, Treasurer.

IN C O M E T A X W O R K
H ere’s an authoritative aid for getting
accurate results, for com pleting your
task more quickly.
N ot a substitute for official regula
tions or expert “tax service” but a
ready reference work on essentials
of questionable matters. In addition,
it presents a syllabus of recom 
mended accounting procedure never
before published, yet based on
m ethods and precepts that have been
successfully used.

M IN N ESO TA
Announcement is made of the appointment
of Virgil J. Pedrizetti, of Duluth, to the
Minnesota State Board of Accountancy to
fill the unexpired term of Jarl W . Hanson,
resigned.

PUBLIC ACCOUNTING
PROCEDURE
B y L ee M cG inley, C .P .A .
Chairman, M ichigan State
Board of Accountancy

N EW YORK
Under date of December 28, 1933, the
Professional Licensure Division of the State
Education Department of the University of
the State of New York announced that at
a recent meeting of the Board of Regents
the certificate as a certified public account
ant of Arthur J. Hoffman had been revoked
following his conviction of grand larceny
which is a felony under the State law.
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FIRST YEAR

E
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Accou ntin g I
Accou ntin g I I
B u sin ess L a w

A book th a t should be on th e desk or in the
lib rary o f every professional accountant,
auditor, C .P .A ., an d advanced accounting
stu d en t. I t is a tra n s c rip t of practical data
fo r specific situations, not a textbook.
N eat, du rable sem i-flexib le cover, go ld -lettered .
169 pages. P ostpaid, $2.50.
(M oney w ill be refunded if you are not fully
satisfied and return copy to us w ithin ten days.)

THE GREGG PUBLISHING CO.
270 M ad ison Ave., New York, N. Y.

G reg g B o o k s A r e A u th o r ita tiv e .

r o fe s s io n a l

Fundam entals o f R ecordative A ccounting
Advanced R ecordative A ccounting
Contracts, Sales, A gency, Bailm ents, N egotiable
Instrum ents
Fundam entals o f E nglish
Business E nglish
Behavioristic and Abnormal

English I
English II
Psy ch o lo g y
B usiness M a th e m atics

SECOND YEAR

rT a i n i n g

B usiness P ra ctice

P en m an sh ip

A cco u ntin g I I I Advanced A ccounting Problem s
A ccou ntin g I V Constructive A ccounting— System Building
A cco u ntin g V
Cost A ccounting, Brokerage A ccounts
A ccou ntin g V I A uditing, Incom e Taxes, Consolidations
B u sin ess L a w
Partnerships, Corporations, Bankruptcy, Real

Property
E n glish I I I
B usiness R eports, Statistics, Graphic Charts
E n glish I V
Appreciation o f English
C red its
Econom ics
C o rp o ra tio n Finance
Instruction is presented by means of lectures, demonstrations, and laboratory practice. (Twenty-five hours a week
in the classroom; twenty hours of home work.)
The aim is not only to provide a training in accounting principles and procedure, but to develop a high degree of
technical sk ill in the application of these principles in accordance with modern practice.
Two years are required to complete the training—the shortest time consistent with thoroughness. Tuition $235.00
a year. Excellent living accommodations at reasonable rates for out-of-town students. The catalog w ill be sent
upon request .

T H E B E N T L E Y SC H O O L o
H. C.
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The new Burroughs Electric Carriage Typewriter saves the typist
all the interruptions formerly required to shove the carriage back
by hand a thousand or so times a day. The built-in motor returns
the carriage and spaces to the next writing line. It also shifts
to capitals. Every movement o f the carriage is controlled from
the keyboard. This results in easier, faster and neater typing.
Call the local office for a demonstration

, or write
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ONE of the interesting features of the course in Accounting offered
by the International Accountants Society, Inc., is its wide range of
selectivity, which affords the student specialized instruction.
The chart showshowthe student can select more thanone-half his
lessons to cover subjects pertaining to work in which he is most in
terested.
This elective feature enables the student to progress directly to a
specific goal. After attaining his goal, he can broaden his knowledge
by proceeding with the study of the remaining subjects.
Upon request, w e w ill gladly m ail our booklet, "How to Learn
Accounting,” to anyone who is interested in obtaining fu ll inform a
tion regarding I A S . training. A ddress the International Account 
ants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
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Con stant changes in business requirements, augmented by new State and
Federal legislation and rapidly changing economic conditions, necessitate
the employment of men more highly trained in accountancy than here
tofore.

30 Lectures

W a lto n ’s new Course in A D V A N C E D A C C O U N T I N G P R IN C IP L E S A N D
P R O C E D U R E provides advanced training of a high order for those who
desire to advance along accounting lines to executive positions of responsi
bility and higher remuneration and for those in public practice who desire
to pass their C.P.A . or Am erican Institute Examinations.

Amply
Illustrated

W A L T O N 'S Intensive Short Course in A D V A N C E D A C C O U N T I N G P R IN 
C IP L E S A N D P R O C E D U R E is not a rewritten or revised course; it is new,
original, fresh from the press.

with

Probl ems

and Their

The text material comprising this new course is the product of years of re
search by the author, whose practical accounting and teaching experience
extends over 25 years and whose position in the field is preeminent. Every
lecture presents for the guidance of the reader the latest trends and de
velopments in accounting practice and procedure.

Solutions
Thirty Lesson Assignments, includ
ing Lectures, am ply illustrated,
and
Practical
Problems
and
Theory Questions. The Author's
Solutions to Problems and A n 
swers to Theory Questions, re
turned to the Student with his
Lesson W ork, constitute a M o st
Valuable Part o f the Course.

The authoritativeness of the text is materially strengthened by the citation
of a great number of legal cases and statutory laws; the legal side being
stressed because, in the final analysis, the rulings o f the law govern.

Send for a Free Descriptive Folder!
It will give you a very definite idea o f the scope and thoroughness o f this
new W alto n Advanced Course. N o obligation is incurred. M a il the coupon
Now.

Other Walton Courses
C O N S T R U C T IV E A C C O U N T I N G □
C O ST A C C O U N T IN G □
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C O A C H IN G □

D a y a n d E v e n i n g C la s s e s a n d H o m e S t u d y I n s t r u c t io n
Charles H . Langer, Ph.B.,
C.P.A.
President and
Educational Director
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IF INTERESTED IN OTHER
WALTON COURSES, USE
THE LIST ABOVE, C H E C K 
ING THOSE ON W H IC H
YOU DESIRE INFORM A
TION, AND MAIL THE
C O U PO N

W A L T O N S C H O O L O F C O M M E R C E , 501-511 McCormick Building, Chicago
Please send me the Free folder describing your new intensive Course
in A D V A N C E D A C C O U N T I N G P R IN C IP L E S A N D P R O C E D U R E and
oblige.
N am e

............................................................................................

Address ....................................................................
C ity and State
Occupation

........................................................
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Certified Public Accountants—
are engaged to (1) M ake an Examination of the Financial Condi
tion of a Concern by either (a) detailed audit of the transactions
for a given period or (b) test audit for the period covered; (2)
M ake an Examination and Review of Operations (involving ana
lytical study) either (a) in connection with audit or (b) inde
pendent of an audit; ( ) M ake Specific Account Audits; ( )
Render Miscellaneous Services such as (a) making specific investi
gations (b) preparing tax returns and representing clients in tax
matters (c) devising accounting systems (d) arranging proper
budgetary procedure (e) acting as trustee, receiver, arbitrator or
business advisor. They
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—

to which they are amenable and by which their certificates may
be revoked, cancelled, or suspended for cause.

T h e ir P ro fe s s io n a l S t a n d a r d s A r e

—

developed and strengthened by cooperative contacts with their
fellow workers through Local, State and National OrganiZations
and they may fairly be

M e a s u r e d b y S o ciety M e m b e r s h i p

—

through which only may they exert an influence in advancing
professional ideals, as well as derive the individual benefits which
result from the efforts of a united and progressive group.
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ERE, organized for ready use, are practical, up-tothe-minute suggestions to help you in two im
portant aspects of your daily practice: first, to
read quickly from the accounts and statements of a
business the conditions and tendencies you need to know
for any purpose—internal management, credit, new fi
nancing, etc.; and second, to make these facts plain and
convincing to clients or others as occasion requires.
You get a new insight into all the most effective com
parisons, ratios, standards, indexes, and other methods
which are your tools for analysis. And you get a wealth
of suggestions on how and when to use these tools to
best advantage to get at what is happening in a busi
ness—its solvency, its earnings, its policies; the alert
ness and efficiency of its management.

H

Goes Far Beyond Usual Analysis
This book takes a place in your professional library
distinct from anything else on statement analysis.
Mr. Gilman covers methods of much wider scope than
many include in analytical work. He includes both in
ternal and external analysis. He covers the profit and
loss statement as thoroughly as the balance sheet; in
ternal analysis of plant, management, sales, operating
expenses, and profits as well as financial condition; sta
tistical operating quantities as well as dollar-facts; and
trends of the business that may be just as important to
you from the long-time viewpoint as existing conditions
at a particular moment.

n

t s

Just Published
2nd

edition— new throughout

42 C H A P T E R S

IN C L U D E :

Approach to analysis problems; com
mon business ailm ents; collecting an
alytical d ata; constructing and using
ratios;
historical
ratio
comparison;
standard ratios ; comparability of ratios;
analytical use of ratios.
Business trend analysis; trend percent
age m ethod; analysis aids and devices.
Overinvestment in receivables, in in
ventory, in fixed assets—external and
internal analysis; insufficient capital—
measuring net profits— principles of
operating analysis; insufficient sales;
excessive cost of goods sold— analyzing
costs ; excessive operating expense— de
preciation, interest, profits; excessive
distribution of dividends.
Control books and ch arts: budgets;
using analysis methods in reports; anal
ysis and interpretation.

475 pages, $ 4.00

Applies Methods to Specific Conditions
Emphasis is on reducing your study to a small number of major
conditions and to use of a few powerful analytical methods; on
tracing down difficulties to specific business ailments which give
you a basis for judgment and on which action may be taken.
The book is full of illustrations of specific methods of analysis,
based on detailed accounting figures taken directly from the records
and internal reports of small and large concerns—such data as you
deal with in summarizing in statements the financial condi
tion and the operating results of client companies. Through
out, the book reflects the author’s intimate acquaintance
fill in a n d m a il to
with internal business problems, based on lifelong experi
T H E R O N A L D P R E S S COM PANY
ence in association with business organizations and in public
15 E a s t 26th S t., New Y o rk , N. Y .
accounting practice.

(M772)

Send me Gilman’s Analyzing Financial Statements (new
2nd edition). Within five days after its receipt, I will
send you $4.00—plus a few cents delivery—in full pay
ment, or return the book to you. (We pay delivery
charges if cash accompanies order—same guarantee of
satisfaction).
Name ( p l e a s e p r in t ) ...............................................
H Firm or
H Reference .........................................................

S end for a Copy—
Satisfaction Guaranteed
Y ou will find Gilman’s Analyzing Financial Statements
ideally suited to professional requirements. On your order,
we will send you a copy immediately. I f after examination it
seems to you that the book offers nothing you are not
getting now, you may return it. Ju st fill in the order form
at the right, and drop it in your outgoing mail.

( m ust be fille d

in

unless you send cash)

Business Address ...................................................
City ........................................ State...................
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V ol. X I V

M arch, 1934

N o. 3

E d it o r : D u ra n d W . S p r in g e r . Published m onthly by T h e A ccountants P ublish in g Com
pany. P u b lic a tio n o ffic e : C an d ler B uild ing, B altim ore, M ary lan d . E d it o r ia l o ffic e : N ational
P ress B uild ing, W ash ington, D . C. A ll comm unications fo r publication should be addressed to
the E d ito ria l office, N ational P ress B uild ing, W ash ington, D . C. S u b scrip tio n p r i c e : A y ear
of 12 issues, $ 2 .0 0 ; twenty cents a copy. Entered as second-class m atter, Ja n u a ry , 1934, at the
postoffice at B altim o re, M d., under act of M arch, 1879.
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HE em phasis in N R A is changing. Even w hile protests rise, the
focus is shiftin g from im m ediate to remote objectives. W e have
N R A studying the effect of codes, and Secretary W allace propounding
the riddle of a national or an international economy for America. Method
is giving place to direction.
Such a movement was to be expected. Econom ic planning is of the
essence of the New Deal. That the push comes suddenly now is due to
the fact that the protests concerning method can be met only by reference
to the end sought. In fact, we have an economic constitution in the mak
ing. And like the C onstitution of the U nited States, it has been born in
emergency, and is the child of compromise.
Naturally, so early in the growth of the constitutional blueprint, the
lines are not complete, nor final. The broad problems are k n ow n ; what
they portend is not known, nor what the practical solution may be. The
statistical chart conceived by projecting “trend lin es” is logical only so
long as the elem ents entering into the trend are relatively stable and
predictable. I f they be fluid or alterable, the picture changes. N R A is
in process of being modified as a result of divergence between hypothesis
and fact.
A number of elem ents have been casually altered by the New Deal
w ithout due thought. W ages and hours, for example. Every socially
minded person w ill agree that shorter hours and a higher average wage
is desirable if the cost be not more than it is worth. So, we have an or
ganized cry for a 30-hour week and for scaling down code hours by execu
tive fiat.
The m atter is not so sim p le : no subject requires such intense study.
W ages and hours are the key to a long chain of relationships. There is the
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social problem of more leisure. The use of leisure is more difficult to learn
than working efficiency. There is the business problem of increased
production costs in relation to a balanced production, an altered market,
inter-industry com petition, and surplus capacity.
Increased labor cost m ust be studied as an incentive to invention.
It has been said that the most serious aspect of labor-saving machines
is not the displacem ent of labor but the encouragement of excess capacity.
Surplus capacity cannot be disposed of sim ply by raising prices or
by w riting off the investm ent and scrapping the m achinery and plant.
Surplus capacity is intim ately related to an inefficient, unintelligent use
of capital. Heermance in his book, Can Business Govern Itself, remark
ing that excessive com petition goes back to overfinancing, says that where
as formerly the problem was to make labor more efficient, now the problem
is to make capital more efficient.
S tatistics of the Federal Reserve Bank of New York show that the
volume of physical production for the whole world w as for some time
expanding at the rate of 3 per cent a year, and in the U nited States, 4 per
cent. Says H eerm ance:
“A certain am ount of duplication and excess capacity are to be ex
pected. They are part of the price we m ust pay for the advantages of
competition. . . . A t w hat point does the surplus equipm ent in an industry
come to be dangerous? . . . From a study of specific industries under fairly
normal conditions, I should be inclined to say that com petition becomes
unmanageable when the overcapacity reaches between 25 and 50 per cent
for a period of at least two years. . . . If surplus capacity can be kept
below the danger lin e (say w ithin 35 per cent or whatever the approxi
mate figure m ay b e ), it is possible for the industry to carry on success
fu lly under the com petitive system .”
Our whole business philosophy of taking losses to choke competition,
or for gain in the future appears to be on the way to revision. As Secre
tary W allace em phasized: industry’s right to existence, under economic
planning, becomes not a vested right, but one that m ust be justified on
grounds of economic function, or else the industry or units of it be arbi
trarily retired.
Inter-industry com petition is com plicated by what Andre Siegfried
calls the varying “ages” of our economic activities. “Industrially,” he
has said, “Am erica is m ature; as an exporter of cotton she is young, and
as a consumer of wood she is old.”
Intra-industry relations are bound up with the problem of the sm all
business. A part from any question of trespass upon individual freedom
of action and existence, w hat precisely is the place of the sm all business
in our world? Should effort be made to preserve the sm all unit for eco
nomic reasons or has it only sentim ental justification?
G ranting that our faith in com petitive price-making has been greatly
modified, yet not supplanted, what should be our theory of price-making

1934

THE CERTIFIED PUBLIC ACCOUNTANT

135

to guide us in the future? How equitable a balance is possible between
Cost and Market?
These are problems that confront the accountant in his capacity of
business counsellor. W hat w ill be his answer— a technical review of the
figures, or a forward-looking analysis of “what dangers and p itfalls are
to be found in each course,” so that m anagement may decide wisely?
C o d e s

by D

T

urand

O n

W. S

C o s t

p r in g e r ,

C.P.A.

H E passage of the N ational Industrial Recovery Act, w ith its at
tendant adm inistration, has brought into the open the entire subject
of cost accounting on a scale by which it has never been heretofore con
sidered.
F a ir
P r a c tic e
P rocedu re
can never be attained until
comparable cost records and statistics are available. The general term
“prohibiting sales below cost,” which has been used by both Government
and Industry, means absolutely nothing to either save as cost is com
parably determined.
The hope was originally expressed that it would be possible for a
definition of cost to be so framed as that decisions could be im m ediately
reached which would make it possible to authoritatively perm it the fixing
of prices on a not-lower-than-cost basis. The m ost that can be done is to
provide a set-up by which the costs in each group may be comparably
standardized, requiring that either Industry itself shall reach an agree
ment as to w hat the Standard shall be in each case or, failin g to do so, the
Government w ill make the determ ination.
General Johnson, in his opening address February 27, before the
group which had been invited to give their criticism s of the NRA, pre
sented twelve points which he said represented the corrections which ex
perience had indicated were necessary in the problem of Code A dm inistra
tion. The second of those was, “a more effective rule on costs for the pur
pose of m aintaining rules against sales below cost of production.”
Codes should not attem pt to define costs in detail. It is a w aste of
time. Too much in that direction has already been attem pted. Each Code,
however, should provide that the Code A uthority m ust prescribe, subject
to the approval of the Government Authority, what shall be the account
ing and statistical practice and procedure, which m ust be uniform w ithin
the group, on the various points which are presented for interpretation
from tim e to tim e by either Authority. Only as such a policy is followed
will it be possible to obtain comparable statistical or financial reports by
means of which just decisions may be reached. D ifferent accounting prac
tices, with reference to the same item, can be defended by both theory and
practice when applied to an individual unit w ithin a group, although
either may be of relatively little value u n til the group as a whole, either
itself or by official edict, arrives at a definite decision w ith regard to the
practice concerning that particular item.
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Uniform cost system s, even if used by all units of any particular
group, are not of them selves sufficient. The facts they present m ust not
only be utilized but to be of value they m ust have a Standard base of inter
pretation. H eretofore the business and economic theories of the m anage
m ent of individual units has been the determ ining factor with reference
to accounting practice to be followed. The C o d e T h e o r y has, however,
set aside the individualistic idea by which business has been conducted
and substituted therefor the cooperative idea.
Each C o d e should include three cost ideas, general in character,
with details om itted but arranged for as a m atter of adm inistration.
A. Each Code should require the Code A uthority to specify what cost
factors shall be included in cost determ ination. The cost factors
should include expenditures, either made or contracted, for (1) m aterial
or merchandise purchased for use in m anufacture or for sale, (2) wages
or salaries for labor or services in production processes, (3) production,
overhead or burden expenses, (4) operating, sellin g and distribution
charges— direct or indirect, (5) adm inistrative requirements.
Each of these factors w ill have appropriate subdivisions. Each item
of cost w ill be allocated as determined by the Code A uthority, subject to
confirmation by the Government Authority. How far shall each industry
go in establishing a comparable base? Shall the cost base be the cost of
an individual unit of production or the cost of the industry average?
Shall the base be the cost of each individual item processed or the cost
of the entire output of that unit? Over how long a period of tim e shall
the cost determ ination be spread? In determ ining the Standard Reason
able Cost for a group, to w hat extent may consideration be given to par
ticular conditions in individual units, not reflected by the m athem atical
com putations, for which allow ances m ight properly be made? These are
types of questions which m ust be answered in the form of adm inistrative
rules or regulations.
B. Each Code A uthority should be required to fix a uniform fiscal
year date for the units operating thereunder, preferably the date at which
the m aterial inventory is the low est, usually termed the N atural F iscal
Year.
Em phasis should be placed on the necessity for a uniform fiscal
year date. This is the m ost im portant point of present-day differences in
cost comparison. U nless a definite fiscal year date is named for each
group, all other decisions that may be made in an effort to obtain a com
parable cost are absolutely valueless. The largest variable figure in any
cost determ ination revolves around inventories. The established rule in
accountancy is to value inventory at cost or market, whichever is lower.
Costs, however, having varied in different units, so far as raw m aterial is
concerned, the costs of goods in process and finished goods m ust neces
sarily vary. W here the m arket price is the base, the question arises as to
whether it is m arket when bought or market when processed. W here d if
ferent fiscal year bases are used in different units of the same group, the
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cost value of goods on hand may be reckoned in the processing determ ina
tion at either original cost, market when inventoried, or market when
processed, with the possibility of such m anipulation as to produce incom 
parability. I f all units use the same fiscal date there w ill be the same
fluctuation between that inventory figure and the market figure at the
tim e when processed or sold in any unit as in all other units in the same
group so that there w ill only be two item s to deal w ith instead of three.
The policy, which has been largely followed, of using December 31
as the fiscal year date for closing purposes, has been due to the fact that
in our first income tax law that date was definitely fixed, although later
an amendment provided that another date could be selected. The regula
tion requiring two returns for the year in which the change was made has
deterred m any industrial organizations from m aking the change.
The necessity for a uniform fiscal year date having been recognized,
it should be apparent to Industry that the period in the year when inven
tory is at its low est is the m ost desirable. Inventories being a variable
item , the sm aller the am ount of inventory on hand the less influential in
cost determ ination w ill be the inventory feature, and, therefore, the more
accurate w ill be the cost determ ination.
F or Industry, the extra work involved in inventory taking and annual
statem ent m aking would come when there was more leisure on the part
of the employees than when inventories were being piled up or production
was at a peak. Less tim e would be required in taking the inventory and
more accurate cost figures would result because of the sm aller variable
factor. The work of the Government, on the other hand, would be greatly
facilitated should the N atural F iscal Year be put into effect in all In 
dustry because it would stagger the work in the Revenue Department,
both in local offices and in the central office, enabling it to be done with
a sm aller force and under less strain.
C. The Code should provide that the Code A uthority report to the
Government A uthority, probably more frequently the first year than
thereafter, at stated intervals, or whenever directed by the Government
A uthority, all statistical inform ation needed and decisions reached on
problems involving accounting practice and procedure, all of which must
be uniform in principle w ithin that group. Before a change in principle
may become effective, the Code A uthority shall have subm itted the same
to the Government A uthority for a period of ten days, during which tim e
the Government A uthority may order a hearing for the purpose of satis
fying itse lf as to the fairness, value or necessity of the proposed change.
In the absence of such a hearing being called, the proposed change shall
become effective at the end of ten days. F ollow ing a hearing the Govern
m ent A uthority shall accept or reject the proposal w ithin a period of
ten days.
Merely as illu stratin g some of the accounting problems w ith which
Industry is confronted, details for which are after all questions of adm in
istration, and not w ith any attem pt at exhausting the list, the follow ing
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points w ill sooner or later require a definite determ ination by the Code
A uthority as to what shall be the uniform practice w ithin the group.
1. On what basis shall the burden or overhead expenses, both be
tween and w ithin the several cost divisions, be allocated?
2. Shall the inventory provision be cost or market, whichever is
lower, or confined to either alone? Shall the basis be at tim e of purchase,
at tim e of processing or at tim e of inventory?
3. W hat allocation shall be made of in-transportation and out-trans 
portation as regards purchases, sales, and/or returns?
4. W hat shall be the treatm ent of cash discounts on m aterials or
commodities purchased and/or on sales?
5. W hat shall be the allow ances in cost determ ination for the use
of real property owned as an offset to rental expenditures in other units?
6. W hat shall be the rates of depreciation and/or obsolescence for
the several classes of property together w ith a prescribed method for han
dling repairs, m aintenance and replacements?
7. W hat shall be the policy for distribution of various types of taxes?
8. W hat shall be the policy in the distribution for various types of
insurance?
9. W hat shall be the allocation of interest paym ents for working
capital necessities, for capital assets bonded or for allow ances on capital
investm ents?
10. W hat shall be the allocation of research expenditures for antici
pated advanced developments as distinguished from research costs for
imm ediate needs?
11. W hat shall be the basis of allocating advertising cost between
periods in which made and periods in which returns are expected?
12. W hat shall be the practice w ith regard to cost of collections and
allow ances for bad debts?
13. H ow shall Code expenses be allocated?
14. H ow shall changes in valuation of capital account be treated?
15. W hat allocations shall be made in either credits and/or charges
involved in connection w ith any by-products either utilized or sold?
16. How shall the expenditures for correcting m istakes or errors of
a previous accounting period be handled as distinguished from expendi
tures for correcting sim ilar item s in the present accounting period?
These are a few illustration s of features that do not lend themselves
to advance Code determ ination. They are adm inistrative problems. Some
of them w ill require different answers in one group from what they should
receive in another. Some of them w ill require different solutions in one
portion of the year than they w ill in another, such as research and/or
advertising expenses. D ecisions on some item s should only be made fol
low ing the experience arising from earlier decisions on other items. The
success of the general idea underlying a determ ination of costs w ill largely
depend on the elasticity w ith which the problems are met and solved on
somewhat of a give-and-take basis during the period of experim entation.
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Eventually there should be developed in each Code group a system of
costing, uniform in character and yet at no point should it stifle efficiency
or elim inate competition.
These three item s place upon Industry, as represented by the Code
A uthority, the responsibility for inaugurating the necessary rules or regu
lations touching on the subject of costs, comparable figures for which are
essential to fair practice, but reserve to the Government A uthority the
right to pass on all such in the interest of the general public which it
represents.
A s including these suggestions, the cost provision of any Code m ight
read:
Costs— The A dm inistrator may require the Code A uthority to furnish
such statistical and accounting inform ation as is desired by the Govern
m ent Authority.
The Code A uthority shall lis t the factors that shall be used in cost
determ ination and define the interpretation to be placed upon them, and
shall subm it to the Government A uthority, for its approval, a Standard
Reasonable Cost.
The Code A uthority shall fix a fiscal year date which shall be the
same for all units operating under this Code.
The Code A uthority shall report to the Government A uthority at
definite stated tim es, and/or whenever requested or desired, all decisions
reached on accounting interpretations or principles but no changes in
practice shall be authorized until ten days thereafter, during which period
the Government A uthority shall either approve such changes or direct
that a hearing be held thereon.

S ta te

A

u d its

UDER the above caption the Boston Transcript had aninterest
N
ing editorial sometime since. It contained a good point well
made, although the words “chartered public auditor” should have
beenwritten “certifiedpublic accountant.” Evidently the writer had
an English training.
“The shocking revelations in Kansas, where the state treasurer,
TomBoyd, and one Ronald Finney, a stockbroker, and his confiden
tial clerk are injail for issuing fraudulent state bonds, brings to light
conditions apt to occur in any state where looseness marks the
handling of public money, and where no adequate check is main
tained. The loot in the Kansas case runs toward a million dollars
thus far, with innocent buyers in possession of forged and counter
feited bonds.
In our state, department reports usually are issued to the public
a year after the events specified. And even then, the reports are not
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always clear in showing why, howand where vast sums were spent.
At present the state auditor hasn’t the staff to make real audits, check
ing every requisition and voucher, and trailing any graft or waste.
This state spends several million dollars a month. What is
needed is a continual audit, at least twice yearly, by chartered public
auditors. And there may be a city or town where the same rule
should not apply—but many will doubt it. The public pays, from
the individual who thinks his sole contribution is poll tax, right
through the line of those struggling to raise taxes on modest homes,
to those soaked liberally by dooming boards occasionally composed
of menwho shoot straight and knowtheir book.
Let’s all have more and better audits.”
IN T E R N A L R E V E N U E
R E Q U IR E M E N T S

4416

TD
has provoked considerable
discussion. B efore another year it is prob
able that changes w ill be made therein as
the result o f this discussion. T he Com 
mittee on Federal Legislation of T h e
A m erican Society has prepared suggested
changes.
T h e general opinion of accountants is
that the move of the T reasu ry Department
is in the right direction but that the form
as presented in the first instance does not
meet the varied professional situations.
T h e return may have been prepared fo l
low ing an audit. It m ay have been pre
pared from data furnished the accountant
without any opportunity o f his determin
ing the accuracy o f the figures presented.
It may have been prepared under some
what m idway conditions.
T h e requirement o f the form will be met
this year if each accountant carefu lly states
what was the basis on which the return
was prepared.
Some complaint has reached us with re
gard to the requirement that extensions fo r
filing income tax returns must be over the
signature o f the taxpayer rather than by
his attorney, accountant or agent. The In
ternal Revenue Bureau reports that so far
very few requests for relief from this new
requirement have reached them. In case
any accountant finds it impossible to se
cure the signature of the taxpayer to such
a request, it is suggested that a tentative
report be prepared, signed by the account
ant, and accompanied by affidavit as to in
accessibility o f taxpayer.

A C C O U N T A N C Y IN T H E N R A
W ith the appointment of Colonel Robert
H . M ontgom ery as C h ief o f the Division
o f Research and Planning, the accountancy
profession has again been officially recog
nized in high places.
W hile other C .P .A ’s have been fitted in
to various niches in the N R A set-up, no
previous assignment o f an accountant had
been made to an outstanding position. It
is certain that if the Colonel is permitted
to draft the accountancy provisions in
codes and regulations, unhampered by
legal verbiage, most o f the heretofore exist
ing confusion will be eliminated. A n at
torney him self, but at all times m aintaining
the accountancy background, it is predicted
that the Government and the Public w ill
be beneficiaries o f this appointment. A
form er president o f the largest State So
ciety o f Certified Public Accountants, a
form er president o f the Am erican A ssocia
tion of P ublic Accountants, president of
the T h ird International Congress on A c 
counting and representative o f Am erican
accountancy organizations at the other
three International Congresses, as well as
a member o f all accountancy professional
organizations to which he is eligible, he
carries with him in this new responsibility
the hearty support o f his professional
brethren.
Honorable Eugene Black has been desig
nated to succeed Honorable Logan M orris
as Chairman of the U . S. Board of T a x
Appeals. Messrs. Jed C . Adams and J.
Russell Leech are newly appointed members
of the Board.
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T h e A m erican Society has consistently
favored the principle of Regulatory L egis
lation. A monograph was prepared which
included a suggested d raft o f a State law
based on the regulatory principle. T h e
A m erican Society has alw ays taken the po
sition that the profession in each State
must determine what should be the trend
of legislation in that State. It does be
lieve, however, that a national professional
organization should, from time to time,
call the attention of the members thereof
to subjects which, in its judgm ent, should
be considered carefully.
T his is what is known as an o ff year in
legislative circles, although special sessions
have been called in a m ajority of the states.
These special sessions, however, have been
and are busy with matters o f an emer
gency nature.
T oo often the various State societies
have neglected advance preparation and
have found themselves required to hur
riedly oppose legislation which has been
introduced by other groups. E very State
Society should, in cooperation w ith the
State Board o f Accountancy, arrange to
study its local problems when the busy
season is over and prepare for action, either
offensive or defensive as seems best.
Is the accountancy profession in your
State really alive to its opportunities and
its responsibilities ? Is the present ac
countancy law in your particular State sat
isfactory? I f so, the only thing that needs
to be done, and yet it is very important, is
to prepare a defense which may be utilized
on the spur of the moment if and when
required by the introduction o f adverse
legislation. There is no such thing as abso
lute security against that type. F or several
years from ten to a dozen State societies
have been obliged to meet some issue at
each legislative session. O ften they have
not been well prepared.
I f the present law is not adequate, what
changes are desirable ?
Should these
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changes be effected by means of amend
ments or is a new law preferable? I f by
means of amendments, they should be
carefu lly prepared to fit into the present
law and reasons therefor should be out
lined in advance so that all the prelim inary
preparation w ill have been finished before
the busy season and the legislative session
jointly arrive. I f a new law is to be pre
pared, care must be taken to make certain
that it meets the needs o f the public as
w ell as the desires of the profession.
Nothing should be undertaken in the w ay
o f amendment or a new law that does not
have the joint support of the State Society
and the State Board. Non-member ac
countants should be likew ise considered.
U nder normal conditions the presentation
to the legislature can be better made by
the State Board. It deals with the legisla
ture on a basis o f equality in that both are
definite parts o f the State government.
W hether it is an amendment that is sought
or a new law that is desired, the Board
can approach the legislature on the basis
that the change is needed as the result o f
experience. T h e Board represents the pub
lic as well as the profession. T h e Society
can alw ays be charged by those w ho are
super-critical with looking at matters from
a biased viewpoint. It can be charged,
whether true or not is immaterial in a mat
ter o f this kind, w ith seeking particular
legislation fo r personal benefit rather than
for the public good. T h e Board, on the
other hand, if it is one that has functioned
at all points and is recognized as a factor
in the State, can never be charged w ith a
personal motive. Too often it has not been
w illing to assume responsibility, neverthe
less its presentations to the legislative body
still carry official weight.
Professions have developed in different
states at a different degree o f speed and
accountancy is no different than all others.
B efore it shall have secured its right to
be classified as a 100% profession, regu
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latory legislation must be attained. W hen
that step should be taken in any particular

State must be decided by the professional
group in that State. A n d it must be recog
nized that the ideal time will never arrive.
In all cases, however, advance plans are
needed for a definite campaign to secure a
united professional attitude on the part
of all practitioners which can be utilized
when the proper time arrives. T he profes
sion will stagnate in any State where a
progressive attitude is not maintained or
where self-com placency and/or reticence
lulls it to sleep.
In nearly a quarter o f the states some
form o f regulatory accountancy legislation
has been enacted. Th e variety has been
practically as great as was the variety in
the original permissive type o f C .P .A .
laws. It is probable that the profession
would have developed more rapidly if,
a fter N ew Y o r k passed the first law in
, every State could have followed
w ith identically the same law. Each State,
however, has reflected the individuality of
accountants, consequently, w e are now
confronted by a condition and not with a
theory.
The present situation reveals a divided
profession. F ive distinct viewpoints are
observed.
O ne group of certified public account
ants desires legislative barriers placed
around the State w hich would m ake inter
state practice as difficult as possible. Those
who advocate such legislation lose sight o f
the fact that if their practice increases they
will almost certainly desire to move out of
their own State confines and represent the
interests o f their clients in other states.
It is a narrow-minded policy and whenever
adopted the profession has been the loser
because o f the self-centered viewpoint of
the local practitioners.
A nother group desires no type of regu 
lation whatsoever. It feels that account
ancy is not a profession but rather that it
is a business. It is their belief that no re
strictions should be placed on the prac
titioner but that the whole effort should be
to develop the club idea type o f organiza
tion, with no responsibility to the group as
a whole but only to the membership there
in. T hat group accepts the C .P .A . designa
tion as a necessary evil rather than as a
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professional title.
A third group o f certified public ac
countants are forw ard-looking and profes
sionally inclined to the nth degree. T h ey
believe in development. T h ey recognize
the necessity for change in policies and
that the broader the basis on which a pro
fession is built the greater its ability to
withstand attacks and move forward.
A fourth group represents a portion of
the non-certified public accountants. I t
is professionally inclined. It recognizes
that the development o f the profession has
been under the leadership o f the certified
public accountants and that the C .P .A .
title is a valuable asset which is w orthy of
honest effort in attaining. This group de
sires that the present standards be not only
maintained but even increased and are not
asking fo r a legislative g ift in obtaining
the certificate.
A fifth group o f non-certified public ac
countants takes the “ rule or ruin” atti
tude. Alm ost unanim ously they believe a
regulatory type o f law should be enacted.
Th ey object, however, to any law which
does not legislatively aw ard to them, w ith
out any effort on their part to demonstrate
fitness, the same title which has been
earned by other practitioners follow ing
definite preparation and examination. T h is
group is as short-sighted as the first to
which reference has been made.
It took twenty-five years from the pas
sage of the first law in N ew Y o r k to com
plete the cycle with the passage o f the last
State law in N ew M exico in
. In
many cases several attempts were neces
sary before the legislature was convinced
that even a perm issive law was necessary
or valuable.
Th e number o f certificates issued in that
first tw enty-five years was only five thou
sand. T h e grow th of the profession had
been com paratively slow. T h e evolution of
the Federal income tax, together with the
rapid development o f corporations as the
legal form by which business is carried on
and controlled, involving an increasingly
large number o f stockholders, all of whom
desire inform ation concerning the invest
ments they have made, has brought the
independent accountancy practitioner into
the forefron t as a factor in the business
world. In the last dozen years practically
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twice as many C .P .A . certificates hav e
been issued as in the first twenty-five.
The situation, therefore, that confronts
the profession today is entirely different
than was faced by the first group which
sought legislative recognition in
. To
day the profession should be engaged in
plotting a curve designed to show its posi
tion twenty-five years hence. Is it meeting
present-day conditions with a broad out
look or with a narrow one? Is it using a
telescope fo r the purpose o f visualizing
the developments o f the next fifty years or
is it using a microscope for the purpose of
finding all possible flaws and building up a
fear that the profession is not yet strong
enough to take any position which in its
judgm ent it feels should be assumed?
M aryland passed the first regulatory
law in
, since which time ten other
states have passed similar laws. E xcept
in one State the profession is in a much
more strategic and healthy position today
than it w as when the regulatory law was
passed and in that State it has not lost
ground.
T h e idea has been often expressed that
the presence o f a regulatory law offers a
greater incentive fo r the non-certified men
to attempt to secure w aiver legislation. It
is not, however, borne out by the facts. It
is true that such attempts have been made,
as they have been made in states w ith nonregulatory laws, but the efforts have
proved futile where the profession was
alive and both State Board and State S o 
ciety were active.
A summary o f the
legislation affect
ing accountancy furnishes a picture of the
underlying problem.
In Alabam a, Colorado, Connecticut, and
Georgia, all non-regulatory states, the pro
fession introduced bills carrying amenda
tory features but not raising the question
o f regulation. In three o f the States the
bills failed o f passage. In Connecticut
part o f the amendments were secured and
part were denied.
In Alaska, a non-regulatory unit, the
C .P .A . law w as abolished.
In H aw aii, a non-regulatory unit, and
M ichigan, a regulatory State, accountancy
was involved in legislation looking toward
a general reorganization o f professional
boards. In both cases, however, the legis
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lation w as not enacted. In M issouri, a
non-regulatory State, a bill was passed g iv 
ing the Governor the right of rem oving
any appointed official. A s in the other two
cases the law was general in character.
In A rizona, which w as a non-regulatory
State, a law w as passed repealing the
C .P .A . law and substituting one with some
regulatory features. T his law carried a
limited w aiver provision and was sponsored
by the non-certified men and opposed by
the certified group.
In Florida, Illinois, and Tennessee, reg
ulatory states, the law s were attacked
without success in any case. In Florida
two bills proposed to open the w aiver pro
vision and two bills were sponsored by
the profession. In Illinois one bill sought
to open the w aiver provision and another
sought to repeal the old C .P .A . law. In
Tennessee a single bill was introduced con
taining a clause w hich it was felt would
have opened the w aiver provision.
In Idaho, Nevada, W ashington, W est
V irgin ia, and W yom ing regulatory laws
were sponsored by the State Societies, but
w ere not passed in any o f the states.
In Minnesota, M issouri, Montana, Ohio.
Oklahoma, Oregon, Pennsylvania, and
W isconsin, all non-regulatory states, a va
riety o f proposals were presented with re
sults as indicated. In M innesota one bill,
sponsored by the non-certified group,
sought to repeal the C .P .A . law and sub
stitute therefor the English system of con
trol by a Society. It failed of passage. A n 
other bill which was passed provided a
method fo r reinstating the holder of a re
voked certificate, and a third permitted
the acceptance o f some governmental e x 
perience as a part o f the practical expe
rience requirement. In M issouri one bill
sought to repeal the C .P .A . law, another
bill contained a w aiver provision, and a
third sought to establish a new title— cer
tified practical accountant. None were
passed. In O hio an effort was made to se
cure a w aiver provision and another bill
sought to establish a new title by the issu
ance o f certificates o f qualification. Both
failed to pass. T h e first Oklahom a law au
thorized the issuance o f three types o f cer
tificates. A later law recognized only the
C .P .A . certificate. T h e bill introduced
would if passed have granted C .P .A . cer
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tificates to those who had, under the orig
inal law, secured either o f the other types.
In O regon a w aiver provision was con
tained in the bill introduced and later w ith
drawn. In Pennsylvania two bills were
presented, each of w hich contained certain
waiver provisions. Another bill was passed
making it a misdemeanor fo r an accountant
to w illfu lly issue a false certificate. In
Montana the opposition was successful in
passing an amendment w hich opened a
waiver fo r certain State employees. This
law was taken to court. T h e lower court
decided it was unconstitutional. T h e case
is now on appeal. In W isconsin the State
Society sponsored a regulatory bill and the
non-certified men sponsored a w aiver pro
vision bill. Neither was passed.
T his review is indicative of the fact that
the problem presented is not entirely a sim
ple one. H ow ever, the fact that it is com
plicated is no reason w hy it should not be
tackled and the best efforts o f the profes
sion utilized in its solution.
So fa r two legislatures in
have had
accountancy legislation before them. In the
State o f W ashington, while the C .P .A .
law was neither amended nor abolished, a
new law (printed elsewhere in this issue)
requires a general registration o f all public
accountants, w hether certified or not. It
offers, therefore, a type o f regulation o f a
dual sort, much the same as found in the
State of Illinois.
F o r the third time the profession in V ir 
ginia, a regulatory State, has successfully
defended its law against attacks o f those
desiring to have a w aiver clause enacted
which would give C .P .A . certificates to
the holders o f public accountant certifi
cates, granted when the regulatory law
was originally passed.
Accountancy is m erely passing through
the stage in its history where it is subject
to attack by those who are endeavoring
to secure the benefits o f the professional
services rendered by others, without e x 
erting themselves to any extent. The de
sire to get something for nothing is abroad.
T h e standards which have been set for
certified public accountants should not be
lowered. The present holder o f a C .P .A .
certificate is not justified in accepting the
benefits of the past efforts of his profes
sional brethren and then failin g to recog
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nize a responsibility which he has to those
who w ill follow him. A ll other professions
in this country have found that it w as nec
essary to bring all members thereof under
one central control in each State. Even
the profession in England is now discuss
ing the probable desirability o f a registra
tion law for that country. T h e recent pas
sage of the Securities A ct, w ith its
attendant regulations as to State recogni
tion, together with the more stringent stock
exchange regulations, have emphasized
the public character o f the w ork which the
accountant does. A ll o f the recent tenden
cies have strengthened the basic argument
for a regulatory law under which all inde
pendent accountancy practitioners shall be
registered and amenable to governmental
authority.
The history of that type of legislation
has proven that it is not in any w a y inimi
cal to the profession but rather that it has
strengthened it where care has been taken
to recognize the constitutional right of
private contract and the professional neces
sity fo r interstate comity. T h e responsi
bility for charting the proper course by
which to advance rests jointly on State
Board and State Society.

C IV IL S E R V IC E
D r. A rth u r E. M organ, o f the Tennessee
V a lley Adm inistration and an educator of
fine repute, recently promulgated the
theory o f w hat m ight be called a Modified
C ivil Service.
H e believes that all civil service em
ployes should be periodically appraised and
rated according to the quality of their
service as o f that date. O utsiders q u alify
ing under an examination in the highest
third group should be considered fo r ap
pointment even to the elimination o f those
already in the service but who are then
rated in the low est third.
T h is suggestion would retain to the
honest and efficient workm an the position
which he had secured as the result o f an
examination and in which he was main
taining an efficiency above the average but
it would also open to prospective dismissal
those employes who w ere merely riding
on their past efforts and w ere not main
taining an average degree of efficiency.
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N Monday, December n t h , 1933, the
United States Supreme Court handed
down its decision in the following named
test cases which decisions are of the utmost
importance to all income tax practitioners,
accountants and lawyers alike. T h e cases
decided are entitled as follows:
1. Burnet v. Julia Butterworth, et al.,
Trustees under w ill of W illiam B.
Butterworth, 23 B. T . A ., 838, re
versed by 63 F. (2d) 944.
2. Burnet v. Fidelity-Philadelphia T ru st
Co., Trustee under w ill of W illiam
L . DuBois, 25 B. T . A ., 1359, reversed
by 63 F. (2d) 949.
3. Burnet v. Frank Pardee, et al., T ru s
tees under w ill of Calvin Pardee, 23
B. T . A ., 846, reversed by 63 F. (2d)
948.
4. Burnet v. T itle Guaranty Loan &
T ru st Co., Trustee of Estate of J. H .
W oodward, (unreported B. T . A . de
cision) reversed by 63 F. (2d) 621.
T h e first three cases came before the Su
preme Court on writs of certiorari from the
United States Circuit Court of Appeals,
Third Judicial Circuit, all three involving
Pennsylvania decedents and their beneficiar
ies. T h e fourth case arose in the Fifth Judi
cial Circuit and involves an Alabama de
cedent and his beneficiaries. T h e Supreme
Court has now affirmed the opinions of the
appellate courts in the Butterworth, DuBois
and W oodward cases and reversed the ap
pellate court in the Pardee case. T h e line of
demarcation by which the Pardee case is
distinguished from the other three cases is
extremely delicate. It has been the source
of much confusion and difficulty in the past
five years, beginning with the case of Eva
F. W arner v. James J. W alsh, Collector,
decided by the United States Circuit Court
of Appeals, Second Circuit, October Term ,
1926. (15 F. (2d) 367).
T h e question involved in each of the four
cases named above is— whether the fiduciary
(Trustee) is entitled to deduct in the fidu
ciary return filed for the estate or trust, in
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come annually distributed or distributable to
a beneficiary. T h e beneficiary who in each
of the above mentioned cases was the widow,
relinquished her statutory rights given her
by the state of her domicile, and elected to
take under the provisions of the w ill. In the
Pardee case, as in the W arner case, supra,
the w ill provided for an annuity of $50,000.00 for the widow, whereas in the other
three cases, the widow was to receive the
net income from the residue of the estate,
or from a trust fund segregated therefrom.
T h e United States Board of T a x Appeals
applied the “ purchaser for value” theory in
each of the four cases. T h e United States
Circuit Courts of Appeals for the T h ird and
Fifth Circuits reversed the Board of T a x
Appeals and held that under the specific
provisions of Section 219 (b) 2 of the Rev
enue A ct of 1926 and the similar provisions
of Section 162 (b) of the Revenue A ct of
1928, the Trustees were in each instance en
titled to deduct the amount of income paid
to the several widows.
T h e Supreme Court has now passed upon
the cases with the result hereinbefore stated.
T h e impressive feature of this line of liti
gation is the conflict of authority, culminat
ing in the dissenting opinion filed by M r.
Chief Justice Hughes in the Pardee case.
T h e clarity of this dissent is profound. It
may be summarized in the simple question,
“ who is a beneficiary” within the meaning
of the several Revenue Acts. T h e authorities
seem to agree that a beneficiary is anyone
who B E N E F I T S by or through the bounty
of the testator. A s pointed out by Judge
Sibley in his opinion in Burnet v. Trustees
of the Estate of J. H . W oodward, supra,
the same rule applies whether the person
benefited be the widow, a child, or some
one else.
T h e decision of the Supreme Court in the
four test cases herein first above referred to,
considering the action of the appellate courts
and the dissenting opinion of the Chief Jus
tice of the Supreme Court, serves to further
emphasize the necessity for legislative action
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to clarify and amplify the intent of the Con
gress as expressed in section 219 (b) 2 of
the Revenue A ct of 1926 and the corre
sponding provision of section 162 (b) of the
Revenue Acts of 1928 and 1932, which read
as follows:
“ There shall be allowed as an addi
tional deduction in computing the net in
come of the estate or trust the amount of
the income of the estate or trust for its
taxable year which is to be distributed cur
rently by the fiduciary to the beneficiaries,
and the amount of the income collected
by a guardian of an infant which is to be
held or distributed as the court may di
rect, but the amount so allowed as a de
duction shall be included in computing the
net income of the beneficiaries whether
distributed to them or not.”
Although the action of the Bureau of In
ternal Revenue, the Board of T a x Appeals
and the lower court, insofar as the four spe
cific cases here under consideration are con
cerned, has now become history, it is of in
terest to note the various and varying de
grees of opinion therein contained.
T h is
record emphasizes the highly controversial
nature of the basic question involved. In
each of the above cited cases the Commis
sioner of Internal Revenue held that the
amount distributed to the beneficiary, i.e.,
the widow, of the several testators could not
be deducted by the fiduciary even though
current income of the Trustees was suffi
cient to fully meet the said distributions
without invading the corpus.
T h e Board of T a x Appeals agreed with
the Commissioner, apparently under the con
viction that someone must pay the tax. Since
the beneficiaries in each instance had previ
ously been held to be exempt from income
tax on the distributions received from the
Trustees, following the decision of Burnet
v. Whitehouse, 283 U . S. 148, the respec
tive fiduciaries must be made to bear the
burden of the tax. Neither the rulings of
the Commissioner nor the published deci
sions of the Board supply a satisfying expla
nation of the reasons for the total disregard
of the plain language of the statute above
quoted.
T h e United States Circuit Courts of A p
peals, for the T hird and Fifth Judicial C ir
cuits, recognizing the unambiguous statutory
mandate contained in section 219 (b) 2 and
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section 162 (b) of the several revenue acts,
as quoted above, reversed the Board of T a x
Appeals in each of the four test cases re
cently decided. T h e argument in favor of
the deduction is that an annuity, even one
payable at all events, is by law first properly
paid out of income.
T h e United States
Board of T a x Appeals admits this funda
mental principle of law in its now wellknown and widely-quoted decision in the A p 
peal of Sybil Whitehouse, 7 B. T . A . 600.
Th is individual was a beneficiary under the
w ill of James Gordon Bennett. T h e Board
stated in its decision that “ no court would
permit an executor to sell property to pay
a legacy if it had income available,” citing
Cummings’ Executor v. Cummings, 146
Mass. 501; 16 N . E. 401. Nevertheless
the Board of T a x Appeals held that the an
nuity of $5000 paid to M rs. Whitehouse was
exempt from income tax, as it is “ payable
at all events and therefore partakes of the
nature of a bequest,” thus coming within
the statutory provisions of section 213 (b ) 3
of the A ct of 1926; section 22 (b) 3 of the
Acts of 1928 and 1932.
T h e United States Supreme Court in af
firming Burnet v. Whitehouse, supra, speak
ing through M r. Justice McReynolds, states
at one place
“ It would be an anomaly to tax the re
ceipts for one year and exempt them for
another simply because executors paid the
first from income received and the second
out of corpus.”
Inasmuch as the intent and purpose of the
Sixteenth Amendment to the Constitution,
and the several Revenue Acts enacted there
under, is to impose the burden of income
taxation upon the persons deriving the bene
fits and enjoym ent of “income,” it is difficult
to understand why it is anomalous to tax the
receipts one year and exempt them for an
other. It would appear that the several Rev
enue Acts have specifically provided for and
were regularly intended to cover such a sit
uation in the ordinary course of events.
T h e corporate taxpayer which sustains a
loss from operations is relieved of the income
tax burden for the period in which the loss
is sustained although the employees are taxed
upon salaries or other forms of compensation
even though paid out of capital. T h e iden
tity of the corporate funds is lost in transi
tion from the corporation to the individual.

1934

THE CERTIFIED PUBLIC ACCOUNTANT

Granting that there are certain statutory dis
tinctions between the fiduciary taxpayer and
the corporate taxpayer, in the broad scope
of the income tax laws it was clearly the
intent and purpose of the Congress to tax
income when it actually accrued and to ex
empt such taxable periods as failed to pro
duce an income, recognizing the inescapable
fact that there would be periods of earnings
and periods of losses. Hence the question,
“ W h y is it an anomaly to tax the receipts
for one year and exempt them for another.”
Such a result has been contemplated by the
Congress and is the natural order rather
than the exception, even as there w ill be re
curring periods of prosperity and periods of
depression.
It is deemed material to this discussion to
point out the fact that from the inception
of the first Income T a x A ct until approxi
mately the latter part of the calendar year
1928, the Bureau of Internal Revenue, ad
ministered the several Internal Revenue
Acts, insofar as said laws relate to estates
and trusts, upon the principle of law herein
before mentioned, that an annuity or other
distribution to the beneficiaries, even one
payable at all events, is by law first properly
paid out of income. T h e Congress made no
material changes in the provisions of the
Revenue Acts of 1913, 1916, 1918, 1921,
1924 or 1926, insofar as the taxation of es
tates and testamentary trusts were concerned.
If the fiduciary income was sufficient to pay
the testamentary beneficiary, the Bureau al
lowed the fiduciary to deduct the annual
payment made to the beneficiary or benefi
ciaries, and included it in the return of the
beneficiary whether distributed or distribut
able.
I f the Commissioner of Internal Revenue,
charged with the administration of the law,
was erroneously interpreting the w ill and in
tent of the Congress, ample time was allowed
for the legislative branch of the Govern
ment to correct the law to express more
specifically the intent of Congress. W ith the
passage of time and of new internal revenue
laws, without any specific legislative expres
sion that the existing interpretation of the
law was incorrect it seems reasonable to as
sume that the administration of the law was
in accord with Congressional intent.
T h e Courts have consistently held that
the administrative interpretation of the law,
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with the reenactment of the statute in sub
stantially the same form, lends the weight
of legislative approval to the administrative
interpretation. M urphy O il Co. v. Burnet,
53 S. C t. 16 1; Brewster v. Gage, 280
U . S. 327, and others.
A s of November 8th, 1926, the United
States Circuit Court of Appeals, Second Ju
dicial Circuit handed down its decision in
Eva F. W arner v. James J. W alsh, Collector.
T h is case appears to represent the first time
that the “ purchaser for value” theory had
been applied under the income tax laws.
T h e substance of this decision was that since
M rs. W arner, a resident of the State of
Connecticut, and under the laws of that
State entitled to one-third of all her de
ceased husband’s real and personal property,
elected to take an annuity for life under
the terms of the decedent’s w ill in lieu of
the statutory estate, became thus a “ purchas
er for value.” T h a t is to say, the Court
held that the widow had purchased the
rights given her under the w ill with the
rights given her by the statutes of the State
of Connecticut.
It is submitted that this conclusion is
pure legal fiction and is without substance
in practical experience. If the widow had
accepted the property allowed by the laws
of the State, she would have been taxable
on the income from that property. It is
wholly illogical and entirely contrary to the
expressed purpose of the Congress as speci
fically set forth in the several revenue Acts,
to assume that the beneficiary, the object of
a testator’s bounty, be she widow, child or
someone else, should escape the tax on the
income by the simple expedient of electing to
take in the form of an annuity under a w ill
rather than to take under the laws of the
State. T h e oft-repeated income tax maxim
“ there must be a change in substance as well
as in form” is equally applicable to the situ
ation here disclosed. United States v. Phel
lis (257 U . S. 156— 42 S. C t. 63).
Varying degrees of the same principle here
discussed are found in Boston Safe Deposit
and T ru st Co., et al., Trustees under
w ill of Herbert A . W ild er v. Commissioner
of Internal Revenue 26 B. T . A ., 486, af
firmed June 15, 1933 by the U . S. Circuit
Court of Appeals, First Circuit, certiorari
denied by the United States Supreme Court
December 11, 1933, and also in W illiam R.
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Kenan, Jr., and Lawrence C . Haines, T ru s
tees under w ill of M ary L ily (Flagler)
Bingham v. Commissioner of Internal Rev
enue, 28 B. T . A . 733, appeal pending in
the U . S. Circuit Court of Appeals, Second
Circuit.
In the W ild er case the testator provided
that certain annuities be paid each of his
three daughters and specifically directed that
said payments be made from income, if suffi
cient, but if the income of the trust estate
was not sufficient, the daughters were to be
paid nevertheless, and under such circum
stances corpus would of necessity be invaded.
T h e Board of T a x Appeals found as a fact
that the income of the trust estate was ample
in each year under review to meet the annui
ties in full, although in keeping with cur
rent economic conditions the income of the
estate reflected a consistent downward trend.
Certainly it was the intent of this testator
to keep corpus intact if possible, and as long
as possible. T h e Board held, and the C ir
cuit Court of Appeals affirmed the Board,
that the annuities were payable at all events
and therefore partake of the nature of a
bequest and not deductible by the fiduciary,
and not taxable to the beneficiaries. T h e
principle that substance and not form should
control in the application of income tax laws
may well be invoked in this specific case,
in order that justice might be done, and the
intent of the testator carried out in a practi
cal manner.
In the Bingham case, the beneficiary is
the niece of the testatrix. She receives un
der the w ill not only an annuity for years,
but also a bequest of corpus undiminished by
reason of the annuity, at a definite future
date. Both the annuity and the bequest of
corpus are provided for in the same section
and in the same sentence of the w ill. Here
again the income of the trust estate has in
all years been ample to meet the annuity.
It would seem highly improbable that this
testatrix intended to make two bequests to
her niece in one section of her w ill. M ore
over the surrounding and attendant circum
stances reflected by the preceding and suc
ceeding provisions of the w ill clearly indi
cate that the intent of the testatrix did not
contemplate the invasion of corpus, at
least as long as income was available.
T h e fiduciary being merely a conduit,
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through which the revenues and expenses of
the estate pass, on the w ay to the beneficiary,
does not from the standpoint of pure logic
appear to be the taxable entity which the
income tax laws were designed to reach.
Nor does the history of income tax legisla
tion support the theory now in vogue. T h e
person sought by the tax statutes is the ac
tual recipient of the income, the one deriving
the enjoyment from the income.
W hen the four cases herein first referred
to reached the United States Supreme Court
it appeared that we were on our way out
of the woods of confusion and doubt as to
the practical effect of the question here con
sidered. T h is view was predicated upon the
breadth of vision and sound logic disclosed
in the opinions of the several Circuit Courts
of Appeals. T h e following excerpt, quoted
from the opinion of Judge Sibley in T itle
Guarantee Loan & T ru st Co., Trustee of
the Estate of J. H . W oodward v. Commis
sioner of Internal Revenue is in point:—
“ But we think the Bolster case and that
of Butterw orth( * ) based on it did not
sufficiently consider what the widows there
involved got, . . . not a money obligation
but an estate in an investment. Had M rs.
W oodward retained her dower in the
realty and her fourth interest in her hus
band’s securities she would have owed
taxes on the income she received from
them. She exchanged those legal estates
for an equitable estate in substantially
the same property, but managed for her
by a trustee which she thought preferable.
She has changed the form of her invest
ment but the income from it is still in
come and paid to her as such by the very
words of the w ill to which she assented.
T h e Fifth Circuit Court of Appeals, in
the W oodward case just mentioned, returned
to that basic principle of income tax law,
enunciated in the earliest cases, namely, that
F O R M must give way to S U B S T A N C E .
It appears, however, that in the line of cases
beginning with W arner v. W alsh, and con
tinuing through United States v. Bolster
and Allen, Collector v. Brandeis, F O R M
and not S U B S T A N C E has governed. T h e
( * ) T h i s decision w as w ritten p rio r to reversal
o f the B . T . A. decision by U . S. C. C. A ., 3rd C.,
w hich la tter decision has now been affirmed by
the U nited States Supreme Court.
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fallacy of this line of reasoning is brought
forcibly to mind at this time by the above
mentioned W arner case again coming before
the Second Circuit Court of Appeals. T h e
inference, in the earlier case, was that after
M rs. W arner had recovered in non-taxable
distributions over a period of years, an
amount equal to the value of the statutory
estate to which she was entitled at her hus
band’s death, any further sums received by
her would be taxable income. In the in
terim, however, the Whitehouse case had
been decided by the United States Supreme
Court and we find Judge Augustus Hand
on July 17, 1933, ruling that M rs. W arn er’s
“ annuity payments received after the value
of the dower interest has been returned to
her are property acquired by bequest, and
need not be returned as part of the annui
tant’s gross income.”
Judge Hand in the recent W arner case,
is clearly impressed with the forceful ruling
of Judge Sibley of the Fifth Circuit herein
before referred to, and he concedes
“ But it may be forcefully argued that
since a widow who elects to take her dower
right must undoubtedly return any income
accruing to her from property acquired
under the dower right, she must likewise
return income from her equitable estate
in a trust fund acquired in lieu of dower.”
Under date of November 6, 1933, the
U . S. Supreme Court denied the Govern
ment’s petition for a w rit of certiorari in
Helvering v. W arner, from which the above
quotation is taken.
T h e decision of the Supreme Court af
firming the decisions of the Circuit Courts
of Appeals in the Butterworth, DuBois and
W oodward cases is a partial victory for
sound reasoning and basic principles. T he
burden of taxation is placed squarely where
the w ill and intent of Congress intended
such income tax should rest, namely, upon
the person actually enjoying the benefits of
the income.
T h e fiduciary is merely the
agency through which the income passes to
the beneficiary. A s long as the fiduciary has
income sufficient to pay the beneficiary, it is
apparent that the intent of Congress was
to levy the tax upon the actual recipient
thereof. It is submitted that this conclusion
is true regardless of whether the testator
provided for the distribution of the “ net
income” of a particular fund set apart from
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the residuary estate, or of a fixed sum, or
annuity so called. T h u s we come to M r.
Justice Hughes’ dissenting opinion in the
Pardee case, where we find these forceful
w ords:—
“ W hile the payment of this annual
amount was also charged on the principal
of the estate, resort could not be had to
the principal if the income of the trust
was sufficient. Johnston’s Estate, 264 Pa.
71, 76. T h e widow was in every sense
of the word a beneficiary of the trust, and
the amounts paid to her out of the income
of the trust were paid to her as a bene
ficiary.”
It was on the principles of law enunciated
by M r. Chief Justice Hughes that the Bu
reau of Internal Revenue administered the
provisions of Section 219 (b) 2 of the R ev
enue A ct of 1918, and the corresponding
provisions of the Acts of 1921, 1924, 1926,
and 1928. T o apply at this late date a the
ory wholly at variance with the general
understanding of taxpayers and tax officials
in particular, is unjustified and unwarranted.
It is believed the question should be
brought to the attention of the W ays and
Means Committee of the House of Repre
sentatives for such remedial legislation as
may be necessary to correct a very grave
injustice to the estates of decedents.
S A V IN G S
Business W eek for December 16, last, con
tained the following note:
“ Uncle Sam saves $5,000 and prevents all
effective use of a $1 million expenditure.
T h is is the effect of a decision reached in
the Department of Commerce not to publish
the 1931 Census of Manufactures reports.
T h ey have been ready for some months.
“ Industrial executives desiring to see the
results, which they commonly buy at 5c a
pamphlet, may send a man to Washington
by train, or hire a W ashington consultant.”
W e are not able to tell how much of a
saving was effected and a loss incurred by
reason of a somewhat similar recent deci
sion of the Department of Commerce not
to publish a report on the mining industry
which had been very carefully prepared and
which would have been of especial benefit
to the industry in view of the increased im
portance of group analysis, which is the nat
ural result of N R A activities.
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T h e Presidential Decree of September 19,
1931, has further undertaken to revise and
amplify part of the corporation law, incor
porated in the commercial code, particularly
the provisions applying to annual reports and
financial statements. A n English rendition
of these statutes is presented here with apol
ogies for the abridgement of some articles.
Article I. (Acquisition and cancellation
of a corporation’s own shares)
Section 226. (Acquisition of own shares)
( 1 ) A corporation may acquire its own
shares or interim certificates in order to pro
tect itself against severe dam age; the total of
own shares to be acquired shall not exceed
ten per cent of the capital stock or such
lower percentage as may be stipulated by the
National Government. Otherwise, the com
pany may acquire own shares— but no interim
certificates— only if the par value or, in case
the issue price is above par, the issue price
has been fully paid and where
1. the company acts merely as a buying
agent for the account of a third party,
or
2. the shares are to be cancelled within six
months provided that the shares to be
purchased, together with shares already
in the treasury of the company, do not
exceed ten per cent of the capital stock
or such lower percentage as may be de
termined by the National Government.
(2) T h e validity of acquisition by the
company of its own shares shall not be affect
ed by a violation against the provisions laid
down in ( 1 ) unless the par value or the is
sue price, if above par, have not been fully
paid.

(3) It shall be considered equivalent to
acquisition where a company accepts its own
shares or interim certificates as collateral se
curity or where such shares are acquired by a
third party for the account of the company
or under a guaranty of price by the com
pany.

* T h e G erm an P resid en tial D ecree w as printed
in our Decem ber, 1931 issue. T h is article, in
three parts, began in the Ja n u a ry issue.

(3) In the cases 1 to 3 mentioned in the
preceding paragraph, the redemption or re

(4) W here a commercial, industrial, or
mining company is directly or indirectly con
trolled by a corporation or limited share
company, the foregoing provisions in this sec
tion also apply to the acquisition of the parent
company’s shares by subsidiaries. Further
more, a subsidiary may not subscribe to capi
tal stock of the parent company; however,
the validity of such subscription w ill not be
affected by a violation of these provisions.
(5) T h e right to vote and to participate
in profits, attaching to treasury stock and to
shares held by others in behalf of the com
pany shall be suspended.
Section 227.
(Cancellation of capital
stock)
( 1 ) Shares may be called for redemption
or cancelled after acquisition by the com
pany. Redemption by call is permissible only
if provided for in the corporate charter.
(2) In connection With the redemption
or retirement of shares, the statutes concern
ing reduction of capital stock must be com
plied with unless the shares to be cancelled
1. have been donated to the company,
2. w ill be charged against earned surplus
or a reserve, or
3. have been acquired within the last six
months and do not exceed ten per cent
of the capital stock or such lower per
centage as may be prescribed.
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tirement shall be resolved upon at a stock
holders’ meeting after notice has been duly
given, unless such redemption or retirement
is provided for in the charter. Simple major
ity suffices; the charter may prescribe other
requirements. T h e officers must have the
resolution passed upon, as well as the com
pletion of, the reduction of capital stock en
tered in the commercial register.
(4) In case 3 enumerated in paragraph
(2 ), creditors whose claims originated prior
to the public notice of the resolution being
entered in the commercial register may with
in three months require that they be given
security unless they have a right to demand
immediate satisfaction of their claims.
(5) On the liability side of the balance
sheet shall be entered as reserves:
1. an amount equivalent to the par value
of the cancelled shares that have been
donated or charged against earned sur
plus (paragraph (2) number 1 and 2) ;
2. the book profit arising from cancelled
shares which have been acquired within
the last six months (paragraph (2)
number 3 ).
T h e reserve may be drawn upon or dis
continued only in compliance with the pro
visions of section 289*.
Section 227a (Liability of officers and di
rectors)
W here contrary to the provisions in sec
tions 226 and 227 a company acquires, or
accepts as collateral, its own shares or shares
of a parent company, the officers and the di
rectors are bound to indemnify the com
pany, the latter only if they knew of the
transactions and failed to take measures
against them.
Article II.
Section 230a contains an interpretation in
regard to the exercise of stockholders’ rights
* T h e disposal o f such statutory reserves is sub
je ct to the same form alities as is a reduction of
capital stock.
Section 289 referred to above provides th at the
resolution to reduce the cap ital stock must be
entered in the com m ercial reg istry and duly pub
lished w ith a call upon creditors to present their
claim s, creditors known to the com pany to be in 
form ed ind ividually.
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which are made dependent upon a definite
length of time the shares have been held.
Article III.
Section 239a makes it incumbent upon the
officers to report to the board of directors
about the operations and the condition of
the business at regular intervals, at least
every quarter, and upon special occasions.
Section 240a requires express authoriza
tion, including stipulation of terms, by the
board of directors where credit is extended
or loans are made to officers of the corpora
tion or to legal representatives of affiliated
or subsidiary companies, as well as to their
spouses, minor children, or agents acting for
them. It further imposes a liability on the
officers and directors for disregard of these
provisions, on the latter only if they knew
of the transactions and did not take steps
against them.
A rticle IV .
Section 244a entitles every member of the
board of directors, stating reasons and objects,
to require the chairman immediately to call
a special directors’ meeting to take place
within two weeks.
Section 246 is supplemented by the provi
sion that the board of directors may require
the officers to report upon the relations with
affiliated and subsidiary companies.
Article V .
Section 260. (Annual report and stock
holders’ meeting)
( 1 ) T h e stockholders’ meeting shall pass
upon the annual balance sheet and income
statement, the distribution or disposition of
profits, and the approval of the actions of
officers and directors to relieve them of their
responsibilities.
(2) T h e officers must submit annual state
ments and a report to the board of directors
and then, with the latter’s comments, to the
stockholders’ meeting not later than three
months after the close of the fiscal year.
However, the company’s charter or by-laws
may extend the time limit to six months.
Section 260a. (Annual report)
(1)
T h e report is to reveal the financial
status and the conditions of the company
and to explain the annual statements. Im
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portant departures from statements for the
preceding period must also be discussed.
(2) In the report account must be given
of the relations to subsidiaries, affiliated com
panies, trusts and combines.
(3) Furthermore, the report shall contain
statements about
1. shares taken over by a stockholder as
founder or subscriber for the account
of the company; have such shares been
disposed of during the fiscal period, in
formation must be given about the dis
posal and the application of the pro
ceeds ;
2. the company’s own shares in the treasury
or held by another party for account of
the company; have such shares been ac
quired or disposed of during the fiscal
year, the price paid or received and the
application of the proceeds are to be
stated;
3. restricted shares; capital stock is con
sidered restricted where, by express or
implied agreement in favor of the com
pany, a subsidiary, or an affiliated com
pany, the stockholder is restrained or
conditioned in the exercise of stockhold
ers’ rights and in the disposal of his
shares;
4. profit warrants ( Genuszscheine*) is
sued during the fiscal period;
5. indirect liabilities not shown on the face
of the balance sheet, including pledges,
hypothecations as well as obligations
arising from negotiation of notes and
bills;
6. the total compensation received by offi
cers and directors (salaries, participa
tions in profits, expense allowances, com
missions, and incidental remunerations
of any kind) ;
7. memberships in, or association with, syn
dicates, conventions, and other combina
tions for the purpose of regulating prices
* “G enuszscheine” are certificates en titlin g to
participation in profits. T h e y m ay take various
fo rm s: Scrip d iv id end s; claim s to sh are in profits
invested in sinking fu n d s; rights to participate in
profits m erely w ithout any p ro p rietary interests.
T h e la tte r is the m ore frequ ent type and gen
erally results from some reorganization.
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and marketing;
8. transactions occurring or conditions ex
isting after the close of the fiscal period,
if they are of particular importance.
(4 )
T h e report shall be rendered con
scientiously and truthfully as the principles
and the spirit of accountability dictate. It
may be limited only inasmuch as the prepon
derant interests of one of the companies con
cerned or public welfare warrant such lim
itation.**
Section 260b. (A nn ual statements)
( 1 ) T h e preparation of annual statements
shall be governed: first, by sections 261 to
261e (quoted later) ; second, by the general
provisions set forth in Division Four †, Book
One, of the Commercial Code; and third,
by accepted accounting principles.
(2) T h e annual statements must be drawn
up and arranged clear and comprehensive so
as to convey as accurate a view of the com
pany’s affairs as possible.
Section 261. (Valuation principles)
T h e following rules shall apply to the
valuation of individual items appearing on
the balance sheet:
1. Plant and other properties to be used
permanently by the company in carry
ing on its business may be stated at cost
of acquisition or production, irrespective
of a lower value, provided that the al* * T h e la s t clause m ight be view ed with
suspicion as it seems to leave loopholes.
†Note.
T h is p art o f the com m ercial code requires every
business (K au fm an n ) to keep books properly,
m aintain a complete correspondence file, prepare
a balan ce sheet at the inception of the business
and th e ra fte r at the close o f each fiscal y ear,
and to preserve a ll records fo r ten y ears. W h e re
it is not feasib le to take a physical inventory at
the end of each year, an actual inventory must
be taken at least every two years.
Section 4 0 deals w ith the question o f valuation
in a rath er broad w a y :
“In the inventory and balan ce sheet each item
of assets and liab ilities sh all be stated at a value
w hich ought to be attributed to it at the date o f
the balan ce sheet.
D oubtful claim s are to be shown at th eir prob
able v a lu e ; uncollectible ones must be w ritten

off.”
T h is section is referred to if the various
statutes fo r corporations, lim ited and unlim ited
companies, associations, etc. do not lay flown
specific provisions in m atters o f valuation.

1934

153

THE CERTIFIED PUBLIC ACCOUNTANT
lowance apportioned to each period in
distributing depreciation over the prob
able useful life of such properties is
either deducted from the assets or set
aside in a valuation adjustment account.
Cost of production may include reason
able amounts, proportionate to the con
struction periods, to cover depreciation
charges, operating and administrative
expenses but not selling expenses.

Securities intended for permanent in
vestment or use in connection with the
business may be stated at cost, regard
less of a lower value, unless principles
of good accounting require write-offs
upon the purchase price.
2. Securities and other properties not per
manently connected with the operations
of the business, as well as merchandise
and the company’s own shares, shall be
valued at the lower figure of (a) pur
chase or production (see definition
above) cost and (b) exchange quota
tion or market price. In the absence of
an exchange quotation or a market price,
a value shall be determined that should
be properly ascribed to the properties
in question at the date of the balance
sheet; this value must be applied if low 
er than cost.
3. Expenses concomitant with organization
or increase in capital stock may not be
shown as assets.
4. Goodw ill shall not be carried among
the assets. However, if in case of a
transfer the consideration exceeds the
sum of the net assets at the time of the
transfer, the difference may be set up
as a separate item on the asset side, sub
ject to adequate annual amortization.
5. T h e company’s liabilities for loans and
bonds shall be stated at the amounts pay
able at maturity. If the amount payable
is higher than the price at which issued,
the difference may be carried as a sep
arate item on the asset side, subject to
annual amortization which may be
spread over the life of the issues.

6. T h e capital stock is to be shown at par
value on the liability side.
Section 261a. (Classification of the bal
ance sheet)
(1)
W ithout precluding a more detailed
showing, the annual balance sheet must dis
close the following items separately unless
the nature of the business engaged in calls
for a different classification:
A. O

n

th e

A

sset

S id e

I. Unpaid subscriptions to capital stock.
II. Plant and other fixed assets:
1. L a n d ;
2. Buildings:
a. Administration and residence build
ings,
b. Factory and other buildings ;
3. Machinery and equipment;
4. Tools, operating and office fixtures
and supplies;
5. Concessions, patents, licenses, trade
marks, and similar rights.
III. Interests and investments in affiliated
and subsidiary companies. In case of
doubt, shares representing one-fourth of
the par value of a company’s capital
stock or one-fourth of the total number
of a mining company’s shares are pre
sumed to constitute such investment.
IV . Circulating capital:
1. Raw materials, auxiliary materials,
and supplies;
2. Goods in process;
3. Finished products, merchandise;
4. Securities other than those defined in
III or I V — 5, 11, 12;
5. T h e company’s own shares, par val
ue to be stated;
6. M ortgages and ground rents due the
company;
7. Advance payments made by the com
pany;
8. Amounts due the company for goods
supplied or services rendered;
9. Amounts due from subsidiary and af
filiated companies;
10. Amounts due from officers or direc
tors of the company or from legal rep
resentatives of a subsidiary or affili
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ated company, as w ell as from the
wives, minor children, or agents of
any of these persons;
1 1 . Notes and bills of exchange ;
12. Checks;
13. Cash on hand including balances with
issuing banks and the postal clearing
system;
14. Balances with other banks.

V . Accrued and deferred debits arising
from the demarcation of fiscal periods.
B. O n t h e L i a b i l i t y S id e
I. Capital stock, the total par value of
each kind of preferred stock to be given
separately. In case capital stock with
special voting privileges has been issued,
the total voting power of the privileged
class and that of the other shares shall
also be indicated.
II. Formal reserves (Reservefonds) :
1. Statutory reserves*;
2. Other reserves.
III. Informal reserves (R ückstellungen).
IV . Valuation adjustment accounts.
V . Liabilities:
1. Loans, bonds, etc. with indication of
what hypothecation, if any;
2. Mortgages and other encumbrances
upon real estate of the company other
than those securing loans, bonds, etc.;
3. Customers’ advance payments;
4. Accounts payable for goods or ser
vices received;
5. Amounts due subsidiary or affiliated
companies;
*N ote.
A ccording to section 262 the statutory reserve
must inclu de:
1. not less than one-tw entieth o f the annual
net profit until an amount equal to one-tenth
of the cap ital stock has been accumulated in
the reserve or such higher proportion as the
ch a rter m ay fix u p on ;
2. premium s received on cap ital stock a fte r de
ducting expenses incidental to the issu es;
3. any supplem entary payments made by stock
holders in order to obtain a p reference fo r
th eir shares, without any increase taking
place in the com pany’s capital, so f a r as it
is not provided th at the proceeds of these
payments are to go to any extrao rd in ary re
demption plan or to cover some unusual
deficit.
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6. Acceptances and notes payable;
7. Bank loans.
V I. Accrued and deferred credits arising
from the demarcation of fiscal periods.
(2) T h e net profit or loss for the period
shall appear on the balance sheet undivided
and distinct from the earned surplus or the
deficit carried forward from the previous pe
riod.
(3) T h e balance sheet shall further dis
play both additions to and deductions from
the individual items comprising plant proper
ties and investments in subsidiary and affili
ated companies.
It is not permitted to set off, and balance
against one another, debts and claim s; this
applies also to rights and encumbrances on
real estate which are not based upon per
sonal claims.
Reserves and valuation adjustment ac
counts may not be included in, or shown
among liabilities.
W here claims or obligations fall under
several headings, their connection must be
indicated by cross reference if that be neces
sary for the sake of clearness.
T h e company’s own shares must not be
included in other items.
Section 261b. (Contingent liabilities)
Contingent liabilities arising from surety
and guaranty contracts, indorsement or ne
gotiation of bills of exchange, notes, and
checks must be shown on the balance sheet
in full amount even though there be con
tingent assets or recourses of like value.
Section 261c. (Classification of the profitand-loss statement)
(1)
W ithout precluding a more detailed
presentation, the profit-and-loss statement
shall show at least the following items except
insofar as the nature of the undertaking may
require deviations:
I. Expenses:
1. W ages and salaries;
2. Social charges;
3. Depreciation on plant properties, etc.;
4. Other depreciation and w rite o ffs;
5. Interest— excess of interest expense
over interest income;
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6. Property taxes;
7. A ll other expenses with the exception
T h e M unicipal Finance Officers’ Associa
of outlays for raw materials, auxil
iary materials, and supplies or, in case tion has issued a reprint of an address given
of trading enterprises, merchandise by Lloyd M orey, C . P. A ., before a recent
meeting on “ T h e Fundamentals of M unici
purchased.
pal Accounting.” Three of the paragraphs
II. Income:
fo llo w :
1. T h e income from services or the bal
“ T h e record of any financial operation is
ance of net sales after deduction of
not complete without suitable provision for
cost of materials and supplies or, in
audit. T h e organization of every municipal
case of trading enterprises, merchan ity, large or small, should be such that rea
dise bought. T h e following items of sonable provision is made for continuous in
income are to be shown separately (2 ternal check. T h e nature of that check de
pends upon the size of the municipality and
to 5 ) ;
2. Income from investments in subsidi the scope of its operations. In a small mu
nicipality, a separate personnel for such a
ary and affiliated companies;
3. Interest— excess of interest income check is not practicable and greater depend
over interest expense— and other in ence must be placed on the periodical audit
by public accountants. In a large munici
come from capital;
pality, provision for a continuous internal
4. Extraordinary income;
audit of financial transactions, independent
5. Extraordinary credits.
from both operating departments and the
(2)
T h e net profit or loss for the fiscal central accounting department, is essential.
period shall be stated undivided and distinct
“ T h e internal check should be supple
from the earned surplus or the deficit car mented by a periodical audit by public ac
ried forward from the preceding period.
countants. Such an audit should be looked
Section 261d. (Government authorized to upon as essential for every public body. It
issue regulations concerning annual is needed for the protection of officers re
sponsible for financial transactions, for the
statements)
T h e National Government is hereby au protection and information of the city coun
cil, and for the protection of the public.
thorized
T o be adequate, it must serve all of these
1. to prescribe forms for the preparation ends. It must also cover all officers and de
of annual statements in lieu of the pro partments responsible for the receipt and dis
visions in sections 261a to 261c;
bursement of money.
2. to pass regulations requiring affiliated
T h e methods of carrying out audits of
companies to prepare both individual municipalities at the present time leave much
and consolidated annual statements.
to be desired. It is a common practice to call
Section 261e. (Form al defects no cause for bids on such work and all too often
awards are made to the lowest bidder irre
for impeachment)
A right for impeachment does not arise spective of relative qualifications. A ll too
from violation of the provisions in sections often the scope of the audit is left to the
261a to 261c or from disregard of forms pre bidder receiving the award with little or no
check on the completeness or thoroughness
scribed (Section 261d*)
of his work. Such a procedure opens the
w ay for irresponsible people to present low
*N ote.
bids with no expectation of doing the work
Section 271 should be read in this connection:
thoroughly. It shuts the door to the engage
“A resolution of a general m eeting may be im 
ment of accountants whose standards are
peached by legal proceedings on the ground that
it w as in violation of the g en eral law or of the
too high to permit them to submit proposals
company’s ch a rter.”
in the face of such competition. T h e whole
T h u s section 2 6 1e apparently tends to m ake the
standard of municipal audits generally is
provisions rela tin g to classification of financial
thus kept on a low plane.”
statem ents inoperative.
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A c c o u n tin g

U n d e r N . R . A .*
by

I. B.

M cG lad rey,

C .P .A ., Cedar Rapids, Iowa.

common with most industries, the
industry has long suffered from
ItwoNcanning
evils— uncontrolled production and
prevalence o f u nfair trade practices. Can
ners, therefore, have a deep interest in the
far-reaching program which has been in
augurated to eliminate these twin evils
under the National Industrial Recovery
Act.
A w ord at this point relative to the
beginnings o f the N R A program might
not be out o f place. It did not come out
o f any conjuror’s hat, neither was it
evolved full-fledged by any one brain, and
least o f all was it a production o f these
troublous times o f
. T h e Chamber
o f Com merce o f the United States had
been w orkin g on the preparation o f a
program fo r the improvement o f indus
try, particularly the elimination o f the
w orst evils— uncontrolled production and
u n fair trade practices— fo r a considerable
number o f years. T h e plan o f the U . S.
Cham ber, w hich has since been embodied
in N R A , w as completed several years ago,
but conditions at that time were not such
that it could be put over. It accordingly
lay in cold storage, so to speak, until last
spring.
A t that time President Roosevelt was
searching earnestly fo r some plan to im 
prove the business conditions o f the coun
try. H e noted the evil o f uncontrolled
production in forcing prices down to ruin
ous levels which, in turn, resulted in the
sw eating o f labor; also the u nfair trade
practices which enabled the w orst offend
ers in this regard to ruin the class o f
m anufacturers who paid better w ages to
employees. H e, therefore, received fa vo r
ably the suggestions contained in the plan
evolved by the Chamber. T h e principal
change made in the d raft prepared by the
Cham ber w as the introduction of the
clauses relative to minimum wages.

1933

*Address before the Iowa-Nebraska Canners’
Association.

I f the correction o f evils as sought by
N R A is to be accomplished it w ill be nec
essary that members “ talk the same lan
guage” in reports. T his necessitates uni
form accounting systems and requires that
figures used be accurate which, in turn,
involves some supervision or auditing of
such systems.
T h e correction o f the evils o f overpro
duction and unbalanced production in the
canning industry w ill doubtless be dealt
with by the Code A u thority on the basis
o f inform ation relative to plant capacity,
past rate o f utilization, current crop pros
pects, possible economies in production and
marketing, consumers’ needs and tastes and
the general good o f the labor employed by
the industry and o f the general consuming
public.
T rad e abuses consisting o f destructive
price cutting, deviations from listed prices
and terms, undesirable jobbing practices,
etc., are to be curbed by the section in the
canning code as revised under date o f Sep
tember
,
, w hich provides fo r the
open price agreement, declares against de
structive price cutting and against secret
rebates, etc., and in general outlines pro
cedure considered necessary to eliminate
the “ chiseler.”
T h e open price agreement requires every
canner to abide by his own published terms
o f sale. T h e provision against destructive
price cutting can only be interpreted to
mean prohibiting, in general, sales below
the actual cost o f operation.
T h e general public usually think o f
such cost as something which is definitely
ascertained or ascertainable.
Politicians
w a x eloquent over providing farm ers with
a sale price w hich w ill allow them at least
a moderate profit over cost o f production.
A s a matter o f fact, there are about as
many different costs o f producing a bushel
o f corn or wheat or a pound o f beef or
pork as there are different farm s. Con
sideration of quality o f soil, whether the
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farm er and his fam ily do the w o rk or hire
it done, seed used, general efficiency o f the
farm er, weather conditions and many
other factors w ill cause many differences
in cost even in the same localities. It will
also cause costs to vary from year to year
even with the same farm er.
Canners’ costs w ill va ry w idely also.
Probably good management is the most
important factor in keeping down costs
consistently over a long period and there
w ill be many different types o f m anage
ment in different canning establishments.
H ow , then, you m ay ask, can the Code
A uthority or the Federal Government en
force provisions against destructive price
cutting if this be interpreted to mean sell
ing below cost o f operation since there are
so many different costs ? O ther codes have
met this difficulty by providing that no
member m ay sell below his own cost o f
doing business, or some designated portion
o f such cost, except to meet the price o f
a com petitor who is able to undersell him
without violating the code on account o f
having low er operating costs. In your
case destructive price cutting w ill probably
be interpreted in m uch the same w ay.
In order to provide inform ation whereon
to decide the important and delicate ques
tions which w ill come up in connection
with fair trade practices, particularly, all
codes provide fo r uniform accounting by
members o f each industry. N R A admin
istrators do not interpret this to mean that
the books o f all m ust be alike, but rather
that they all must be sufficiently uniform
fo r the purpose o f the administration of
the act.
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, inclusive. Say such rate o f utiliza
tion w as
% and the overhead to be
added to the direct labor and m aterial in
you r case amounted to $ ,
. . If
you r rate o f utilization fo r the period in
question was
% , the portion o f the over
head to be applied w ould be that which
% bears to
% or two-thirds. O nly
$ ,
o f the $ ,
overhead
w ould thus be considered fo r the purposes
o f m aintaining fa ir trade practices.

60

3000000

40
20000.00

40
60

30000.00

Since the requirements o f N R A are that
there must be uniform accounting in an
industry on the one hand, and the admin
istrators o f N R A state that they are not
going to require uniform sets o f books on
the other, w hat then, you ask, is this uni
form ity which is sought and how is it to
be accomplished if all the records are not
uniform ? It w ould appear that the only
method by w hich sufficient uniform ity fo r
administration m ay be accomplished, while
at the same time it is not required that all
records be alike, would be to have the gen
eral ledger accounts— assets, liabilities, in
come and expenses— uniform as to ar
rangement, w ith sufficient uniform ity in
recording transactions that the same ac
counts w ould mean the same thing am ong
the different members o f the industry.

In com puting the basic figure to be used
in establishing a minimum selling price,
however, some costs and expenses w ill not
be included. Interest paid and develop
mental expenses are apparently sure to be
excluded and the latest announcement of
N R A administrators indicates that selling
expense w ill also be le ft out.

A s there are very great differences in
size am ong the concerns in you r industry,
it follow s that the larger concerns will
need much m ore complicated records than
w ill be necessary in the case o f the smaller
ones. It w ould be impracticable, there
fore, fo r the small units to keep the de
tailed records that would be necessary in
the case o f the larger. T h e books o f all,
however, can give comparable results if
they have the same classification o f general
ledger accounts. These accounts should,
o f course, be very simple and compact fo r
small concerns, while ve ry much expanded
in others, but this w ill be a matter o f de
gree only and the same principles m ay be
follow ed b y all.

In m aking such computation o f costs
another factor w ill also be taken into ac
count. T h is is the rate o f utilization o f
plant facilities. T h e standard fo r such
rate o f utilization w ill probably be based
upon the experience o f the best one-third
o f the industry fo r the six years
to

It w ill be necessary in order to accom 
plish this result that all members o f the
industry use double-entry books as sug
gested by Bulletin N o. , “ Classification o f
Accounts fo r the Canning In dustry/’ pub
lished by the N ational Canners’ A sso cia
tion. There is a great deal o f ungrounded
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misapprehension and fear of double-entry
books by those not fam iliar w ith the prin
ciples o f double-entry bookkeeping. A ll
accounts are really double entry.
Socalled single-entry books record only one
side o f a transaction. A few examples
m ay serve to explain th is :
T h e double-entry record o f sales is to
credit the appropriate sale account with
the amount o f the sale and to debit either
cash or bank if it is a cash sale or to debit
an account receivable if it is a credit sale.
In case a check is issued fo r raw materials
purchased the raw m aterial account would
be debited and the bank would be credited
fo r the amount o f payment. I f the pur
chase is made on credit the account pay
able would be credited and the m aterial
cost account debited. A single-entry set
o f books might record only one side of
such transaction. Sim ple form s m ay be
arranged so that the double entry o f such
transactions is practically automatic. This
may be done by using simple form s having
suitable columns fo r the offsetting debits
and credits so that each page cannot help
but balance if the correct amounts are en
tered in the proper columns.
T h e general ledger chart o f accounts
which is the hub o f the accounting wheel
should, as suggested, contain asset, liabil
ity, income and expense accounts arranged
on a suitable uniform basis. I f the canner
has not heretofore kept his books by the
double-entry method he w ill at the begin
ning o f his accounting period when he
changes to the double-entry plan set up
all his assets and all his liabilities and the
differences between them w ill be his net
w orth or capital account.
A s this is also a credit balance, his total
assets w ill thus balance the aggregate of
his liability and net w orth accounts. T his
balance w ill not be disturbed by operating
entries during the fiscal period because the
debits will equal the credits as such trans
actions are recorded. T rial balances should
be taken o f the general ledger each month
which w ill help to detect errors and prove
the accuracy o f the w ork. A t the end o f
the period the income and expense ac
counts, together w ith inventories, are bal
anced off and consequent profit or loss is
carried to the net worth, thus maintaining
the balance.
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Income accounts should record the sales
by commodities and such other income as
interest received and discounts earned.
Since the items included in the three
groups o f assets, liabilities, and income are
not so numerous as in the fourth group
covering expenses and costs, and there are
consequently few er complications in their
arrangement, space w ill not be taken to
detail the items included in these groups.
T h e expense accounts w ill be more nu
merous and w ill require more care than
the other sections o f the general ledger.
T h ey m ay be divided into general groups.
T h e first w ould deal with actual cost o f
production or m anufacture, the second
with selling expense, the third w ith general
overhead or adm inistrative expense and the
fourth w ith other expenses, such as inter
est paid and developmental expenses.
A s the expense group properly requires
more careful study than any other and also
since it is the group w ith w hich the Code
A u thority w ill be most concerned in en
forcem ent o f provisions against u nfair
trade practices, a suggested arrangem ent
is set out as follow s:
E x p e n se s:
. Cost o f Production or M anufacture
(ju st to produce goods)
(a ) Prim e C osts:
. R aw m aterials (corn, peas,
tomatoes, etc., as well as
seed, also sugar, salt, etc.)
. Cans, boxes, etc.
. D irect labor
(canning,
viners, etc.)
(b ) M an ufacturing Burden or
E xpen se:
. Indirect labor (including
superintendence)
. Coal, power purchased,
etc.
. Depreciation o f m anufac
turing plant and equip
ment ( if you do not
charge depreciation you
give aw ay your plant)
. Repairs to building and
equipment (includes re
pair labor)
. T a x es and insurance on
plant applicable to m anu
facturing, also compensa
tion insurance

1

1

2
3

1
2
3

4

5

1934

THE CERTIFIED PUBLIC ACCOUNTANT

6. Sundry supplies and e x 
pense (m anufacturing)
. P rorated costs, such as
m anagerial, o f f i c e and
c l e r i c a l applicable to
m anufacturing
. Selling E xpen se:
(a) Brokerage (should be entered
in sales record when sales are
made)
(b ) Discount A llow ed
(c ) Sw ells A llow ance
(d ) F reigh t A llow ance
(e) Labels (including labeling
labor)
( f ) A d vertising
(g ) T ravelin g Expense
(h ) Sam ples
( j) Insurance and T a x es on F in 
ished Stock
(k ) O ther Selling Expense
. General O verhead or Adm inistrative
E x p e n se :
(a ) O fficers’ Salaries
(b ) Office Salaries
(c ) Stationery, P rinting and Sup
plies
(d ) Telephone and Telegraph
(e ) Business Dues and Subscrip
tions
( f ) Donations
( g ) L oss on B ad Accounts (bad
debts)
(h ) L ife Insurance
( j ) L egal and A u ditin g
( k ) D irectors’ Fees
( l ) Sundry Adm inistrative E x 
pense
. O ther E xpen se:
(a ) Interest Paid
(b) Developmental Expense

7

2

3

4

In consideration o f the foregoing chart
o f costs and expenses it should be kept in
mind that it is submitted as a suggestion
only and that in actual practice there would
be great variation in the degree o f expan
sion in the number o f accounts kept. It
would, fo r example, usually be desirable
to keep a separate account w ith repair
labor and also w ith labeling labor.
In
m any instances it m ight be necessary to
have accounts to reflect the expense o f
warehousing. T h e w ages o f the same in
dividual might be charged to direct or to
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indirect factor labor during the packing
season and to repair labor or to labeling
labor during other parts o f the year.
Inventories will, o f course, have to be
taken into account in arriving at some of
the costs at the end o f the accounting pe
riod. T h is w ill usually have to be done in
the case o f cans, boxes, coal, supplies, and
labels.
It w ill be noted that labels are included
in selling expense in the foregoing. Some
canners m ay not agree w ith this classifica
tion as they have been accustomed to in
clude them in direct factory cost. I have
put this item in the selling overhead group
because the label is not usually put on the
can until it is sold or ready fo r shipment.
Another reason is that the label is in many
instances a sales representative o f the
canner. T h e principal reason, however, is
that when stock on hand is inventoried at
the close o f the year the labels are usually
not on and, therefore, the label cost must
be deducted from the direct factory cost
if previously included. T h is greatly in
creases the labor o f proving the various
elements o f cost.
In most articles and discussions on ac
counting procedure fo r canners it seems to
me too little attention is given to the ques
tion o f obtaining actual costs o f the pro
duction o f goods as distinguished from sell
ing, general overhead and other expense.
The reason it is desirable to have the
accounts arranged so as to indicate such
cost is that canners sometimes either buy
or sell various products from or to other
canners. In deciding appropriate selling
or purchasing figures in such cases it
would appear to be very desirable to know
the actual cost o f production without r e f
erence to other expense factors.
It w ill be noted that in the foregoing
suggested chart o f expense accounts inter
est on capital invested has not been in
cluded. T h is is because such interest is in
the nature o f a profit on operations rather
than an expense actually incurred.
I f computation o f costs is made at a
time when the value o f currency is fluc
tuating, it m ight be maintained that in any
subsequent computation o f costs a fter the
value o f currency had changed, either up
w ard or dow nward, consideration should
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be given to such fluctuation in considering
the cost o f the goods or the application of
rules relative to unfair trade practices.
T his question, however, is not considered
to be within the scope o f this article and
will not be further discussed.

3

A rticle
o f the revision o f the canners’
code, dated September
,
, deals
with trade practices. Som e o f the pro
visions in this article are o f necessity quite
general. These w ill be clarified in actual
practice by adm inistrative decisions by the
Code Authority. A rticle
deals w ith ac
counting and reports and states that it is
the intent o f the industry to prom ulgate at
an early date the principles o f accounting
w hich are to be followed.
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Adm inistrative procedure relative to vio
lations is set out in A rticle 6. T h is article
provides that upon recommendation o f the
Com m odity Committee or the Canning In
dustry Committee a reputable firm o f cer
tified public accountants m ay be designated
to examine the books o f a processor whose
practices are under investigation.
T his
brings up the question o f the supervision
and auditing o f the accounts o f members.
It would appear that the auditing fu n c
tion might be used to advantage in con
nection w ith the prevention o f violation of
fair trade practices. There m ight be some
question, however, as to the best procedure
fo r obtaining the desired results with the
least expense and inconvenience. It would
seem that the provision fo r allow ing the
Commodity Committee or Canning Indus
try Committee to designate the accounting
firm is a necessary one. In practice, how 
ever, it might in many instances be wise to
allow the canners themselves to select their
own auditing firm from among such ac
counting firms as are approved by the
Canning Industry Committee. T h e corner
stone o f the accounting profession is that
all m aterial facts must be fu lly and im par
tially shown in audit reports. N o repu
table firm w ould think o f doing otherwise.
It might, therefore, be wise to allow a rea
sonable amount o f latitude in selection of
auditors. T h e question o f expense also
enters since a local firm would frequently
do the w ork w ith considerably less travel
ing and hotel expense.

In any case, and whether the w ork be
general supervision and auditing or special
investigation, the auditor should be w illing
to adhere to the uniform accounting plan
and other instructions o f the committee.
H e should be absolutely dependable and
he should be competent. It is only by
proper use o f such auditors that “ chisel
ing” and other u n fair trade practices will
eventually be eliminated.
T h e necessity fo r reasonable uniform ity
not only in the accounts themselves but
in handling the entries to such accounts is
apparent when w e consider the wide varia
tions am ong different concerns. Identical
items are in some instances charged to the
asset account o f buildings and equipment
and in others to repairs and upkeep. In
some cases salary o f the proprietor is not
included as expense. Rates used for the
computation o f depreciation o f fixed assets
vary among different plants. M any con
cerns fail either intentionally or through
inadvertence to set up all liabilities at the
end o f an accounting period and thus do
not include the related charge to costs or
expenses. It is, therefore, apparent that
such uniform ity must extend to the method
o f keeping the accounts as well as to the
accounts to be kept.
N ecessary uniform ity in the accounts
and accounting procedure o f the industry,
together w ith proper supervision and audit
ing, should accomplish other important re
sults in addition to the elimination o f un
fair trade practices. It would provide a
basis o f facts w hich should be of assistance
to the Com m odity Committees in their
planning. Last, but by no means least, it
would place in the hands o f your Code
A uthority a basis o f facts which should
enable it to be o f ve ry great assistance in
the education o f such o f the members as
m ay be in need o f it with regard to steps
necessary to be taken to secure im prove
ment in their financial position and oper
ating results.
In closing I would like to leave with you
the thought that w as repeated thirteen
times in Bulletin No.
o f the National
Canners’ Association, “ Failure to properly
compute every item o f overhead has been
responsible fo r more failures than any
other one cause.”
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I sa a c B e n w it t ,

E L L IN G on the installment, budget or
deferred payment plans is not a new
S
development in business as some might be
led to believe, but is a time tested method
of placing merchandise and equipment into
use or consumption. As long as character
and confidence are essential elements on
which credits may be based, installment sell
ing to consumers is sound.
T h e method has been used for many,
many years in the financing of homes with
installment mortgages. Building and loan
associations operate under the same principle,
which is, periodic saving of small sums to
pay for the purchase of property being used
during the period of accumulation.
T h e beginning of the development of this
type of merchandising on a large scale
appears towards the close of the 19th cen
tury. A t that time the International H ar
vester Co. embarked on a large scale dis
tribution of its farm implement products on
the installment plan.
Since that time installment selling was
applied at an increasing rate, to merchandise
of shorter life, and attained substantial pro
portions during the last 15 years. It has
been applied to the distribution of a wide
variety of goods— automobiles, washing
machines, refrigerators, electrical appliances,
furniture, jewelry, clothing, and even securi
ties. T h e sale of Liberty Bonds during the
W orld W a r is the largest scale program of
distribution on the installment plan in
recent years. There is little doubt that the
sale of 4 million automobiles in 1929 was
possible only by reason of this form of dis
tribution. T h e economic or social phases
w ill be covered later.
T h e principle is sound and may be applied
with safety, where the durability and useful
life of the article is longer than the terms
of sale, and the buyer’s economic status and
income enables him to meet the required
payments.
*A d dress d elivered at A nnual F a ll Conference
o f the Society of Certified P u blic Accountants of
the State o f New Jersey .
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C .P .A ., N ew Y o rk City
Selling on this plan involves many prob
lems that do not exist in retailing on the
cash or open charge account methods.
Emphasis is placed on the basic difference
which is the intermediary step of converting
merchandise into an installment account
before the value of the sale is realized in
cash.
H ighly organized industries with a single
or limited variety of product, automobiles, for
example, have regulated terms and conditions
and secured customers’ paper which may be
discounted— in some instances, with factory
finance companies. Under such conditions,
the merchant has practically completed the
transaction with the sale and disposition of
the paper received therefor. His business,
operating and accounting problems are only
slightly different than those of the cash or
open charge account dealer.
Sales for cash or discountable customers’
paper, in effect, are completed transactions,
all the profit factors being definitely known
and the investment in merchandise returned
to its original state— cash.
Installment sales financed by the mer
chant are not completed transactions until
the account is fully liquidated and, there
fore, his profits cannot be determined. T h e
entire process involved with extension of
credits, maintenance of accounts, collection
follow-up, and final liquidation in cash,
must be completed before the actual profits
are determined. In addition to the uncer
tainty of profit, is the added element of cap
ital required to finance receivables.
T w o distinctive conditions are present
where the entire scope of merchandising and
financing are conducted by the same organ
ization.
1. A transaction is not liquidated at the
time the sale is made but only when it
is paid for and, therefore, the profits
are not determinable accurately until
such time.
2. Financial requirements include both
merchandise inventories and customers’
installment accounts.
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T h e determination of profits on install
ment sales is extremely difficult and two
plans are in current use simultaneously. One
is to show the progress of the business and
the other to determine the amount realized
in cash, principally for tax purposes. Every
progressive installment business uses both
methods and finds it practicable to do so.
In the preparation of financial statements
for stockholders, credit agencies, etc., install
ment accounts should be shown at their face
value, less a suitable reserve for losses that
may be incurred during the course of liquid
ation; and the operating statement should
be adjusted for a suitable provision for
losses that may be expected from installment
sales made during the period covered.
T h e chief problem is to estimate the prob
able loss that may arise from open install
ment accounts. Experience over a period
of years where conditions are relatively the
same, is quite uniform and may be the basis
for a suitable reserve for losses; except in
a period of economic disturbance and social
change such as has been experienced in recent
years, other factors must be taken into
account. Accordingly, the financial condi
tion at a given date, and the operating results
for any period, may be fairly accurately
determined by providing for a reserve for
losses based upon experience of several previ
ous years, the current status of the accounts,
and general business conditions.
T h e second method of determining income
in the installment business is used for tax
purposes and rightfully so, since taxes are
payable only on a consummated transaction
and, as has already been pointed out, an
installment sale is not a consummated trans
action until the account is fully liquidated.
Accordingly, under this method of ac
counting for installment sales, the customer’s
account is carried on the books at the face
amount, less the profit to be realized thereon
when fully liquidated.
T h e method of
determining such profits has been the sub
ject of many U . S. Treasury Department
rulings during the course of the last 18 years
and, accordingly, is now w ell defined in its
Regulations.
It presents accounting problems on the
part of each business organization and its
accountant. Average fiscal year gross profit
percentages are determined and realized
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profits are arrived at by applying such per
centage to the cash received from such years’
sales. T h e loss from bad debts is determined
by applying the cost of goods sold percent
age to the balance written off as uncollect
ible ; and losses from repossessions, by apply
ing the same cost of goods sold percentage
to the balance uncollected, less the value of
the merchandise recovered. It is essential to
maintain accounting records that w ill reflect
customers’ accounts, bad debts, loss on repos
sessions and cash receipts by year of sale.
A c c o u n t in g

fo r

M a n ag em en t

and

O p e r a t io n s

Accounting must also reflect management
and operating data as aids in the formula
tion of policy and the general conduct of
business.
In the installment field, this
divides itself naturally between financial and
the usual merchandising operations, as is
already evident.
Accounting for financial operations is con
cerned with capital investment in customers’
accounts, the return thereof, and profit
thereon. T h e capital investment in relation
to volume of business depends upon the
terms of sale.
For example, a policy of selling under a
6 months contract with 20% down, w ill re
quire an investment in customers’ credits or
accounts receivable of 23.3% of the sales
volume done on that basis; that of selling
under 18 months with 10% down w ill re
quire an investment of 71.3 % of annual
sales. Obviously there is a wide range by
reason of terms of sale.— A summary of
capital investment to terms of sale is ap
pended hereto.
T h e percentage of first payments, in some
instances colloquially termed “ down pay
ments,” is important by reason of the cash
income secured therefrom as well as the
customer’s equity in the merchandise pur
chased. It is important that a sufficient
amount of cash receipts be obtained currently
to meet operating expenses and merchandise
requirements.
First payments assist in this direction and,
accordingly, it is wise to secure as high a
rate as competition and the type of trade
served w ill allow.
T h e return of capital investment is re
flected in current percentages of collections
and ratios of inactive accounts (those which
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have omitted to make payments for varying
periods of time) to total installment receiv
ables.
Percentages of collections are determined
by applying receipts to total outstanding bal
ances at the beginning of the month. Ratios
of inactive accounts are arrived at by a list
ing of balances from customers who have not
made payments for periods ranging from I
to 6 and more months.
T h e appended summary also shows the
collection rates that should be expected in
relation to terms of sale. Incidentally, ex
perience shows that invariably average in
stallment accounts w ill take longer terms
than those actually made at the time of sale.
Such average delinquencies vary and may
be as high as 30% , so that an 18-month
contract w ill ordinarily take approximately
24 months before it is fully paid out. T his
is another element of variation which man
agement must provide for.
T h e profit on capital investment in install
ment accounts originally was provided for
solely thru percentage of gross profit obtained
at the time of sale. In recent years most
installment dealers have introduced a budget
or carrying charge which provides for the
costs incurred in the outlay of capital, but
does not wholly provide for the costs in
curred in installment operations. Such costs
w ill be treated under merchandising opera
tions, etc.
T h e features attending the financial divi
sion of the management of an installment
business should not be minimized nor sub
merged in favor of merchandising and store
operations. Its problems are vital since the
entire nervous system of the business is
affected thereby. A business lacking proper
financial management cannot long function.
Finances take on added importance in
installment selling since the largest percent
age of the capital invested in the business is
devoted to financing customers’ receivables.
In fact, an installment business is in a
delicate financial situation unless its receiv
ables are wholly financed by invested capital
and surplus, excepting for seasonal peaks of
operation or other limited periods of time
pending the return of profits invested in out
standing accounts.
T h e merchandising and store operations
present problems which, in the main, are
the same as those encountered elsewhere,
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with these additions:
1. Gross profit must provide for the costs
arising primarily from installment sell
ing and the income from capital invested
in receivables.
2. Operations must provide for the con
trol of costs incident to installment
business in addition to the usual ex
pense accounts.
T h e overhead incident to installment sell
ing may be divided into 5 parts:
1. Credit department.
Involved with
interviewing customer at time of sale, check
ing credit application, and passing upon the
credit soundness of the customer.
2. Accounts receivable bookkeeping de
partment. T h is department is quite involved
since it is called upon to handle a consider
able number of individual transactions, espe
cially with relation to the collection of ac
counts. T h e practice of arranging terms
varies, being weekly, semi-monthly and
monthly. Accordingly, a single sale may
require from 6 to as many as 50 credit
postings of cash collections, etc., depending
upon the size of the account and the terms
of sale.
3. Collection department. Volume of de
tail in this department is also enormous since
the practice is to review every account at
least once a week in order that proper fol
low-up may be made to minimize delinquen
cies, etc. T h is involves the use of a series
of form letters and voluminous correspond
ence, and often an adjunct in the way of
outside collectors or adjusters whose busi
ness it is to interview accounts from whom
no response has been obtained, and also to
locate accounts that have moved without
notification. Some types of installment busi
ness give the customer the added service of
calling for payments instead of having the
customer make them either by mail or at
the store. T h is type of service is very costly.
T h e entire operating policy of a business
may require adjustment to a totally different
basis where such a service is performed.
4. T rucking and reconditioning costs are
incurred in securing merchandise repossessed
for non-payment. Such records are often
lacking though essential to a true determina
tion of costs of installment selling.
5. Legal expenses in connection with col
lections or repossessions of merchandise
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where necessary, should also be maintained
separately.
T h e principal factors and elements and
the problems they create have been broadly
set forth. Such an outline clearly indicates
the character of accounting records required.
Emphasis must be placed upon the fact that
installment selling is a combination of mer
chandising and consumer banking, and that
accounting must, therefore, provide suffi
ciently complete records to reflect both
phases.
Following is a summary and outline of
the character of statistical data required by
management for successful planning and
direction of operations:
1. Installment data.
a. Term s of sale.
b. Percentage of down payments.
c. Percentage of collections.
d. Ratios of inactive accounts ( those
which have omitted to make pay
ments for varying periods of time)
to investment in installment accounts.
e. Average unit receipt from customer.
f. Average sale to customer.
g. Types of sales rejected classified by
reason, size and terms.
h. Analyses of losses from bad debts
and repossessions in relation to char
acter of customer, terms of sale, and
amount of sale.
2. Installment Merchandising data.
a. Amount, number and average of
sales to new customers.
b. Amount, number and average of
sales to open accounts.
c. Amount, number and average of
sales to reopen accounts (Accounts
which had previously purchased on
the installment plan and had paid
out in fu ll).
d. Average sales price per unit.
3. Operating data.
a. System for keeping installment ac
counts and cost thereof.
b. System of collection follow-up, cost
thereof, and efficiency rating.
T h e statistical information covered herein
is most valuable to management in apprais
ing the progress currently being made. T h e
items shown under installment merchandis
ing data are valuable aids to the merchandis
ing and sales promotion departments since it
indicates the response being obtained from

promotions for new customers, and whether
the full sales possibilities of previous cus
tomers are being obtained.
E

c o n o m ic

P
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Installment selling has had marked social
and economic effects. T h ru it a large vol
ume of merchandise has been distributed
that otherwise could not possibly reach the
consumer. T o attempt an accurate estimate
of the dollar value of merchandise sold
under this plan to consumers in a single
year, is quite difficult. Several hundreds of
millions of dollars of goods are so distrib
uted, and can be visualized from a glance
at the list of commodities that are sold in
this fashion.
Accordingly, the average
worker has been able to enjoy the benefits
of the advancements of science and industry
while he paid for it.
M any business men and economists have
said that the tremendous expansion experi
enced subsequent to the war, was due in
large measure, to the increased use of in
stallment selling. T h is plan of retailing
contributed to the prosperity enjoyed from
1923 to 1929. A favorable commentary on
its soundness may be found in a comparison
of the statistics covering losses incurred from
installment accounts in comparison with
losses incurred in other investments or credits
during the period of the depression, such as
bank deposits, security values, etc. Losses
by default of installment contracts were
less than the shrinkage that took place by
reason of default in other forms of credit.
T h e increasing losses from bad debts and
repossessions in the installment business dur
ing the period of depression, made difficult
a true appraisal of the value of outstanding
accounts at any specific date. In the main,
they were due to the reduction in earnings
and the decrease in employment. T h is situa
tion is comparable with business difficulties
encountered in other lines by reason of de
clining price levels, and the soundness of this
manner of merchandising is affected only by
the vagaries of basic underlying trends
which cannot be controlled by any single
business organization.
T h e accountant accustomed to the prob
lems arising from a business depression has,
in the installment business, the added one
of appraising the sufficiency of a reserve for
losses from customers’ receivables in the
light of underlying conditions and the trend
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of price levels. T h e ability of a customer
to pay is effected by the general level of
employment and wages.
Su pplem en t

Before closing a paper on installment sales,
it is timely to make reference to current
opinions affecting this line of business in re
lation to the monetary situation.
In a staff article appearing in the Sunday,
November 5th, edition of the N e w Y ork
Tim es, it is said “ Inflation may affect cred
it sales.” In this article, quoting a well known
authority, it is also said “ N ot much of a
merchandise hazard, at least during moder
ate inflation, would develop in the normal
quick turnover of merchandise. O n install
ment or long-term credit sales, however, in
which the dollar might depreciate sharply
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between the time of purchase and comple
tion of payments, the risk of loss, of course,
would be great. Eventually, some revision
of this form of selling would be required to
take care of this risk.”
T h e authority quoted apparently expects
a type of wild monetary inflation in this
country in which prices would sky-rocket
from week to week and the dollar depreciate
to probably next to nothing. N o doubt, he
has in mind the currency inflation experi
enced in Germany after the war. It is very
difficult to foresee any such situation in this
country despite the fact that the authorities
are apparently tampering with the value of
the dollar.
It is essential at this point to remember
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that this nation and the world lives con
tinuously thru wide fluctuations of dollar
value caused by many so-called “ sound and
normal factors.” Industry and business from
1921 to 1929 experienced the same influences
in the manipulation of the value of the dol
lar which the conservative economist so
greatly fears now.
During the N E W E R A referred to, cred
it expanded at a rate which appears to be
even more rapid than the inflation of the
dollar to date, if gaged by the relative price
levels that existed in 1921 and 1928. T h e
installment dealer, as w ell as other business
es, fared exceedingly w ell; and encountered
difficult problems only when credit com
menced to contract in 1929. Creditors began
to suffer when debtors were called upon to
repay obligations incurred in cheap dollars
or credit, with expensive dollars or credit.
T h e economic system is so intricate that a
paradox appears.
It would seem excellent business to sell
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merchandise on credit when prices are high
and accordingly money and credit is cheap,
and then be repaid when an inverse situa
tion exists and merchandise is cheap while
money and credit is high. Nevertheless, se
vere business losses were suffered immedi
ately commencing with the reversal in the
value of merchandise and money that took
place late in 1929. So long as monetary
inflation does not proceed at any faster rate
than did credit inflation in the N E W E R A ,
installment sales w ill not be adversely af
fected. In fact, there is less to fear from a
rational monetary inflation policy than from
a credit inflation policy. T h e possibility of a
recurrence of the disasters arising from the
deflation of credit during the years follow 
ing 1929, is less remote under a policy of
monetary inflation. It is difficult to contem
plate a contraction of the amount of money
in use following a period of monetary in
flation equivalent to the contraction of the
volume of credit in recent years.

B. H en d erso n ,

H E adm inistration of Federal income
ta x laws in some of the w estern states
is directly affected by local State laws and
usage embodying the concept o f commu
nity property. T h is concept is one which
prevails in a portion of the United States
where the legal system was derived partly
from the Spanish law rather than exclu 
sively from the E nglish Common Law.
T o the extent that this concept affects
m arital property rights, and consequently
the income of married persons, the Fed 
eral ta x authorities have been obliged to
consider it. Thu s the difficulties of sep
arate returns fo r husband and w ife are
further augmented.

T

T h e modern w orkings o f community
property law are so closely bound up with
historical origins that a backw ard glance
is essential to present understanding. A fte r
surveying the background, a consideration
o f T reasu ry Department rulings and court
decisions w ill m ake clear the points at
which com munity property law touches

e

L a w

a n d

F e d e ra l

T a x

C .P .A ., F ort W orth, T exas.
Federal income ta x procedure. M ost o f
the cases here considered had their origin
in the State o f T exas, but the principles
evolved are generally applicable in other
com munity property states.
I. T h e

C o n c e pt o f C o m m u n it y
P ro perty

M atrim onial property concepts under
the Rom an C ivil L a w and the English
Common L aw were essentially different.
W h ile most states o f the U nited States
have modeled their property laws a fter the
English, several o f the western group have
embodied C ivil L aw principles.
These
were derived from the Spanish law as
codified in the “ Forum Judicum ”
A . D .) , re-stated with modifications in
“ L as Siete P artidas” (literally “ T h e Seven
A . D .) ,
P a rts” o f the Spanish law,
and brought to South A m erica by the
Spanish Conquistadores.
From South
A m erica this law spread northw ard to
other Spanish-Am erican colonies, and it
survives substantially unmodified in A r i
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zona, California, Idaho, Louisiana, New
Mexico, Nevada, Texas, and Washington.
The C ivil Law enunciates the principle
that, at the moment of marriage, there
comes into being a “ conjugal society” or
“ community” composed o f the spouses, in
which they become “ the involuntary in 
struments o f a legal entity subject by law
to a rigid and detailed regime o f rights
and liabilities concerning property.” I t is
noteworthy that participation in this m ari
tal community is not optional w ith the
members th e re o f; they automatically be
come members o f it at marriage.
The essence o f the “ community” is that
all the property owned by w ife and hus
band respectively before marriage is con
sidered separate property, while all other
property acquired after marriage, by either
or both, is community property. Control
and management of the community prop
erty are vested in the husband, together
w ith the absolute power o f disposition,
other than testamentary. These principles,
in varying form , are embodied in the con
stitutional, statutory, and decisional law
of the various states.
As an example o f statutory definition
of these terms, we may consider the
Revised Civil Statutes o f Texas, 1925,
which define separate and community
property in specific terms.
Article 4613 (husband’s separate prop
erty) :
“ A ll property o f the husband, both
real and personal, owned or claimed by
him before marriage, and that acquired
by g ift, devise, or descent, as also the
increase o f all lands thus derived there
from , shall be his separate property.
The separate property o f the husband
shall not be subject to the debts con
tracted by the w ife, either before or
after marriage, except fo r necessaries
furnished herself and the children after
her marriage w ith him, nor fo r torts of
the w ife. D urin g the marriage the hus
band shall have the sole management,
control and disposition o f his separate
property, both real and personal.”
A sim ilar definition is provided fo r the
w ife ’s separate property.
Article 4619 (com m unity property) :
“ A ll property acquired by either the
husband or w ife during marriage, ex
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cept that which is the separate property
o f either, shall be deemed the common
property o f the husband and w ife, and
during coverture may be disposed of by
the husband only. A ll the effects which
the husband and w ife possess at the time
the marriage may be dissolved shall be
regarded as common effects or gains,
unless the contrary be satisfactorily
proved.”
I t has been held that the profits made
in commercial transactions carried on by
husband and w ife are community prop
erty, even though the capital o f the busi
ness is the w ife ’s separate estate. (M itchell
v. M itchell, 80 Tex. 101.) The same
rule is applicable i f the capital o f the busi
ness is the husband’s separate estate or if
it is community estate.
The law is clear also on the point of
transmission of community property at
death. Leading cases (Burgess v. H a r
groove, 64 Tex. 117; Pegues v. Hayden,
76 Tex. 94) have held that, on the death
o f either spouse, one-half the community
property is vested by statute in the dece
dent’s heirs, the other half remaining in
the survivor.
II.

C o m m u n it y P r o per t y a n d F ed er a l
I ncom e T a x

A series o f Treasury Department ru l
ings and Federal court decisions upholds
the rig h t of residents o f states which rec
ognize community property to report in 
come on the community basis, i. e., to re
port community income on the basis of
equal division between w ife and husband.
This often results in a reduction o f the
total tax on the community income to a
substantially lower amount than would be
payable i f the income could not be so d i
vided and separately reported. F o r this
reason the validity o f reporting commu
n ity income in separate returns has often
been contested by the taxing authorities,
but the courts have generally upheld the
taxpayers.
Before discussing the leading cases, it
may be well to note the unusual circum
stances relative to community income taxa
tion in California. The right to divide
community income fo r tax purposes in
C alifornia inheres to members o f a m arital
community only as to community income
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received after July 29, 1927. P rio r to the
promulgation o f an amendment to the
C iv il Code o f C alifornia on that date, the
w ife was held to have a mere expectancy
in the community property rather than a
vested interest, and so could not return
one-half the community income. (U . S. v.
Robbins, 269 U. S. 315.) The amendment
o f July 29, 1927, remedied this defect, and
the Treasury Department recognized the
righ t o f C alifornia residents to report in 
come received after that date on the com
m unity basis. ( I. T. 2535, C. B. June
1930, p. 125.)
In the case o f Poe, Collector of Internal
Revenue v. Seaborn, 282 U . S. 101, de
cided on November 24, 1930, the United
States Supreme Court upheld the right of
residents of the State o f Washington to
report income on the community basis.
The case is properly included in this dis
cussion because the decision rendered
enunciates clearly the principles upon
which rests the theory o f allowing com
m unity returns. This was one o f a group
o f test cases instituted by the Government
to determine whether, under the Revenue
A c t o f 1926, married taxpayers in the sev
eral states m ight each return fo r income
tax one-half the community income. The
case o f Poe v. Seaborn arose out o f the
follow ing set of circumstances:
The respondent and his w ife, residents
o f the State o f Washington, filed separate
income tax returns fo r the year 1927, each
returning one-half the community income.
The Commissioner ruled that the husband
should have reported the entire income,
and levied an additional assessment against
him. The husband paid the additional
assessment under protest and claimed a
refund. Upon rejection of his claim he
filed suit to recover the amount in dispute.
The D istrict Court rendered judgment fo r
him, but the Collector appealed and the
case finally reached the U nited States Su
preme Court.
The m a jority decision,
w ritten by Associate Justice Roberts, em
bodied the follow ing p o in ts:
1. In Sections 210 (a ) and 211 (a ) of
the Revenue A c t of 1926, laying a tax
upon the “ net income of every individual,”
the use o f the word “ o f” denotes owner
ship.
2. The question whether the interest of
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a w ife in community income amounts to
ownership, and is therefore returnable and
taxable apart from the income of the hus
band, should be determined by the State
law of community property.
3.
The State o f Washington does con
fer such ownership, and the individual
shares of the community income may
therefore be separately reported.
Other test cases simultaneously estab
lished sim ilar rights fo r residents o f A r i
zona ( Goodell v. Koch, 282 U. S. 118),
Louisiana (Bender v. P faff, 282 U. S.
127), and Texas (H opkins v. Bacon, 282
U. S. 122).
The Revenue A ct o f 1932 provides that
“ There shall be levied, collected, and paid
fo r each taxable year upon the net income
o f every individual. . . .” Inasmuch as
these words are identical w ith those of
the 1926 Act, upon w hich the decision in
Poe v. Seaborn was based, it would seem
that the right to report on a community
basis is now clearly established.
W e have already observed the general
principle that income which is clearly de
fined as belonging to the community may
be divided between the spouses fo r tax
purposes. Most o f the litigation between
the Government and individual taxpayers
has arisen where the community status of
the income is in question. The most fr u it
fu l source o f dispute is the determination
o f whether income from the separate prop
erty o f either spouse should be reported
as community income. A group o f cases
before the United States Board o f Tax
Appeals brought out the principle that all
ordinary income from separate property
may be taxed on the community basis. In
the case of O’ N eil (16 B. T . A . 614) farm
rents from the separate property o f the
husband were determined to be community
income. A sim ilar decision to that on farm
rents was promulgated by the Board in a
case involving interest received on sep
arate bank deposits; such interest was held
to belong to the community. ( Chesson,
22 B. T . A . 818.) The case o f Terry (26
B. T. A . 1418) presented the question of
dividends and interest received by a w ife
from a trust fund whereof she was the in
come beneficiary. The Board here disre
garded a ru lin g o f the Treasury Depart
ment (G. C. M . 5741, C. B. June 1929,
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p. 160), and held that income received by
either spouse as the beneficiary o f a trust
fund was community income.
The Federal courts and the Board of
T ax Appeals have usually been guided by
any relevant State laws in determining the
community status of income fro m separate
property. There is, fo r example, an ap
parent contradiction o f the principle ob
served in the preceding paragraph in the
cases o f oil royalties received from sep
arately owned Texas lands. A number o f
cases ( Ferguson , 45 Fed. 2d. 573) ;
Parkey, 16 B. T. A . 441; Chesson, 57 Fed.
2d. 141; Michna, 24 B. T. A. 715) were
finally determined by the Federal bodies
on the basis o f the Texas decisions that oil
royalties from the separate estate o f either
spouse did not fa ll into the community.
Thus, while royalties constitute income fo r
tax purposes, those arising in Texas from
the separate property o f either spouse were
excluded from community income.
One very interesting case (H offer, 24
B. T. A. 22) involved the gain from sale
of stocks originally owned by the m arital
community, where the husband transferred
his interest therein to the w ife by g ift
p rio r to the sale. The Board held that,
by reason o f the g ift, the shares became
the w ife ’s separate property, the pro fit on
the sale o f which was taxable as her sep
arate income. A Treasury ru lin g (G. C.
M . 8209, C. B. December 1930, p. 326)
reviewed a sim ilar case and reached a simi
lar conclusion. In this case, the husband
purchased in 1916 certain corporate stock,
paying fo r it out o f community funds.
On November 1, 1920, he made a g ift of
his interest in the stock to his w ife. The
stock was sold in 1923, and the gain from
the sale was held taxable to the w ife sep
arately. The Treasury ruling determined
the basis o f the stock in the w ife ’s hands
to be as fo llo w s ;
1. One-half of the cost o f the stock in
1916, plus
2. The fa ir market value o f one-half the
stock on November 1, 1920.
To generalize, the tax basis o f stock in
such transactions is :
1. One-half the cost or other basis o f
the stock to the community at the date of
original acquisition, plus
2. The fa ir market value of one-half the
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stock at the date o f g ift.
Another interesting case (King, 26 B.
T. A. 1158) brought up the question o f
income received by a surviving husband
after the w ife ’s death, where the transac
tion giving rise to the income was initiated
during the w ife ’s lifetim e. In this case
the petitioner was a practicing attorney in
Texas. D uring 1920, while married, he
entered into an oral contract to prosecute
a lawsuit, his compensation to be contin
gent upon the outcome o f the case. Early
in 1923 he obtained fo r his client a judg
ment in the lower court, which was ap
pealed by the opposing defendant.
In
August, 1923, while the appeal was pend
ing, the lawyer’s w ife died. In July, 1924,
the case was settled out of court. Later
in 1924 the attorney was allowed his fee,
which was paid to him in 1925. He re
ported income on the receipts and dis
bursements basis, and included this fee as
income fo r 1925. In his petition fo r a
re-determination o f a deficiency fo r 1925,
the Board was asked to decide whether
this fee was separate or community in 
come. I t held that the mere fact that the
marital relationship was dissolved by death
before the contract was fu lly performed
did not affect the interest in the fee when
it was received. Thus, since the right to
the fee had its inception during the exist
ence o f the community, the fee when re
ceived was community property, and be
longed one-half to the petitioner and onehalf to the estate o f his deceased w ife. It
was therefore taxable as community in
come.
In the light o f the great changes which
occur daily, it would be extremely hazard
ous to predict the future trend of com
m unity property law in its relation to in
come tax matters. There is a belief in
some quarters that the forthcom ing Rev
enue A ct o f 1934 w ill eliminate the pro
vision fo r separate returns by husband and
w ife. I f jo in t returns are universally re
quired, community property w ill lose most
o f its significance fo r income tax pur
poses. B ut so long as separate returns
are allowed, all indications are that the
concepts which we have observed w ill re
main valid.
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A fric a Stock, or other petty
bring Customers to buy their Merchan
Stocks, as Glafs, Lead, L in 
dize, fo r which the Merchants usually
nen, Copper, & c .................. 00 05 00
allow the Brokers about half per Cent.
A nd at this Rate there are some have
These Men are mostly o f known Integ
got 1000 or 15000 1. per An.
rity, and upon the B roker’s w ord the
B ut now the number o f Brokers and
Merchants often give the Buyers Credit
fo r many hundred Pounds w orth o f Goods. their Brokage are lim ited by a Statute
There are also other kind o f Brokers, made Anno 8 and 9 W . I I I . which being
viz. Exchange Brokers and Brokers o f requisite to be known both by Brokers,
Merchants, and other Traders, I have in 
Stock.
certed the Heads thereof, as fo llo w s :
Exchange Brokers make it their busi
1. No person shall follow the Employ
ness to know the alteration o f the Course
ment o f a Broker, nor act as such w ithin
o f Exchange, and to in fo rm Merchants
the B ills o f M o rta lity o f the City o f Lon
that have Money to receive or pay beyond
don, un til he be admitted by the Lord
Sea, who are proper persons fo r E x 
M ayor and Aldermen o f the said City.
changing or doing th e re o f; as i f I have
2. A ll Brokers shall at there Admittance
100 l . Sterling to be paid at Rotterday,
take an Oath tru ly and fa ith fu lly to per
etc. the Exchange Broker finds me out
form that Office between party and party
a Man to whom i f I pay the Money here,
w ithout Fraud or Collusion according to
w ill give me his B ill drawn upon his Cor
this Act.
respondent to pay the like summ there to my
3. A ll Brokers w ithin 3 Months after
Factor or Order. O r if I have 1000 l . to
such Admittance shall take the Oath o f A l
receive here from my Factor at Ham 
legiance and Supremacy, as by the Stat
burgh, &c. this B roker w ill find me out
ute I W . and M. and shall sign the Asso
a person that w ill pay me the money here
ciation appointed by an A c t 7 W . I I I . and
on Condition of my B ill drawn on my
shall enter into a Bond to the L o rd M ay
Factor to pay the like Summ in Flemmish
or, Citizens, and Commonalty of the Pen
Money to his Correspondent there; fo r
alty o f 500 l . (the Condition to which, as
which he has Brokage (as also to other
in this A c t verbatim is expressed, you w ill
places) 2 s. per hundred pound Sterling.
find in the Chapter o f Precedents follow 
Brokers o f Stock are such as buy and
ing.)
sell Shares in Joint Stocks fo r any one
4. The Number of these Brokers (in 
that shall desire them; as i f I am minded
cluding all the sorts before-mentioned, viz.
to buy two Shares in the East-India Stock,
Exchange, Trade and Stock-Brokers) are
I speak to a Broker i f he knows o f any
not to exceed 100.
to sell, he enquires and finds one that w ill
5. The Fees paid by a Broker at his
sell two Shares, which the B roker buyeth
Admittance shall not exceed 40 Shillings.
fo r me at the Price currant on the E x 
6. The Names of the Brokers admitted
change, and when the same are transferred
shall be affixed on the Royal Exchange,
to me in the Company’s Book, I pay fo r
G uild-H all, and other publick places, as
the L o rd M ayor, &c. shall think fit.
*C ourtesy o f F . E . Ross, C.P.A ., Ann A rbor,
7. A ny one using the Trade or Em ploy
Michigan.
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ment of a Broker who is not legally ad
mitted shall fo rfe it 500 l . over and above
all other Forfeitures by this Act.
8. And i f any person employ any Broker
that is not thus legally sworn and admit
ted, such person shall fo rfe it 50 l .
9. A nd i f any person not being a sworn
Broker, according to the true intent and
meaning o f this A ct, shall deal as a Broker
in discounting Tallies, Exchequer Bills,
Bank Bills o r Notes, or in Stock-jobbing,
or selling o f Bank Stock, or to any other
Interest or Security upon any Fund grant
ed by Parliam ent: Such person offending
shall fo rfe it 500 l . and being legally con
victed shall stand in the P illo ry 3 several
days, one hour in the M o rning o f each
day.
10. Every sworn Broker admitted as
aforesaid, shall keep a Book which shall
be called The Brokers Book, wherein shall
be fa irly entered all Contracts and Bar
gains, w ithin 3 days after making thereof,
therein inserting the Buyer and Seller’s
Names, to the end such Book may be pro
duced when la w fu lly required; and the
Broker om itting to keep such Book shall
fo rfe it 50 l .
11. A ny Broker taking above 10 s. per
Cent. (i.e. per hundred pound value of
the thing bought or sold) fo r Brokage,
shall fo rfe it 10 l .
12. A ll Brokers legally sworn and ad
mitted according to this Statute, shall car
ry about them a Silver Medal, having on
one side H is M ajesty’s Coat o f Arm s, and
on the Reverse the Arm s o f the C ity o f
London, w ith the Name o f such Broker,
who shall at the concluding o f all Bargains,
Contracts and Agreements by him made,
produce such Meddal to the parties con
cerned, or shall fo rfe it 40 s. fo r every
omission.
13. A nd i f any Broker la w fu lly admit
ted shall deal fo r himself in Exchange or
Remittance of Money, or shall buy any
Tallies, Orders, Bills or Share, or interest
in any Joint-Stock, to be assigned or trans
ferred to his own use; or shall buy any
Goods, Wares, or Merchandize to sell
again fo r his own benefit, or shall make
any gain or pro fit in buying or selling any
Goods over and above the Brokage, he
shall fo rfe it 200 l . and being convicted
shall be uncapable to Trade, A ct or Deal
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as a Broker fo r any person whatsoever.
14. A ll Contracts entered into or made
by any person whatsoever, to be performed
after the first of May, 1697, and upon
which any Premium already is, or shall
hereafter be given fo r Liberty to put upon,
Accept, Receive, Deliver or Re fust any
Share or Interest in any Joint-Stock, T a l
lies, Orders, Exchequer Bills, Exchequer
Tickets, or Bank B ills whatsoever (except
such Contracts of the nature aforesaid as
are to be performed w ithin 3 days to be
accounted from the time o f making the
same) is and shall be utterly null and v o id ;
and every such Premium shall be paid
back and restored to those that gave the
same, their Executors, Adm inistrators or
Assigns.
15. A nd i f any Premium shall be given
or paid contrary to this Act, or if any per
son shall Trade or Deal as a Broker not
duly admitted according to this Act, and
the same shall come to the knowledge of
any sworn Broker, i f he do not fo rth w ith
make discovery, but shall conceal such O f
fence, upon due proof thereof before the
L ord M ayor and Court o f Aldermen of
the City of London against such sworn
Broker, he shall be displaced, and be fo r
ever incapable to A ct or Deal as a Broker
fo r the future.
16. The Forfeitures given by this A ct
shall be recovered by Action of Debt, B ill
Plaint or Inform ation in any of H is M a
jesty’s Courts of Record at Westminster,
in which no Essogn, Privilege, Protection
or W ager o f Law shall be allowed; and
but one Imparlance, the one M oiety where
o f shall be to the use of the K ing, H is
Heirs and Successors, and the other to the
Prosecutor.
17. Provided that no person fo r buying
or selling Corn, Cattel, or other Provision,
or Coal, shall be esteemed a Broker w ith 
in the meaning of this Act.
18. That no Broker shall buy, sell, or
bargain fo r Money, any Tallies or other
Securities upon any Fund granted by Par
liament unless he be licensed so to do by
any three of the Lords of the Treasury,
under the Penalty of fo rfe itin g 500 l .
19. This A ct is in force from the first
o f May, 1697, fo r 3 Years, and from
thence to the end of the next Session of
Parliament.
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T A L K IN G
A D e p a r t m e n t C o nd ucted

M a rc h ,

S H O P
by

L

e w is

G

l u ic k ,

C.P.A.

Notice is hereby served on the editors
of all other than publications of the ac
counting profession, that we expect to be
paid fo r anything we w rite fo r them. The
approbation of our colleagues is all we
seek or get when we w rite this depart
ment, or fo r the J o u r n a l , Review or
Bulletin. B ut trade journals must pay
us something, even if not a dollar a line.

A few weeks ago we got through the
mails a sample copy of a high-brow maga
zine, which carries no advertising land
sells fo r 40c a copy, when it sells at all.
There was one article in it on Economics,
from which we learned a fine word fo r
all accountants to have in their vocabu
laries. Look it up in the dictionary, as we
did. pejorative.

I f anything has caused more recent talk
in the profession than the 4416 colored
riders to this year’s returns, we don’t want
to know about it. Some claim that it is
one of the finest boosters fo r audits that
has ever come along; but a m ajority seem
to feel that fo r every audit fee thus ob
tained, ten or twenty easy money tax fees
w ill be lost. B ut nearly all agree that they
are pernicious in that they use the words
“ attorney or advisor,” instead o f “ A tto r
ney or Accountant.” Anyhow it aggra
vates the problem o f the “ tramp client”
fo r which see our issues o f June, 1929 and
January, 1930.
We once paid 15c fo r a copy of the
N. Y. Evening P o st; we knew we were
being overcharged but felt we had received
fu ll value. About twelve weeks ago that
fine old paper changed ow ners; in two
days we were feeling that three cents was
just about two too many. B ut habit is a
powerful thin g; unless we watch ourself
closely we still say to the newsboy, as we
start home evenings, “ P O S T .” W hen we
finally decide what our favorite evening
paper is to be we’ll let you know. B u t in
the m orning it ’s still the Times.

Believe it or not department. But we
have a witness fo r it. A certain small
plant where the bookkeeper is close kin
of one of the owners. Long ago one o f the
men in the shop dubbed her “ Grade
Allen.” Last month when we went in she
informed us that her general ledger did
not balance. W e replied that we would be
shocked only if it d id ; and how much was
she out this time?
Gracie: “ I don’t know.”
W e : “ W ell, find out, quickly.”
Gracie: “ I can’t.”
W e: “ W hy not?”
Gracie: “ W ell, when it wouldn’t bal
ance, I tore it up.”
Match that!
For this one we have no witness, but
we’ll make affidavit i f need be. For the
sake of those who have never seen us we
must explain that we are rather small,
taking a size 9 ½ sock. W e tried to get
some recently, not at our regular haber
dasher.
Proprietor: “ W ill tan do?”
W e: “ W e don’t mind what color; if the
size is right.”
P ro p rie to r: “ N o ; I mean size tan.”
W hy go to vaudeville?

The New Jersey meeting o f February
5 was as enjoyable as usual. Joseph M or
gan gave a fine talk on taxes, especially T D
4416. A fte r which he and John Conlin
put on a question and answer session as
good as the best that Montgomery and
K lein ever did across the river.

Paul Ferguson is the latest N .Y .U .
graduate to jo in the accounting faculty o f
St. John’s U niversity in Brooklyn. When
N .Y .U . and St. John’s meet in their an
nual basketball game, there is always a
capacity attendance o f the faculty, rooting
for both sides at once.
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TAXES
We apologize to those of our customers
who depend upon us fo r comment on taxa
tion. As noted before, such comments are
a by-product of our w o rk ; and during the
82 days in the butter business we never
read a single tax case; and barely read
the newspaper reports of proposed legis
lation. So here goes fo r a grand clearance
sale.
We wonder why so many clubs persist
in seeking to be classified as exempt from
tax on dues, when common sense shows
they are dominantly social. The reason
seems to be that every club has at least
one lawyer on its roster who wants to get
the goodwill o f his fellow members and is
w illin g to try a forlorn hope on a con
tingent basis. W e don’t know i f that is
how the case of the Tow n Club of St.
Louis reached the 8th C ircuit Court of
Appeals. B ut two male and one female
attorney took a defeat that seems to us
deserved. (January 22.)
There is some real importance to the
Boston E l decision (F irs t C ircuit C. of A.
January 9) entirely aside from the tax
question. The liberality o f the court’s dicta
indicates that the constitution is in fo r a
great revision, which having been accom
plished de facto w ill be sustained de jure,
whether we like it or not.
Bob Montgomery lost a consolidated re
turn case (29 B T A No. 137) on January
16, but he is still very much in demand
as a tax expert. So that H enry Brach who
lost the Cunningham case (29 B T A No.
129) and Donald Browne, who took the
count on the same day (January 10) for
the Crosset Timeber Co. (29 B T A No.
127) need not feel too badly.
I f any item of the great mass o f tax
law is less understood than the effective
dates of the capital stock tax, we want to
know. W hen the president proclaimed it
terminated wre were one of scores who
thought that that was the last of form
707. Then came ST 698 X I I - 34-6368,
showing that next June we must again
compute a dollar a thousand on declared
values as adjusted. I t is a great trick, but
unfortunately, it is not done w ith m irrors.
Furthermore the case o f Evans et al (29
B T A No. 128) looks innocent and ordi
nary enough, but it may be important when
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the capital stock tax gets into the courts.
For human interest the case of Johnny
Dundee, professional pugilist, (29 B T A
No. 115) is the best we have seen in
months. The Board held his returns frau
dulent fo r the six years 1920 to 1925. H is
w ife, Lucile Carroro, was held jo in tly
guilty. W ell, prize fighting always was a
racket.
The first whaling case we have encount
ered in the B T A is that of Knowland,
which he lost on last December 21. W e
hope he takes an appeal because the deci
sion strikes us as inequitable. But get an
earful of this from Marquette’s opinion:
“ In 1921 the government not only had not
paid any part o f the claims fo r unliqui
dated damages, but fo r 29 years had not
permitted itself to be sued on them. These
factors must have had a very depressing
effect on their fa ir market value.” Some
day the Board is going to announce that
on a clear day the sky is usually blue.
You have all seen those trick drawings
where by clever arrangement of lines one
short appears long, and the straight
crooked. W ell, when we picked up 29
B T A No. 161 our eyes played a similar
trick on our consciousness. The names of
the opposing counsel P. M . Beach and
T. M . Mather appeared to our first
glance as “ Palm Beach M ather” a wellknown Florida corporation.
F or an example o f high finance in the
Coolidge era, take 29 B T A No. 165. Stock
acquired at a dime a share in January
1927 was appreciated to $56.12½ per share
in March 1928, and a dividend declared out
of such appreciation surplus. The General
U tility and Operating Company case even
presents the journal entries used, fo r the
astute student of corporation accounting.
The petitioner won despite a S IX man dis
sent. W atch the appeal.
One o f the most remarkable things in
recent court decisions is the number of
appeals of unreported B T A cases. When
it is recalled that one of the most important
cases which led up to the acquittal of
M itchell was that o f Hale (see our A p ril
1933 issue) and that the Board had deemed
this case so unimportant as not to report
it, something is wrong somewhere. W hat
we want to know is : “ W ho decides what
cases shall be published?”
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The 13th of February was marked by
a meeting of the Accountant’s Club at the
H otel Lexington, New Y ork, in which
W alter Staub led the discussion, and yours
tru ly presented orally a few of the above
comments.
A meeting which we quite unexpectedly
enjoyed was one held at the Women’s U n i
versity Club in New Y o rk on the night
o f February 9. Judge Florence Allen, of
the Ohio Supreme Court was the speaker;
her topic was “ The Challenge of Educa
tion” ; and to our amazed joy, she made
it not only interesting but positively ab
sorbing; and fo r human interest, her pie
plant story reaches a new high fo r this
calendar year anyhow. Incidentally, i f you
read “ The Betrayal o f Cleveland” in the
January Harper’s you w ill get an idea of
the kind of cases coming before Judge
A llen’s tribunal.
A lot o f men are smart enough to take
a Caribbean cruise in the w inter, but few
are able to get away during the tax sea
son. Among those who are lucky enough
to have gone in February are Ed Gluck
of New Y o rk and H enry Puder o f N ew 
ark.
Speaking o f female judges, as we were
a few paragraphs back, how many o f you
have seen Annabel Mathews, o f the B T A ?
We saw her first at the field hearings in
New Y o rk the week of Lincoln’s b irth 
day. There is nothing the matter w ith our
hearing (we went through tw o Naval re
serve physicals last year), but seated less
than 30 feet from Judge Mathews, we
could barely make out a word here and
there, except when she was, justifiably, re
buking counsel fo r dilatory tactics. Our
own voice being none too powerful, we
sympathize w ith her; but we feel still sor
rie r fo r those who have to try to listen to
her, and don’t get right down in fro n t of
the judge’s stand.
W atch fo r the stipulation of facts in
the case of B. A . Rolfe famous radio or
chestra man, and his w ife Edna, when it
is published. I t was one o f the cases Miss
Mathews heard. Another humanly inter
esting case to watch, although we doubt
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if it w ill be to read, was one conducted
by W m . Surosky, to determine when is a
debt bad.
We haven’t the space for dialogues this
month, but a recent Shoptalker’s gabfest
produced the follow ing definitions o f de
grees that are too good to hold back.
B.A.— Bum Accountant or Bad Adder.
M .B .A .— Master of Bad Accounting.
B.C.S.— Bookkeeper of Considerable
Superiority.
M.C.S.— Most Conscious Snob.
B.B.A.— Bookkeeper Below Average.

Andrew Crafts had an article on M a
chine Accounting in the February issue of
the magazine published by the Real Estate
Board o f N. Y. Charles Jung, who is sec
retary of the N. J. State Board of Regents,
writes that although not a C PA himself he
enjoyed the February issue o f this maga
zine. Thanx, Charlie.

IM P R E S S IO N S B Y B A N K S
A t the December meeting of the New
York Society of Accountants, which regu
larly meets at the Hotel M cAlpin, Alexan
der Banks reported on impressions gathered
by him in attendance at the International
Congress in London last summer. He espe
cially stressed the idea that accountants were
rapidly becoming organization-minded and
petty jealousies which have heretofore di
vided them are no longer as apparent as
formerly. This Congress brought together
for the first time the eight English bodies
in a cooperative movement in the interest of
public accountancy. He also referred to the
possible as well as probable changes in our
general attitude toward cost accounting
which result from the activities of the N R A
which he looked upon not as a temporary
affair, although organized as an emergency
measure, but as a lasting method by which
industry would be required to cooperate in
the future as they never had in the past.
W hile the results thus far have given no
certainty as to the ultimate outcome, the
general tendency in the business world is to
look w ith favor on the plan but watch the
details w ith care.
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Q u e s tio n s

November, 1933

Commercial Law
AGENCY
Question 1 :
Give a definition of Agency.
Question 2 :
A appoints B his agent fo r the collection o f rents on his property. A dies
and C, a tenant, now knowing o f A ’s death, pays B the rent fo r the month.
B absconds w ith the money and A ’s executor sues C. Can he recover? Give
your reasons.
Question 3 :
A ordered coal from B. C, an unauthorized agent delivered coal to A,
and in doing so, negligently broke a large plate glass window of A ’s.
B later
presents a b ill fo r the coal to A , having fu ll knowledge of the facts. A sues B
fo r the broken window. Can he recover ? Give your reasons.
BANKRUPTCY
Question 1 :
The X Co. shipped to B certain merchandise subject to approval. B be
comes bankrupt and the X Co. presents and files a general claim against the
bankrupt estate. Subsequently, they desire to reclaim their property and w ith 
draw their claim. M ay they do so?
Question 2 :
Certain accounts receivable of the A Corporation are assigned to one o f
its creditors more than fo u r months p rio r to the date of bankruptcy of the A
Corporation. The accounts, however, are actually collected w ith in the fo u r
months period preceding commencement in bankruptcy. Is the assignment o f
the accounts a voidable preference?
Question 3 :
W hat are the qualifications o f a trustee in bankruptcy?
The Service o f Exam ination questions conducted by T he Am erican Society furnishes
practically twice as many questions in Theory, Auditing, Commercial Law and Econom ics
and Public Finance as could be used by any State Board fo r a four-hour examination period,
and twice as many problems in P ractical Accounting as would be required fo r two exam ina
tion periods o f fo u r to five hours each. A Board using the service makes its own selections
and adds any special questions or problems which it desires. T h e questions in Commercial
Law follow.
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CONTRACTS
Question 1 :
A attempted to foreclose a mortgage. B ’s defense was that A told him
that when the principal fell due, he didn’t have to pay it, but only pay him the
interest. Is this a good defense?
Question 2 :
A offered a reward in a newspaper of $200.00 to anyone finding and re
tu rn ing a valuable diamond watch w ith his name inscribed on the watch. B
found the watch but did not see the offer o f reward in the paper, but through
the inscription o f A ’s name on the watch returned it to A . B then learned of
the offer for reward and sued A fo r the $200.00 W ill he succeed? Explain.
Question 3 :
W hat are the essential elements of a valid contract?
Question 4 :
Is a mere moral obligation sufficient consideration o f a contract?
Question 5 :
A adopts a step-son; after m aturity the step-son gives his promissory note
fo r one year fo r $1,000.00 to his step-father in consideration o f his expenditures
fo r him. Can A collect on the note? Explain.
Question 6:
A , having his place o f business in California, sends B a letter in New
Y o rk on January 2, 1933, offering him 500 bushels of wheat at $ 1.00 per
bushel. B received the letter on January 8, 1933. On January 9, 1933, at 10:00
o’clock in the forenoon, B mails a letter to A accepting the offer. Meanwhile,
on January 4, A had w ritten another letter repudiating the offer which reached
B on January 10. A refuses to ship the wheat. Can B recover and why ?
Question 7 :
Give a definition o f a condition precedent and a condition subsequent and
an illustration o f each.
C O R P O R A T IO N S
Question 1 :
Give a definition o f corporation.
Question 2 :
Explain what is meant by ultra vires in regard to the act o f a corporation
and give an example of such act.
Question 3 :
A Corporation made a contract w ith the B Corporation to build a boat
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fo r the B Corporation on instalments. The instalments to date had been paid,
except part o f the instalment fo r $9,000.00. The B Corporation refused to pay
any more money because the A Corporation was insolvent and the follow ing
agreement was entered in to : The A Corporation mortgaged its property to the
B Corporation fo r the entire original contract price and the B Corporation was
to raise some money on the mortgage and give it to the A Corporation to enable
it to carry on the business. The B Corporation then gave the A Corporation
the $9,000.00. A receiver was later appointed fo r the A Corporation and he
moved to set aside the mortgage. Can he succeed? Give your reasons.
G U A R A N T E E A N D S U R E T Y S H IP
Question 1 :
(a) Define guaranty.
( b ) Define suretyship.
Question 2 :
X makes a w ritten guarantee w ith A, guaranteeing that i f A would sell
coal to B fo r an amount not exceeding the value o f $1,000.00, he, X , would be
responsible. A agrees to do so. A sells B coal in the amount o f $2,000.00. B
becomes insolvent and A sues X on his guarantee fo r $ 1,000.00. Can A succeed
and why?
IN C O M E T A X
Question 1 :
R eferring to the Revenue A ct o f 1933, state briefly the nature of the excise
tax on dividends.
Question 2 :
R eferring to the Revenue A ct o f 1933, state briefly the nature o f the
capital stock tax.
Question 3 :
Referring to the Revenue A ct of 1933, state briefly the nature o f the
excess profit tax on corporations.
N E G O T IA B L E IN S T R U M E N T S
Question 1 :
John Jones has Robert H u rd and the Goodwill Corp. become accomoda
tion endorsers on his note payable to Richard Roe. On the date o f m aturity,
John Jones is insolvent and the endorsers refuse to pay. They both put in a
defense. W hat can their defense be, i f any?
Question 2 :
W hat constitutes a holder in due course?
Question 3 :
Name the different kinds o f endorsements and give a short definition o f
each.
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Question 4 :
A purchased stolen negotiable bonds knowing they are stolen, and negotiates
to B, an innocent purchaser, fo r value. A later repurchases the bonds and on the
due date presents the bonds fo r payment, which is refused. A brings suit to
recover the price o f the bonds. Can he recover? Explain.
P A R T N E R S H IP
Question 1 :
A , B and C are partners in a garage business. D brings in his car fo r re
pairs. A w ro n g fu lly refuses to give D his car and D sues A , B and C fo r
conversion. B and C file an answer stating they did not convert said automobile.
D moves to strike out the answer. W ho should prevail and why?
Question 2 :
W hat are the rules fo r distribution in settling accounts between partners
after dissolution under the U n ifo rm Partnership Act, there being no agreement
between them?
Question 3 :
(a ) Give a definition o f lim ited partnership.
( b ) W hat is the character o f a lim ited partner’s contribution?
( c ) M ay a person be a general partner and a lim ited partner in the same
partnership at the same time?
Question 4 :
A , B and C are partners carrying on a business selling tires. One year
after the form ation o f the partnership D is admitted to the partnership. Tw o
months before the admission o f D ; A , B and C had purchased approximately
$5,000.00 w orth o f tires and at the time o f D ’s admission, the sum is past due.
Thereafter a judgm ent is taken against the partnership and the assets o f the
partnership are sold fo r $3,000.00. Meanwhile, A , B and C had filed petitions
in bankruptcy and an attempt is made to levy on D ’s individual estate. D objects
to such levy. W ho should prevail and why?
S A LE S
Question 1 :
The John Adams Co. o f Boston, Mass., sells to the M axw ell Sales Co.,
merchandise fo r the sum o f $600.00, shipment to be made immediately and
payment to be made in ten days. The John Adams Co. ships the merchandise
by the American Express Co. immediately, and afte r shipment, the John Adams
Co. learns that a receiver in bankruptcy has been appointed fo r the M axwell
Sales Co. and they telegraph the American Express Co. in New Y o rk to hold
the shipment and not to deliver. The receiver sues fo r the goods. W hat are the
rights o f the parties?
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Question 2 :
W hat are the rights of the unpaid seller against the goods sold, as set fo rth
in the U n ifo rm Sales Act.
Question 3 :
A is the owner o f a large shipyard. B contracts w ith A fo r the building of a
large motorboat and B is to hire someone to supervise the erection of this boat, and
all the material which is to be used in erection is to be stamped B ’s. The price
agreed upon was $30,000,000. to be in instalments as the w ork progressed.
The w ork was commenced and approximately $10,000.00 had been paid when the
ship mysteriously caught fire and was completely burned. A t the time of the burn
ing B was to have paid an additional $ 10,000.00 fo r the erection. A sued B fo r
the $ 10,000.00 additional, claiming title to the vessel was in B. Is his contention
proper and why ?
Question 4 :
W hat are the provisions of the Statute o f Fraud under the U n ifo rm Sales
Act?
Question 5 :
A re the follow ing cases w ithin or without the Statute o f Fraud?
w ithin or without.

Answer

1. A n entire contract, delivery by instalments, one instalment delivered.
2. Retention o f samples of tea.
3. Obtaining goods fo r opportunity to inspect.
4. Order blank states “ goods not subject to return” ; goods are received by
buyer on approval. Is that ipso facto w ithin or w ithout the Statute?
5. A unique diamond bracelet, manufactured but not intended fo r the general
trade.
C O N D IT IO N A L S A LE S
Question 1 :
A landlord distrains fo r rent on the chattels of B. Am ong such chattels dis
trained is a chattel subject to a conditional bill of sale held by C, but not recorded.
C claims the chattel. W ho should prevail and why?
Question 2 :
(a) Give a definition of conditional sale.
( b ) Give a definition o f a chattel mortgage.
W IL L S
Question 1 :
A dies leaving a last w ill and testament. Among the bequests is a bequest
to A which has lapsed. There is no residuary clause in the w ill. W hat happens
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to the lapsed bequest? W ould your answer be different i f the lapsed bequest
was to take effect at some period of time after the death o f the testator?
Question 2 :
A makes a last w ill and testament. Later he isn’t satisfied w ith it and asks
his w ife to burn it up. She neglects to do so and A dies making no other w ill.
A ’s w ife attempts to probate the w ill. Can she do so, and why?

Q u e s tio n s
E d ito r ,

and A

n s w e rs

D e p a rtm

e n t

W . T . S u n l e y , C.P.A., Educational Director
International Accountants Society, Inc.

Solution to Problem 6, o f May, 1933, Examination Questions, published on
page 558 of the September, 1933, issue.
This problem concerns the allocation of costs of certain material purchased
in bulk and subsequently graded as to quality.
The process of determining the costs o f the various lots consists o f two
steps:
( 1) M u ltip ly in g the factor of quality by the quantity o f each lot in order
to determine a relative “ weight” fo r each lo t; and,
( 2) D istributing the total cost o f $3,638.45 in proportion to the relative
weights o f the various lots.
The follow ing schedule shows the complete solution.
The Vidette M anufacturing Company
Allocation of Costs of Raw M aterial

Grade
A
B
C
D
E
F
G
H
I
J
K
L
M

Factor
of
Quality
40
45
50
55
60
65
70
75
80
90
100
110
115

Quantity
25
100
125
50
75
30
43
75
75
30
42
38
29

(D ate)
Quality
X
Quantity
1,000
4,500
6,250
2,750
4,500
1,950
3,010
5,625
6,000
2,700
4,200
4,180
3,335

Percent
to
Total
2.00%
9.00
12.50
5.50
9.00
3.90
6.02
11.25
12.00
5.40
8.40
8.36
6.67

50,000

100.0 0 %

Prorated
Cost
$72.77
327.46
454.81
200.11
327.46
141.90
219.03
409.33
436.61
196.48
305.63
304.17
242.69
$3,638.45

1934

T H E C E R T I F I E D P U B L IC A C C O U N T A N T

A c c o u n ta n ts

a n d

H E most recent attempt at group con
tacts is that inaugurated by the New
York State Society of Certified Public Ac
countants.
A join t session was arranged for by the
New York State Society at which, in addi
tion to representative officials therein, there
were present the following financial writers
and editors: Jules I. Bogen, editor of the
Journal of Commerce, Robert E. Kintner
of the Herald-Tribune, Samuel Levine of
the Daily News Record, M a rjo ry Robinson
of the Christian Science Monitor, Eugene P.
Lokey of the N e w York Times, E. A. Sheri
dan of the N e w York Times, Claude A.
Jagger of the Associated Press, B. S. O ’Hara
of the Associated Press, James Steinfurst of
the Journal of Commerce, Ralph Hender
shot of the N ew York W orld Telegram,
Charles W . Gerstenberg of Prentice-Hall,
Charles Price of the W all Street Journal,
Franklin B. Dezendorf of the W all Street
Journal, Q. Adams of Dun & Bradstreet
Monthly Review, R. A. Foulke of Dun &
Bradstreet Monthly Review, George T .
Hughes of the Consolidated Press, H arry
Becker of the New York American, F. A.
Stahl of Standard Statistics, H . G. Parker
of Standard Statistics, and I. Dobson of

F in a n c ia l W
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which would make more accurate such “ re
leases,” which often accompany copies of the
reports sent the newspapers. In fact, con
sideration might be given to the adoption
of a brief statement at the end of such re
leases to the effect that they have been sub
mitted to the auditors for approval, and a
newspaperman would then look for such
statements when he handles the corporation’s
publicity.
2.
Where the auditor’s statement takes
serious exception to any feature of the an
nual income account or balance sheet, no
obstacle should be placed in the development
of a news story based upon it by reports for
papers interested. The independent auditor
in such cases should be regarded as the rep
resentative of the accounting profession, in
terested in maintaining standards, rather
than of the management of the particular
enterprise that has retained him. Account
ing firms that do a substantial volume of
auditing for large corporations might well
assign the task of public relations to some
responsible member of its staff, who would
then handle queries from newspapermen w ith
regard to the significance and meaning of
exceptions noted in the auditor’s statements.
I t must be remembered that the number
Standard Statistics.
and variety of corporate statements now
Short talks were made by Messrs. Bogen being made available to the press compels
and Kintner from the editorial and financial the newspaper to resort to “ short-cuts” in
standpoints, summary of which follows:
taking care of news of this character. For
M r. Bogen stated that the press is aware that reason, “ releases” prepared by the cor
of the important work done by accounting poration itself or a financial advertising
bodies to raise the standards of accuracy and agency or publicity firm may receive more
completeness in corporate financial state attention from the reporter w riting a story
ments. The New Y ork Stock Exchange, about earnings or balance sheet of a large
w ith its power to enforce, and the account enterprise than the annual statements them
ing groups w ith their vast experience in such selves. A check on the “ release,” where one
matters, have been, acting together, most is sent, is thus a vital safeguard for better
influential in this movement in recent years. reporting of corporate statements.
From the viewpoint of the working news
The auditor’s statement itself w ill be noted
paper man, two proposals for the improve most when it compromises exceptions to the
ment of methods of reporting financial state company’s own statement. W hile this super
ments of corporations in the press may be ficially seems like journalistic sensationalism,
considered. These are:
it w ill confer a benefit in that managements
1.
Auditors should be invited to examine w ill then be especially sensitive to such audi
all publicity statements that corporations to r’s criticism, and w ill be more eager to
put out in connection w ith the release of meet it in advance through a modification of
their annual reports, and suggest changes the accounting practice that is subjected to

T
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criticism.
M r. Kintner suggested there should be:
1. A definite statement in the certificate
as to whether or not a change in accounting
system had been made during the year, and
if so, how the change affects the report.
2. A definite statement as to whether the
accountants, in addition to following the
Federal Reserve Bulletin, have adhered to
the principles evolved by the Stock Exchange
cooperation w ith accountants.
In other
words, does the report, in the opinion of the
independent auditor, give a clear picture?
In detail, the certificate should report it, if
unrealized profit has been reflected in the
income account; if capital surplus is used
to relieve the income account of charges;
if earned surplus of a subsidiary is a part of
earned surplus of the parent company; if
dividends of its own stock held are credited
to income account; if notes receivable from
officers are not shown separately.
Generally, the financial reports should, I
think, be received in advance, have material
available for complete comparison, and clear
ly indicate changes in practice.
From the reports received, it was brought
out that the financial writers did realize the
confidential relationship existing between
accountants and clients but nevertheless felt
that accountants, acting in an advisory capac
ity for their clients, could assist in increas
ing the information given in the financial
reports and could also improve the form in
which that information is given. Financial
writers were not very much impressed w ith
the value of the so-called short certificate.
The accountants, on the other hand, pre
sented the theory that newspaper stories of
financial statements were often misinforma
tory. There was a failure on the part of
the writers to mention qualifications in the
accountant’s certificate when they were made
and the mere statement by the article that
the report had been certified by independent
auditors without referring to qualifications,
if there were any, was as a matter of fact,
misleading.
The first joint session was agreed by all
who attended as having been helpful and as
leading the way to greater possibilities of
cooperation in the future.
(O ther State Societies please note and
study possibility w ithin their own State for
similar meetings.)
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S U G G ESTED C A S H V O U C H E R
J. Lebowitz, general office manager of
the Coward Shoe, prepared a new arrange
ment fo r their use last year which has two
very valuable features, and by permission
it is reproduced fo r the benefit o f our
readers.
Requiring the voucher to be w ritten in
ink in order to be honored removes temp
tation to alteration, and requiring the
amount o f cents as well as dollars to be
w ritten in words still lessens the tempta
tion fo r manipulation.
Unless written in ink this voucher will not be
honored.

P E T T Y CASH V O U C H E R
D A T E ................................................. 193
P A Y T O ...............................................................................
CH ARGE
FO R

$

TO TAL

$

.......................................................................... D O L L A R S
Am ount o f D O L L A R S to be written in words
.................................................................................. C E N T S
A m ount o f C E N T S to be written in words
A U T H O R IZ E D

B Y .......................................................

R E C ’D P A Y M E N T ........................................................

From the American Legion Magazine for
February, we quote:
“ The truth is that many companies at
tempt to satisfy underpaid employes by giv
ing a pretentious title rather than more
money. M any a man has started to live
beyond his means because his wife knows
he is called the general auditor instead of
merely head bookkeeper.”
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Book Reviews
T

A ss o c ia t io n s
C o n t r o l , by Simon

rade

and

I n d u s t r ia l

N. W hitney, Ph.D.
Published by Central Book Company,
245 Broadway, New Y o rk City. 237
pages.
The conclusions reached in this study
are adverse to the continuance of the Re
covery Act, pointing strongly toward im 
mediate suspension of its operations.
Chapter I discusses the relation of the
N R A to business recovery. Chapters I I ,
I I I and I V analyze the historical prece
dents fo r the system o f industrial control
through trade associations, and ultimately
through the government. Chapter V tries
to reason out a few of the long-run
aspects o f the program.
H a n d b o o k , Edited by Robert
Montgomery, C.P.A. Published by
Ronald Press Company, 15 East 26th
Street, New Y o rk City. Second E d i
tion. 1628 pages. Price $7.50.
Colonel Montgomery was assisted by a
board o f 40 financial, legal and accounting
specialists in editing this handbook which
covers all aspects of financial practice.
There are 29 sections on corporate organi
zation and procedure, promotion and finan
cial plans, w orking capital management,
receipt and disbursement of cash, inven
tory investment, credits, collections, negoti
able instruments, compositions, assign
ments,
receiverships,
reorganizations,
bankruptcy, fixed capital expenditures,
bonded indebtedness, stock capitalization,
surplus, reserves, dividends, corporate
consolidations and mergers, readjustment
and reorganization of solvent concerns,
commercial banking, investment banking,
insurance, real estate, foreign exchange,
federal regulation of business, use of finan
cial statements, budgets and reports.
F

in a n c ia l

H.

A c c o u n t i n g , by
Roy B.
Kester, C.P.A. T h ird Edition. Pub
lished by the Ronald Press Company, 15
East 26th Street, New Y o rk City. 846
pages. Price $4 .50.
This volume is devoted prim arily to a
study of the accounting and financial prob

A
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lems o f the corporation. The subject is
developed around the form and content of
the balance sheet and the problems of val
uation that arise in connection w ith its
construction and interpretation. I t is p ri
m arily a textbook fo r second-year account
ing students.
1932 Y

ear

B ook

of

L

e a g u e of

V

ir g in ia

Published in Rich
mond, Va. 222 pages.
Statistics and data are given as to V ir 
ginia’s representation in the Federal Gov
ernment, all the various State departments,
county, city and town government, elec
tion procedure, League o f V irg in ia M u 
nicipalities, utilities and rates, fire insur
ance classes, organizations, associations,
and civic clubs, population statistics.
M

u n ic ip a l it ie s .

c c o u n t i n g , by Jacob B .
T aylor and Hermann C. M iller, C .P.A’s.
Published by M cG ra w -H ill Company,
330 West 42nd Street, New Y o rk City.
409 pages. Price $3.00.
This is the first of a two-volume set de
signed to cover the material fo r the second
year course in accounting. This volume
covers the subject matter fo r the first half
of the course:— statement making, analy
sis of financial statements; statement of
funds— sources and application; a detailed
discussion o f the valuation o f each of the
current, fixed and deferred assets; valua
tion of investments; sinking fu n d s; lia b ili
ties, capital stock, surplus and reserves.

I n t e r m e d ia t e A

C r e d it M a n u a l of C o m m e r c ia l L a w s ,
1934 E d itio n . N a tio n al A sso ciatio n of
C re d it M e n . 512 pages. P r ic e $4.00.

A comprehensive legal digest containing
a complete summary of all Commercial
Laws relating to Credits, Collections and
Sales. I t contains a detailed explanation of
the rights, obligations and safeguards of
creditors and debtors in all states.
The 1934 Manual is arranged in text
book form according to the various steps
in commercial transactions from the receipt
o f an order to its final disposition, includ
ing such important steps as checking the
buyer’s
responsibility
and
collection
methods.
D u rin g the past year, a total of 44 state
legislatures passed laws affecting commer
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cial transactions. These laws have all been
checked and revisions made in the 1934
text thus providing the business or credit
executive w ith valuable inform ation on va
rious legal aspects of his daily work.
E x a m i n a t i o n s , by F. W .
Thornton, C.P.A. Published by A m eri
can Institute Publishing Company, Inc.,
135 Cedar Street, New Y o rk City. 282
pages. Price $2.00.
W ritte n in amplification of the material
contained in the bulletin prepared by the
American Institute of Accountants and
published by the Federal Reserve Board,
entitled “ Verification o f Fnancial State
ments.”
F

in a n c ia l

u d i t C o n t r o l , by C . Aubrey
Smith, C.P.A., published by the U n i
versity Cooperative Society, Austin,
Texas. 205 pages. Price $2.00.
The author has endeavored to show that
by having financial transactions proved at
the source before or shortly after a record
is made of them in the books o f account,
the management w ill have more reliable
data as a basis fo r determining operating
and financial policies than i f there were no
organized scheme o f internal auditing. He
has described certain methods and proce
dures fo r safeguarding the company
against fraud and error on the part o f
employees.

Internal A

A c c o u n t in g — P r in c ip l e s a n d
b y C h arles R e ite ll, P h .D .
P u b lish ed by In tern a tio n a l T e x tb o o k
Com pany, S c ra n to n , P a .
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Michigan Business Studies Vol. V , No.
5, published by the Bureau of Business
Research of the U niversity of Michigan.
123 pages. Price $ 1.00.
This monograph analyzes the agriculture
situation throughout the world and the
trade and financial relationships between
agricultural and industrial countries as they
developed during the recent prosperity and
the following depression. Attention has
been given chiefly to the interconnection of
countries in different stages of develop
ment rather than to relationships w ith in
the national economy of some one country.
L a w , by Stanley Garten,
member of the New Y o rk Bar. Pub
lished by College Entrance Book Com
pany, 104 F ifth Ave., New Y o rk City.
261 pages. Price, paper bound 60c;
cloth bound, $1.00.
This book was w ritten fo r the purpose
of acquainting the student w ith the rules
and principles of business law which w ill
affect him in his vocation and as a citizen.
The important legal principles o f every
branch of the subject have been considered.
Each chapter is followed by questions and
case problems. The latter are drawn from
standard examination papers and actual
cases. A t the conclusion of the book sets
of selection, completion, and true-false tests
have been included. Condensed illustrative
cases, based on court decisions, form an
im portant part o f the book.
C o m m e r c ia l

C o st

M e th o d s,

In this volume definite emphasis is
placed upon the use of cost accounting in
measuring and evaluating plant perform 
ance, Overhead expense is treated as a
m ajor item that must be rig id ly controlled
and kept in definite relation to production.
Standard costs and budgets are included as
an integral part o f the text. Managerial
foremanship is stressed as an important
development in the use of costs. Tw o
chapters are given to distribution costs and
presentation o f cost data fo r management
use is treated in detail.
W

or ld
s io n ,

A

g r ic u l t u r e

by

V la d im ir

and

P.

the

D ep r es

Timoshenko.

E v o l u t i o n To 1900, by A .
C. Littleton, C.P.A. Published by the
American Institute Publishing Co., Inc.,
135 Cedar Street, New Y o rk City. 368
pages. Price $5.00.
D r. Littleton says in his Preface to the
book: “ Perhaps the book merely deserves
characterization as one person’s reading of
a design which time is continually perfect
ing. B ut i f it be judged to have revealed
something of the pattern which divers
forces have been weaving in the develop
ment of bookkeeping and accounting, and
if it afford the reader a glimpse o f the
interm ingling of economic forces, business
institutions, industrial methodology and
social growth w ith men’s ambitions, ideals,
plans, and failures, it w ill have justified
its existence.”

A
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L ic e n s e d

P u b lic
S tate

of

W

A N A C T relating to the practice o f pub
lic accountancy; providing fo r the li 
censing of public accountants, and de
claring an emergency.
B e It E nacted by
t h e S t a t e of W

the

L

e g isl a t u r e

a s h in g t o n

of

:

Section 1. The follow ing words have
in this act the significance attached to them
in this section unless otherwise apparent
from the context:
(a) “ D irector of Licenses” means the
State official holding the office by that title
under the provisions of the Adm inistrative
code (chap. 7, Laws o f 1921).
(b ) “ Practicing Public Accountancy”
or “ The Practice of Public Accountancy.”
A person, either individually, or as a mem
ber o f a firm , partnership or association,
shall be deemed to be practicing public
accountancy or in the practice o f public
accountancy, w ith in the meaning and in
tent of this a c t:
1. W ho holds him self out to the public
in any manner as one who is skilled in
the knowledge, science and practice of ac
countancy, and as qualified to render pro
fessional service therein as a public ac
countant fo r compensation; or
2. W ho maintains an office fo r the
transaction of business as a public ac
countant, or who, except as an employee
of a public accountant, practices account
ancy, as distinguished from bookkeeping,
fo r more than one employer; or
3. W ho offers to prospective clients to
perform fo r compensation, or who does
perform on behalf of clients fo r compen
sation, professional services that involve
or require an audit or verification of finan
cial transactions and accounting records;
or
4. W ho prepares or certifies fo r clients,
reports o f audits, balance-sheets, and other
financial, accounting and related schedules,
exhibits, statements, or reports which are
to be used fo r publication or fo r credit
purposes, or are to be filed w ith a court
of law or w ith any other governmental
agency, or fo r any other purpose; or
5. W ho in general or as an incident to
such work, renders professional assistance

185

A c c o u n ta n ts

a s h in g t o n

to clients fo r compensation in any or all
matters relating to accountancy procedure,
and the recording, presentation and certifi
cation of financial facts.
(c ) A “ Licensed Public Accountant” is
a person duly licensed and authorized un
der this act to engage in the practice of
public accountancy, and used the designa
tion “ Licensed Public Accountant.”
(d ) Male gender shall include female
gender.
Sec. 2. License to practice as a public
accountant shall be granted to any citizen
of the United States or to any other per
son who w ithin five years next preceding
the date of application has duly declared
his intention of becoming such citizen, who
is over twenty-one years of age, of good
moral character and who submits evidence
satisfactory to the Director of Licenses
that he has been in practice as a Public
Accountant or in the employ of a Public
Accountant fo r a period of three years
either before or after the passing o f this
act, such application to be accompanied by
payment o f a fee of $25.00 to the State
Treasurer.
Sec. 3. A n y license to practice as a
Public Accountant hereafter issued may
be revoked in the manner hereinafter pro
vided for any one or more of the fo llo w 
ing reasons:
( 1) Fraud or deceit in obtaining such
license or registration;
( 2 ) Conviction of a felony, as shown by
a certified copy of the record of convic
tion ;
( 3) Conviction of any crime, an essen
tial element of which is dishonesty or
fra u d ;
( 4 ) P roof of knowingly certifying to
any false or fraudulent report, certificate,
exhibit, schedule or statement;
( 5) P roof of gross carelessness or in 
competence in perform ing services as a
public accountant.
Sec. 4. Whenever there shall be filed
w ith the Director of Licenses any w ritten
complaint duly verified by the oath of the
complainant charging that the holder of
the license to practice as a public account
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ant, has been guilty of any act or omission
which would ju s tify the revocation o f the
license as in this act provided, the Director
o f Licenses shall request the Governor to
appoint, and the Governor shall appoint,
two persons, each of whom shall have been
duly licensed under this act to practice as
a Public Accountant, who, w ith the D i
rector of Licenses, shall constitute a com
mittee to hear and determine the charges.
The decision of any tw o members of such
committee shall be the decision of the com
mittee. I f , under the decision of the com
mittee the charges are sustained the com
mittee shall determine whether the license
shall be revoked or suspended, and if
suspended, the period of suspension. N o ti
fication of revocation or suspension shall
be given by the D irector o f Licenses in
accordance w ith the decision of the com
mittee and the revocation or suspension
noted on the records of the office o f the
D irector of Licenses.
Sec. 5. A ny person whose license to
practice as a Public Accountant has been
revoked may, after one year from the date
o f such revocation, make application fo r
reinstatement to all the rights and p riv 
ileges under the original license to prac
tice as a Public Accountant. Application
fo r reinstatement shall be referred to a
committee appointed and composed as pro
vided herein to hear charges. The com
mittee may, by m ajority vote, order the
reinstatement, in which event the Director
o f Licenses shall n o tify the applicant of
his reinstatement to practice as a Public
Accountant.
Sec. 6. Licenses to practice as Public
Accountants shall expire on the 30th day
o f June follow ing the date of their issu
ance, and shall be invalid thereafter unless
renewed by the payment of an annual li 
cense fee of $2.00 to the State Treasurer,
who shall deposit the fee in the State
Treasury to the credit o f the general fund
and issue to the applicant an original re
ceipt therefor and furnish the D irector of
Licenses w ith a duplicate receipt and the
Director of Licenses shall fo rth w ith issue
to the applicant entitled thereto a renewal
license: P R O V ID E D , that the licenses is
sued between January 1st and June 30th
o f any year shall not expire until June 30th
o f the year following.
Sec. 7. I f any section or provision of
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this act shall be adjudged to be invalid or
unconstitutional, such adjudication shall
not affect the validity of the act as a whole
or any section, provision, or part thereof
not adjudged invalid or unconstitutional.
Sec. 8. This act is necessary fo r the
public peace, health and safety, and fo r
the support of the state government and
its existing public institutions and shall
take effect immediately.
Effective, January 19, 1934.
D O N ’T USE B IG W O R D S
In promulgating your cogitations, or artic
ulating your superficial sentimentalities and
amicable, philosophical or psychological ob
servations, beware of platitudinous ponder
osity. Let your conversational communica
tions possess a conciseness, a compacted com
prehensibleness, coalescent consistency, and a
concatenated cogency. Eschew all conglom
erations of babblement and asinine affecta
tions. Let your extemporaneous descantings
and unpremeditated expatiations have intel
lig ib ility and veracious vivacity, without
camouflage or bombast. Sedulously avoid all
polysyllabic profundity, pompous prolixity,
ventriloquial verbosity and vaniloquent
vapidity. Shun double entendres, prurient
jocosity and pestiferous profanity, obscurent
or apparent.
In other words, talk plainly, briefly, na
turally, sensibly, truthfully, purely. Keep
from “ Slang” ; don’t put on airs; say what
you mean; mean what you say. And don’t
---------use big words.
One result which has followed the recent
bank investigations is that it has been
brought out that banks had nearly reached
the position of drug stores. For some time
drug stores have been places where it has
been said everything is offered for sale ex
cept drugs, and banks have been rendering
practically all sorts of personal services w ith
comparatively little regard for what is or
dinarily known as the true functions of a
bank.
This has been more noticeable, it is true,
in connection w ith trust departments of
banks and trust companies. W e have before
us a recently prepared announcement in
which the services listed number twentythree. Some of the services listed indicated
an ingenuity of nomenclature which is in
teresting even if extremely unusual.

1934

T H E C E R T I F I E D P U B L IC A C C O U N TA N T

In Memoriam
T h o m a s L. B e r r y , C.P.A. (M d . No. 16,
Nov. 1, 1900), passed away at his home
in Baltimore, Maryland, on February 26,
1933.
Born in Baltim ore in 1854, he had long
been a leader in civic as well as profes
sional affairs in his State. He had served
on the State Board o f Accountancy of
Maryland, was a member o f the M aryland
Association of Certified Public Account
ants and a charter member o f The A m e ri
can Society o f Certified Public Account
ants.
R o b e r t L . B r i g h t , C.P.A. (Tenn. No.
24, June 4, 1913), of K noxville, Tennes
see, died on December 11, 1933, a fter a
brief illness of pneumonia.
M r. B rig h t was serving as a member of
the Tennessee State Board of Accountancy
at the time of his death. He had recently
been elected as a member o f the Council
of the American Institute o f Accountants
and was a charter member of The A m e ri
can Society o f Certified Public Account
ants.
F r e d e r i c k G e o r g e C o l l e y , C.P.A. (N ew
Y ork, 1912; W is .; M in n .; C a lif.; M o.;
M ich .; Texas; A r k .) , o f New Y o rk City,
died on September 2, 1933, at Wimbledon,
England, where he was spending his vaca
tion.
M r. Colley was a partner of A rth u r
Young & Company and had been a mem
ber of The American Society fo r many
years.
H u m b e r t C. D a v i s , C.P.A. (Colo. No.
158, December 27, 1926), died at his home
in Denver, Colorado, on December 3, 1933.
Born in New Y o rk City, M r. Davis had
lived in Denver since 1916. He was a
member of the Colorado Society o f Cer
tified Public Accountants and o f The
American Society o f Certified Public A c 
countants.
W i l l i a m H . D e n n i s , C.P.A. (N ew
Y o rk No. 239, July 23, 1902), died at his
home in New Y o rk C ity on September 27,
1933.
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M r. Dennis was graduated from New
Y o rk U niversity in 1902 as a member of
the first class o f the School o f Commerce,
Accounts and Finance. He was appointed
to the faculty soon afterw ard and reor
ganized the accounting department and de
veloped a new system o f instruction. He
served as a member o f the State Board
o f Examiners, was a member o f the New
Y o rk State Society and a member of The
American Society o f Certified Public A c
countants.
R ic h a r d
F i t z g e r a l d , C.P.A.
(New
Y ork, 1911; Mich., 1920), died o f a cere
bral hemorrhage at his home at Green
Lake, Oakland County, Michigan, on Sun
day, July 30, 1933.
M r. Fitzgerald, who was Resident P art
ner of Lybrand, Ross Bros. & Montgom 
ery, was a past president o f the Michigan
Association o f Certified Public Account
ants and was a member o f The American
Society o f Certified Public Accountants.
E r n s t F r i e d r i c h G r a h m a n n , C.P.A.
( I l l . No. 248, Nov. 19, 1920), died at his
home in Chicago, Illinois, on August 21,
1933.
M r. Grahmann was a member o f the
Illin o is Society o f Certified Public A c
countants and o f The American Society of
Certified Public Accountants.
A x e l H e i b e r g , C.P.A. ( I l l . No. 271,
Nov. 19, 1920), of Springfield, Illinois,
passed away on June 6, 1932.
M r. Heiberg was County A u d ito r of
LaSalle County, Illinois, from 1916 to
1924. He was a member of the Illinois
Society o f Certified Public Accountants
and of The American Society of Certified
Public Accountants.
G e o r g e F. H e r d e , C. P. A. (Pa. No.
453, Dec. 22, 1925), passed away on N o
vember 29, 1933, at his home in East Falls
Church, V irginia, after a short illness.
M r. Herde lived fo r a number of years
in Pittsburgh, Pa., and was a member of
the Pennsylvania Institute of Certified
Public Accountants. A t the time of his
death he was chief accountant in the Se
curities Division o f the Federal Trade
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Commission, Washington, D. C. H e was
a member of The American Society of
Certified Public Accountants.
O v e r t o n S. M e l d r u m , C.P.A. (Ind.,
1924; K y., 1929), died at his home in
Louisville, Kentucky, on March 4, 1933.
M r. Meldrum was 73 years old. Sev
eral months before his death he resigned
the presidency o f the Kentucky Society of
Certified Public Accountants because o f ill
health, and was elected president emeritus
of that organization. He had served as a
member o f the Council and a vice-presi
dent o f the American Institute o f Account
ants and was a member of The American
Society of Certified Public Accountants.
A l f r e d A . S u l l i v a n , C.P.A. (Mass.
No. 237, June 15, 1920), died at his home
in New Y o rk C ity on July 17, 1933.
M r. Sullivan, at the time o f his death,
was Secretary and Treasurer of the
Rainey Supply Company and o f W . J.
Rainey, Inc., New Y o rk City. He was a
member o f The American Society.
W i l l i a m J. S t r u s s , C.P.A. (N . Y . No.
366, 1908), of W illia m J. Struss & Co.,
New Y o rk City, died on January 16, 1933.
He had been a member of The American
Society of Certified Public Accountants fo r
many years.
E d m u n d W a l k e r , C.P.A. (N . H . No.
344, July 5, 1922), o f Chicago, Illinois,
died on May 13, 1933.
Practicing under the firm name of Ed
mund W alker & Co., M r. W alker had
fo r a number o f years specialized in news
paper accounting. He had long been a
member of The American Society of C erti
fied Public Accountants.

W H A T T H E W O R LD NEEDS
A little less speed
A little more care
A little less greed
A little more fair.
A little less g raft
A little more deed
A little less d ra ft
A little more heed.
— Charles W endell Kirsch.
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What About Banks?
N ot long since, a questionnaire was cir
culated to twenty-five business men in Kala
mazoo, Michigan. These men were picked
at random and the same six questions were
asked of each. The result was recently re
ported by Harold Stonier, the National Edu
cational Director of the American Institute
of Banking, in connection w ith an address
which he gave before the Maryland Bankers
Association. The questions and results were
as follows:
1. In what way is a state bank different
from a national bank?
6 did not answer
7 were incorrect
12 were approximately correct.
2. W hat is the difference between a bank
and a building and loan association?
3 did not answer
14 were incorrect
8 were approximately correct.
3. W hat is a bank’s uncollected funds?
13 did not answer
11 were incorrect
1 was correct.
4. W hat is a bank certificate of deposit?
3 did not answer
12 were incorrect
10 were approximately correct.
5. H ow does the Federal Reserve Bank
help you?
3 did not answer
13 were incorrect
9 had a fair idea.
6. W hat is bank float?
13 did not answer
5 were incorrect
7 appeared to understand.
Query: W ould not an advanced intelli
gence test of the clientele of an independent
accountancy practitioner be of assistance to
the practitioner in preparing a report?
The International Congress on Tech
nical Education w ill be held in Barcelona,
Spain, M ay 17, 18 and 19, 1934.
Copies of the Proceedings of the In te r
national Congress on Accounting, 1933,
may be obtained from Messrs. Gee & Co.,
(Publishers) Ltd., 41 Moorgate, London,
E. C. 2, at a cost o f 6 /- per copy plus
1/ 1d., cost o f postage.
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S T A T E

S O C IE T Y

C A L IF O R N IA
A jo in t meeting of the C alifornia State
Society o f Certified Public Accountants
and the Los Angeles Chapter was held at
Elks Temple, Los Angeles, on Monday
evening, February 12, 1934.
P hilbrick McCoy, General Counsel,
State Bar o f C alifornia, spoke on the Con
stitutional
amendment providing
fo r
change in the method of selecting Superior
Court judges fo r Los Angeles County.
M r. E. L . E llio tt, representing the Na
tional Security Owners’ Association, spoke
on “ Inflation and the Need fo r a Balanced
Budget.”
---------D IS T R IC T O F C O L U M B IA
A meeting o f the D istrict of Columbia
Institute o f Certified Public Accountants
was held on Tuesday evening, January
9, 1934, at the Racquet Club, Washing
ton, D. C.
Guest speakers were as fo llo w s : Repre
sentative Byron B. Harlan, of Ohio, Mem
ber of the D istrict Committee, gave a short
talk on the liquor bill. H erbert L. Davis,
Commissioner of Insurance, spoke on com
pensation insurance, w ith particular refer
ence to a compensation insurance b ill fo r
the D istrict. John B yrd Payne, C.P.A.,
Controller o f the A g ricu ltural Adjustm ent
Adm inistration, told o f some o f the ac
counting developments in the A A A . Eugene
Woodson, Vice-President o f the Railroad
Credit Corporation, spoke briefly on the
general subject o f accountancy. A . B.
Gunnarson, President o f the W ashington
Chapter o f the National Association of
Cost Accountants and Manager o f the
Department of Manufactures o f the U . S.
Chamber o f Commerce, made a few re
marks concerning the N R A .
E ric A.
Camman, C.P.A., Vice-President o f the
National Association of Cost Accountants,
briefly stated the results o f an analysis he
had made o f some 130 codes approved by
the N R A , w ith particular reference to
clauses prohibiting selling below cost.
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N E W S

F L O R ID A
The semi-annual meeting of the Florida
Institute o f Accountants was held at the
D ixie Court Hotel, W est Palm Beach, on
December 8 and 9, 1933.
Following the Address o f Welcome by
M ayor Chas. B. W atkins, and response by
Jim Quinn, a paper on “ Compulsory A u d it
of Corporations,” was presented by Ira J.
Varnedoe. A fte r considerable discussion
a resolution was passed referring the mat
ter to the legislative committee fo r fu r 
ther study and report at the June, 1934,
meeting.
A paper prepared by C. W . Fisher on
“ Deposit Guaranty Funds as Deductions
fo r Income T ax Purposes,” was read by
W . E. Keen.
In the afternoon A . S. Anderson, City
Manager o f W est Palm Beach, gave a
talk on “ The Other Side o f the Fence.”
C. C. Potter presented a paper on “ Com
petitive Bidding,” follow ing w hich there
was discussion on the subject by practically
all members present.
The banquet and dance on Friday eve
ning, w ith W . E. Keen, toastmaster, was a
most enjoyable affair.
A t the Saturday morning session C. H .
Lin d fo rs gave a talk on “ Planning the
M unicipal A u d it.”
The annual G olf Tournament was held
on Saturday afternoon, C. Cecil Bryant of
Ocala w inning the cup.
Entertainment provided fo r the ladies
included a bridge luncheon, sight-seeing
tour and a bathing party.
IN D IA N A
The February Bulletin, issued by South
Bend accountants, carries a Calendar o f
Principal State and Federal Taxes fo r
February; the notice that professional ad
visorsi must sign returns fo r the taxpayer;
comments regarding Co-insurance, E x 
pense Analysis, Socialism ? Complete
Audits Desirable.
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M ASSACHUSETTS
The fou rth meeting o f the season 19331934 o f the Massachusetts Society o f Cer
tified Public Accountants, Inc., was held
in the Parker House, Boston, Monday
evening, January 29, 1934. There were
78 members and guests present at the din
ner preceding the meeting, the total atten
dance fo r the evening being about 90.
Honorable H enry F. Long, Commis
sioner o f Corporations and Taxation of
the Commonwealth o f Massachusetts, was
the speaker o f the evening, having as his
subject “ Current Changes in the Massa
chusetts Income T ax Law .”
M IC H IG A N
The M ichigan Association o f Certified
Public Accountants held a meeting at the
H otel Statler, D etroit, on the evening of
February 8, 1934.
The speaker o f the evening was Carl
V . Essery, President o f the Michigan
State B ar Association and Chairman of
the Integrated Bar Committee o f the Con
ference o f B ar Association Delegates, who
spoke on “ The Relation Between the Pub
lic and the Bar.”
M IN N E S O T A
A jo in t meeting o f the Minnesota Chap
ter o f the Robert M orris Associates and
the Minnesota Society o f Certified Public
Accountants was held at the C urtis Hotel,
Minneapolis, on Tuesday evening, January
23, 1934.
P rio r to the meeting members o f each
organization had submitted questions to
be answered at the meeting. Jack Clayton,
Vice-President o f the F irst National Bank
and T ru st Company o f Minneapolis and
Chairman o f the Committee fo r the Rob
bert M o rris Associates, answered ques
tions submitted by the C.P.A.s and closed
his remarks by giving a very instructive
and helpful outline on what an ideal report
fo r credit purposes should contain.
Lyle W . Hines, President o f the M inne
sota Society o f C .P.A’s, and Herman C.
J. Peisch, replied to questions propounded
by the Robert M o rris Associates.
The two organizations have through mu
tual agreement proposed to m aintain a
standing committee consisting o f members
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from both groups to consider and act upon
matters o f mutual interest throughout the
ensuing year.
The Minneapolis Accountants’ Luncheon
Forum, now passing their fifth consecutive
year o f luncheon meetings each Friday,
sponsored a luncheon meeting at the Leam
ington Hotel on Wednesday, January 17,
fo r the purpose of discussing the M inne
sota T ax Commission’s proposed assess
ment o f a Franchise Tax.
There were th irty -fo u r in attendance.
Form er M ayor W m . A . Anderson, Special
T a x Investigator w ith the Minnesota Tax
Commission, gave an interesting review of
the Act.
N E W JE R S E Y
The subject o f “ Current Federal Income
Taxation and Pending Federal Tax Legis
lation” was treated in a paper delivered
by John J. Morgan, C.P.A., Assistant to
the Internal Revenue Agent in Charge,
New Jersey Division, at the Federal T ax
Conference o f the Society held at the
Downtown Club, Newark, on Monday
evening, February 5, 1934.
There were a hundred and fifty mem
bers and guests present, including a num
ber of deputies o f the Internal Revenue
Agent’s office and members o f other State
C.P.A. societies.
D uring the dinner hour W illia m Suro
sky presided at a Round Table Discussion
on the subject o f “ Proposed New Jersey
Legislation.”
Monday evening, December 18, 1933, at
6 o’clock, one hundred and twenty-five
members and guests attended a meeting of
the Society o f Certified Public Account
ants o f the State o f New Jersey at the
Downtown Club, Newark, N. J.
Round Table Discussions were entered
into by members at the various tables dur
ing the dinner period as fo llo w s :
“ Federal Taxes,” John J. Morgan, pre
siding member; “ National Industrial Re
covery A ct,” Andrew Nelson, presiding
member; “ W hat Bankers Now Expect in
A u d it Reports,” Leon Kranztohr, presid
ing member; “ Developments in Building &
Loan A u d it Procedure,” Lewis M . Sternrich, presiding member; “ Problems o f the
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Small Accounting Office,” James J. Hast
ings, presiding member; “ The Accountant
Looks Into the Future,” H arold A . Epp
ston, presiding member.
A t the conclusion o f the dinner period,
President P h ilip S. Suffern called fo r and
each o f the presiding members gave a sum
mary o f the discussions, which were in
structive and entertaining.
D r. James F. Hughes, M r. W illia m H .
Compton and M r. Robert H . G ulliver
spoke briefly on the evils of competitive
bidding fo r audit engagements and the im 
portance o f maintaining a high standard of
professional service.
The principal address o f the evening
was given by Judge Fred. W . Stickel, Jr.,
President o f the New Jersey B uilding &
Loan League. H e spoke on the “ Fed
eral Home Loan Bank.”
The develop
ments in the long-term mortgage invest
ment outlook during the period of the de
pression to the present date were reviewed
and very ably commented upon.
The balance o f the session was given
over to sociability.
A feature, which
proved unusually entertaining, was an
address by D r. W a lte r A . Simms, who
created out o f the subject “ Accountancy
Problems in a Changed Economic O rder,”
a basis fo r humorous reflections upon the
serious aspects o f accountants’ problems.
NEW YORK
The Committee on Federal T a x of the
New Y o rk State Society has submitted
to the Sub-committee o f the House o f Rep
resentatives recommendations regarding
income tax proposals.
TEXAS
The Texas Accountant fo r January,
1934 featured an article by W m . P. Peter,
Chairman o f the Membership Committee
o f the Texas Society, entitled “ Shall W e
Go Forward or Stand S till ?”
W IS C O N S IN
A call meeting o f the Wisconsin Society
o f Certified Public Accountants was held
at the Plankinton Hotel, Milwaukee, on the
evening o f January 22, 1934, fo r the pur
pose o f discussing proposed changes in the
Constitution and By-Law s of the society.
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ANNOUNCEM ENTS
John Berg, C.P.A., announces the re
moval o f his office to Room 900 Bowen
Building, 815 Fifteenth Street, N. W .,
Washington, D. C.
H ic k lin and Redmond, Certified Public
Accountants, announce the removal o f their
offices to 843-846 Russ Building, San
Francisco, California.
Announcement is made o f the dissolu
tion o f the firm Meyerson, Getz & Egert,
New Y o rk City. Joseph Getz & Com
pany, Certified Public Accountants, an
nounce the removal o f their offices to the
Farmers Loan & T ru st Building, 475 F ifth
Avenue, at 41st Street, New Y o rk City.
John S. L loyd and Chas. E. Stevens,
Certified Public Accountants, announce
their association under the firm name of
Lloyd and Stevens, Certified Public A c
countants, Guaranty Building, Indianapo
---------lis, Indiana.
Evans A u d it Company, Certified Public
Accountants and Auditors, 2035 Dime
Bank Building, D etroit, Michigan, an
nounce the admission to partnership of
Roland B. Keays, C.P.A.
Announcement is made o f the dissolu
tion o f the firm o f Gladstone & Goldblatt,
New Y o rk City. H a rry M. Goldblatt,
C.P.A., w ill continue his practice w ith o f
fices in the Chrysler Building, 405 Lexing
ton Ave., New Y o rk City.
Joseph K . Moyer, A ttorney at Law and
Certified Public Accountant, has resigned
as Chairman o f the Special Advisory
Committee and Senior Technical Advisor,
Bureau o f Internal Revenue, and an
nounces the opening o f offices fo r the gen
eral practice o f law w ith special refer
ence to matters pertaining to Federal and
State taxation before the courts and v a ri
ous governmental departments and agen
cies, in association w ith Craig L. Reddish,
A ttorney at Law, Peoples L ife Insurance
Building, Washington, D. C., and in asso
ciation w ith Joseph Getz, Certified Public
Accountant, Farmers Loan and Trust
Building, New Y o rk City.
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H arvey Cardwell and I. Planck, Certified
Public Accountants, have formed a part
nership fo r the general practice o f public
accounting and auditing under the estab
lished firm name of H arvey Cardwell &
Company, Certified Public Accountants,
505 South T h ird Street, Louisville, Ken
tucky.
W aller, Cluverius & Woodhouse, Certi
fied Public Accountants, announce the re
moval o f their offices to Suite 343-347
W a inw righ t Building, N o rfo lk, Va.
Over, Ormiston & Company, Account
ants and Auditors, o f Providence, R. I., an
nounce their association w ith Councilor &
Buchanan, Certified Public Accountants,
o f Washington, D. C., and w ith Fred Page
Higgins & Company, Chartered Account
ants, Toronto, Canada.
Lawrence Scudder & Co., Certified Pub
lic Accountants, announce the removal of
their D etroit office to 2363 U nion Guardian
Building, D etroit, Michigan.
Herrm ann Herskowitz and W illia m P.
Herskowitz, o f the co-partnership of H e r
skowitz & Herskowitz, Certified Public
Accountants, form erly located at 225
Broadway, New Y o rk City, announce the
change o f the firm name to Herwood &
Herwood, and the removal o f their office
to 521 F ifth Avenue at 43rd Street, New
Y o rk City.
Thomas J. Osborne, C.P.A., announces
the opening o f an office fo r the general
practice o f accountancy at 305 Union
T rust Building, Charleston, West V irginia.
Robert Siegel & Co., Certified Public
Accountants, announce the removal of
their offices to Twenty-nine Broadway,
New Y o rk City.
W alter K . Smith, Fred L . Smith, Gilbert
F. Dukes and V . M . Buckalew announce
the formation o f a partnership under the
name of Smith, Dukes & Buckalew, Cer
tified Public Accountants, w ith offices at
315-319 F irst National Bank Building, M o
bile, Alabama.
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Y o u r Efficient A lly on

INCOME TAX WORK
W ithout moving from your desk, answer
questions on income tax procedure by
having within arm ’s reach that excel
lent and much praised book

PUBLIC A CCOU N TIN G
PROCEDURE
B y L e e M cG in ley , C .P .A .
C h airm an , M ich ig an S ta te B o a r d
o f A ccou n tan cy

Federal Income T ax regulations and pro
cedure concisely summarized for convenient,
quick reference.
The cyclopedic style of
presentation makes possible a wealth of valu
able information in the 169 pages.
The book fills a need for a “compact and
comprehensive manual on practical procedure”
giving recognition to the signal advancement
in professional accountancy.
Presents a syllabus of recommended procedure
never before published, yet based on methods
and precepts considered standard because
amply tested by the collective experience of
accounting practitioners.
Semi-flexible cover, gold lettering.
Single
copy, postpaid, $2.50. Money refunded if not
entirely satisfied and copy is returned within
ten days.

THE GREGG PUBLISHING CO.
New York
C h ic a g o
San Francisco
Boston
Toronto
London
Sydney

Haskins & Sells announce the removal
of their Cleveland office to the Union
T rust Building, Cleveland, Ohio.
Lawrence Scudder & Co., Certified Pub
lic Accountants, announce the opening of
an office in the Shoreham Building, Wash
ington, D. C., w ith Thomas M . W ilkins,
Attorney at Law, as resident manager.
Lyle R. Sproles, C.P.A., announces his
withdrawal from the partnership of L. E.
Cahill and Lyle R. Sproles operated under
the name o f L. E. Cahill & Company and
the opening o f offices under the firm name
Lyle R. Sproles & Company, 409 Petro
leum Building, F ort W orth, Texas.
Herbert R. Hemming & Co., 1616 W al
nut Street, Philadelphia, Pa., announce
that W illia m H . K elly has been admitted
as a partner in the firm .

In D ecem ber he was curious
♦ ♦ ♦ b u t today he’s insistent

“E v e r y P r o d u c e r shall u se an a cco u n tin g system
w hich c o n fo rm s to th e p rin c ip le s o f a n d is at
least as d eta iled a n d co m p lete as th e u n ifo rm
a n d sta n d a rd m eth o d o f co stin g to b e fo rm u la ted
o r a p p ro v ed by th e C o d e A u th o rity , with su ch
variations t h e r e fr o m as m ay b e r e q u i r e d by th e
in d iv id u a l co n d itio n s a ffectin g any P r o d u c e r o r
g ro u p of P r o d u c e r s a n d as m ay b e a p p ro v e d by
the C o d e A u th o rity ."

T h e above paragraph or one of a similar nature has been an
important part of the majority of N. R. A. Codes approved to date.
Future codes will undoubtedly carry a paragraph covering methods
of costing.
It is only good business that you know your costs. But today
you must be in position to p ro v e th em to your code authorities with
substantiating statistics. You can with Powers punched card meth
ods . . . and save money in routine accounting . . . and not invest
one cent of capital for machines or equipment.
Industrial and Commercial Enterprises, Railroads and Insur
ance Companies, Banks, Chain Stores, Public Utilities, Federal,
State and Municipal Governments use Powers Methods.
M AN AG EM EN T REPO RTS . . .

in the M O D E R N M A N N E R

W e will gladly send to any major or departmental executive or code
authority a complimentary copy of our new book “Management R e 
ports in the Modern Mariner” that tells the whole story. Write for
your copy.
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O N E of the interesting features of the course in Accounting offered
by the International Accountants Society, Inc., is its wide range of
selectivity, which affords the student specialized instruction.
The chart shows how the student can select more than one-half his
lessons to cover subjects pertaining to work in which he is most in
terested.
This elective feature enables the student to progress directly to a
specific goal. A fter attaining his goal, he can broaden his knowledge
by proceeding with the study of the remaining subjects.
U pon req u est, w e w ill gladly
A ccounting,” to anyone who is
tion regarding I .A .S . training.
ants Society, In c., 3411 South
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m ail our booklet, "H o w to L ea n t
interested in obtaining fu ll inform a
A d d ress the International A cco u n t
M ichigan A v en u e, Chicago, Illinois.
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N O W Offered By W alton In
A D V A N C E D
A C C O U N T IN G
A N D

P R IN C IP L E S

P R O C E D U R E

By CHARLES H. LANGER, PH. B., C. P. A .
The text material comprising this new course is the
product of years of research by the author, whose
practical accounting and teaching experience extends
over 25 years and whose position in the field is pre
eminent. Every lecture presents for the guidance of
the reader the latest trends and developments in
accounting practice and procedure.
The authoritativeness of the text is materially strength
ened by the citation of a great number of legal
cases and statutory laws; the legal side being stressed
because, in the final analysis, the rulings of the law
govern.

C onstant changes in business requirements, augmented
by new State and Federal legislation and rapidly
changing economic conditions, necessitate the em
ployment of men more highly trained in accountancy
than heretofore. W alton's new Course in A D V A N C E D
A C C O U N T IN G
P R IN C IP L E S
AND
PROCEDURE
provides advanced training of a high order for those
who desire to advance along accounting lines to
executive positions of responsibility and higher remun
eration and for those in public practice who desire to
pass their C.P.A. or Am erican Institute Examinations.

3 0

L e c tu re s

Amply Illustrated W ith Problems and Their Solutions
Thirty Lesson Assignments, including Lectures, amply illustrated, and Practical Problems and
Theory Questions. The Author's Solutions to Problems and Answers to Theory Questions,
returned to the Student with his Lesson Work, constitute a M o st Valuable Part of the Course.

Send for a Free Descriptive Folder!
It will give you a very definite idea of the scope and throughness of this new W alto n Advanced
Course. N o obligation is incurred. M a il the coupon Now.

O th e r W a lto n C o u rs e s
C O N S T R U C T IV E A C C O U N T I N G □
C O S T A C C O U N T IN G □
M A T H E M A T IC S

A D V A N C E D A C C O U N T I N G A N D A U D IT IN G □

B U S IN E S S
OF

LAW □

A C C O U N T IN G

AND

F E D E R A L IN C O M E T A X A C C O U N T I N G □
F IN A N C E □

C.

P.

A.

C O A C H IN G □

D a y and E v en in g Classes and H o m e Study Instruction
Charles H . Langer, Ph.B.,
C.P.A.
President and
Educational Director
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Member National Home Study Council

IF INTERESTED IN OTHER
WALTON COURSES, USE
THE LIST ABOVE, C H EC K 
ING THOSE ON W H IC H
YOU DESIRE INFORM A
TION, AND MAIL WITH
C O U PO N

W A L T O N S C H O O L O F C O M M E R C E , 502-512 McCormick Building, Chicago
Please send me the Free folder describing your new intensive Course
in A D V A N C E D A C C O U N T I N G P R IN C IP L E S A N D P R O C E D U R E and
oblige.
Nam e

...........................................................................................

Address ..........................................................................................
C ity and State
Occupation

........................................................

..................................................... A g e .
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I n v i t e

Strolling one day into his favorite London coffee
house for the customary cup and chat with literary
cronies, Samuel Johnson halted his friend inside the
door to point out a man standing in a far corner of
the room. “There,” he growled, “is a fellow whom I
dislike.” “But, sir,” exclaim ed his companion, “you
don’t even know h im !” “P recisely,” replied the great
man. “If I knew him I would like him .”

a

B e t t e r

A c q u a i n t a n c e

By Accountants with the scope and char
acter of LaSalle Higher Accountancy
training and C. P. A . Coaching service

W

HETHER as an experienced C. P. A.
in full practice, who is called upon by
others for advice regarding accoun
tancy training—as a junior in public account
ing with an alert eye on the coming C. P. A.
examinations—or as a bookkeeper or accoun
tant in any phase of the field, eager to master
more competently this highly exacting profes
sion . . . . we invite your investigation of
LaSalle training in Accountancy, now in its
26th consecutive year.
The evidence of its value w ill amply reward
such investigation. Significant at the very
outset is the fact that more than 10 per cent
of all C. P. A.’s (by examination) in the
United States have taken some of their train
ing, coaching, or both, with LaSalle Extension
University. The standing and experience of
the men who have built this training, and of
the Advisory Board of fifteen well-known ac
counting leaders who counsel on the training
plan, material and service, emphasize the
soundness of this training; and equally sig
nificant is the use of LaSalle Accountancy ma
terial as standard texts in numerous com
mercial schools and outstanding universities.

Full-Time C. P. A .’s Instruct You
Personally supervised by W . B. Castenholz,
A. M., C. P. A., assisted by a staff of full
time C. P. A.’s of wide experience—LaSalle
training covers every phase of the subject
from the elements on through to C. P. A.
Coaching and Specialized Accounting Elec
tives.
To those having the May or November ex
aminations in prospect, LaSalle’s C. P. A.
Coaching Service—with its thorough review
work in Theory of Accounts, Business Law,
Auditing Procedure, Cost Accounting Pro
cedure, Accounting Systems and Income Tax
Procedure—will appeal particularly as spare
time preparatory work of the greatest impor

tance. Eighty carefully selected C. P. A. and
American Institute problems, accompanied by
full explanatory notes and time-limit direc
tions, supplement complete text material that
is supplied in loose-leaf assignment form.
Model solutions, with further explanatory
notes, are returned to the student with his
graded papers.

A Com plete Success Plan
The LaSalle training in Higher Accountancy
offers a number of valuable aids to individual
progress, complementing the training itself.
These include the free Confidential Reports
provided by our Consultation Department, on
any personal or business problem of account
ing or general character—placement aid, im
partially available to employers and students
alike— and Business Conditions Reports that
are always of timely interest to the student or
practicing accountant.
No effort is spared to render the LaSalle
member a well-rounded service as resultful
in application as it is economical to secure;
and LaSalle is at all times deeply conscious
of its responsibility to its own members, to
the accounting profession, and to business in
general, to serve efficiently and conscientiously
all who prepare for this exacting field.

P ertinent Booklet on Request
An informative 64-page booklet, “ACCOUN
TANCY : the Profession That Pays,” inter
estingly presents the complete details of La
Salle training-contents, text material and in
struction methods. It will be sent on request,
and without obligation.
Should any of your associates or staff assis
tants be in line for the scope and character of
training, or of intensive C. P. A. Coaching,
briefly outlined here—we shall appreciate
your calling this friendly message to their at
tention.

Kindly Address Dept. 4351 H when writing

L a S a lle E x t e n s io n
Michigan A ve. at 41st Street

U n iv e r s it y
Chicago, Illinois
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P a g e

Small Business
by

G e o r g e P r i c e E l l i s , C .P .A .

HE accountant has constructive opportunity to clarify the position
of Small Business under the codes. The issue as to the security of
such units has been raised. It was recognized at the Conference of Code
Authorities and a whole session devoted to its discussion. But the
machinery there set in motion is slow and cumbersome. Let accounting
aid by swift, direct approach.
Code government presents a challenge to Small Business especially
in the direction of expert management. Not that Big Business is always
efficient; say rather, Small Business is very often inefficient. By sound
definition, Small Business is one in which there is less specialization of
labor than in larger units. There will be, therefore, less research or none
at a ll; less market analysis; less cost analysis or none. Informal methods
may prevail and rule-of-thumb experience. Management will be manysided—versatile rather than magnificently expert. In a specialized or
local market, with established credit connections, and personal knowl
edge of the market, these limitations may present no handicap, and codes
may not much affect operations. But in a broader market, in competition
with larger units, the Small Business has many things to learn from
Accountants.
The German cartels found that cartellization was less successful
when the number of units in an industry was very large, and when there
was much disparity in size. Code-government has been characterized as
cartellization. But the American plan differs from the German in that
all units rather than simply a majority are united in common action,
and units are bound together which have little basis in size or situation
for common action. The overwhelming number and variety of small
units brought under codes, is in itself, therefore, an obstacle to the
success of the system. Size represents fundamental economic differences
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which must be studied in detail from an accounting angle if a satis
factory method of industrial cooperation be eventually achieved.
The whole subject of costs becomes a matter of life and death. If
Small Business is more deeply concerned it is only because Small Busi
ness is so overwhelmingly numerous, and has often had less comprehen
sive accounting service. A spokesman of the Cotton Textile industry,
which is predominantly one of small plants, has said that 63 per cent of
cotton manufacturers lacked adequate cost systems, with the result that
prices were made to keep plants running without regard to depreciation
or to interest on investment.
The dominant theory of the past that volume is its own reward, is a
bubble made for accountants to prick. Yet business men generally do not
know that added volume which does not absorb its share of the expense,
has no justification, or the practice would not be so general.
Code provisions raising wage levels may perhaps bear more heavily
upon smaller units, although there are no official data to indicate the
relative burden. Logically, however, if small units are less mechanized
and so have a higher ratio of wages to total expense, increased labor cost
is felt immediately and directly. The only offset is improving manage
rial economy in other directions under accounting counsel. In this con
nection that investigation is very significant which Rail Coordinator
Eastman has begun, to determine if, when, and to what extent modern
machinery contributes to reduction in costs. The study is for the benefit
of the railroad industry, but it pioneers a path every industry must
tread. When mechanization is economically sound, Small Business must
reckon with the fact that the primary result is in crea sed capacity.
Limitations upon production not only bring the “capacity factor”
to the fore in cost analysis, but introduce the efficiency bogey from an
other angle. Quotas stated as uniform percentage of capacity mean one
thing to the small unit and something else to the large unit. If the rec
ommendation of the Consumers Advisory Board becomes a working rule
to the effect that efficiency be given preference in the determination of
quotas, Small Business must meet an absolute challenge without any
easing handicap. In that case, both the cost accounting and the leader
ship of any small unit must be superlatively adequate.
In the matter of discounts and price differentials of all kinds, the
position of Small Business under codes is peculiarly ambiguous. Thus,
we have a retailer, Mr. Fred P. Mann, of the National Review Board,
saying: “The principle for which the small man is striving, and which he
would like to see put into practical operation. . . . is that there should be
no discount of any kind which places him at a distinct competitive dis
advantage in the basic cost of his merchandise.” On the other hand,
there has been a distinct tendency in the codes to safeguard the jobber
and middleman against the hazard of quantity discounts to large re
tailers. Mr. John Block commenting upon the Master Wholesale Code
asserted: “Two things are fundamentally wrong with the differential
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provision. First, it sets the jobber on a pedestal and practically guaran
tees him a profit. Second, in the application of the differential the chains
and other large buyers will rank next to the jobber in the preference
with the independent retailer ‘left out in the cold’. He is not recognized
as a quantity buyer, even if he pools his orders with many other stores.”
This situation concerning cooperative retail purchase is not univer
sal, for there has been a marked increase in cooperative retail purchase,
and cooperative buying has become a serious problem in gasoline mar
keting. But the criticism raises a question as to the economic justifica
tion of discounts in relation to the Small Business.
Discounts served a purpose when a retailer was a retailer, and a
wholesaler was a wholesaler; when a manufacturer was only a manufac
turer. But with vertical integration increasing, the established quantity
and trade discounts have become often no more than a means of dis
crimination. Elimination of such preference may be a boon to the Small
Business, or it may mean cutting the ground from under a local unit
existing upon such differentials. The solution offered by Mr. Wroe Al
derson, of the Department of Commerce, is that (1) code classification
of units be upon a functional basis, (2) that cost be defined as cost of
production only, and (3) that discounts be limited to the actual amount
saved in selling and cost service between large and small units.
Finally, the new relationship between cost and price under the codes,
must be evaluated for the Small Business. If price competition as a
means of weeding out the financially weak is ruled out, some other basis
of eliminating the weak unit must take its place. When differences in
price represent genuine differences in quality and service, differences in
ability and efficiency, after all wasteful elements have been cut away,
the Small Business suffers no handicap in competition with larger units.
It may even have a distinct advantage in valuable personal relationships,
such as those elements of friendly community service which have main
tained the cross-roads rural store almost untouched by the economic up
heavals so sorely trying to more impersonal business.

A

n

A p p re c ia tio n

by

F r a n k W il b u r

o f th e

M a in ,

P a s t

C.P.A.

HE profession of public accounting has not only been harmed, but
has been held back, by an over-emphasis of the assumption that the
certified public accounting profession is new among the professions.
Many actually believe that the public accounting profession had its be
ginning in 1896 when New York State adopted its Certified Public Ac
countant Law. As proof, attention is called to the fact that at that time

T
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there were only a very few books on the subject of public accounting and
no universities giving instruction in such subjects. The great growth
which has taken place in the public accounting profession since that
date, the adoption by all of the states and territories of certified public
accountant laws, the writing of innumerable books on the subject of
auditing and accounting, and the establishment of accounting courses in
scores of universities give credence to the belief that the profession of
public accounting is actually new,—consequently it is assumed that noth
ing can be learned from the past and there is no use in studying the
histories of other countries, other ages, and other civilizations, from the
standpoint of accounting.
As a matter of fact, however, accounting, or at least counting, goes
back to the earliest cave-man days. In the opinion of this editor, ac
counting precedes, or is at least as ancient as, the professions of law,
medicine or healing, and religion or the ministry. The first accounting
device used by our cave-dweller forefathers was the human hand with
its five fingers. These five fingers are still used to count on, and every
one of us at times uses this oldest and most convenient of all adding ma
chines. Without accounting or counting, barter by our said cave-men
forefathers would have been impossible whether the exchange was three
skins for one new wife or one skin for two new hickory clubs, after the
new wife was acquired.
Coming down thousands of years to what has often been referred
to as the first regularly organized government in the world along modern
lines,—namely, the Chaldean-Babylonian Empire, we find that as far
back as 4500 B.C. this Empire had reached such a point of commercial
supremacy that it had developed very satisfactory methods by which its
traders in corn and wool and oil kept their accounts. Hammurabi, one of
the rulers of this Empire, and a contemporary of Abraham, had scribes
indite with a stylus, on slabs of clay, permanent records of commerce,
some of which have come down to us. From these tables of antiquity, it
is evident that this early commerce was guided by accounting records.
It is generally recognized that while our own forefathers dwelt in
caves not so many thousands of years ago, there was a civilization at
one or more points on this earth which dated back perhaps fifteen thou
sand, and perhaps many more thousands of years prior to the days of
Hammurabi. I t is not unlikely that this civilization existed on both the
lost continents of Atlantis and Lemuria. Certainly there are many evi
dences of a very high type of civilization which existed many years ago
and which was wiped out by submergence. The knowledge of mathe
matics as evidenced in the building of the pyramids, and as indicated in
many of the oldest records found in Central America, South America,
and elsewhere throughout the world, indicates a knowledge of account
ing and mathematics, and a civilization, the equal, in some respects, of
our own. I only mention these latter facts to point out the important
part that mathematics and accounting has always played.
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Coming down to a still later date, the early Athenians had a highly
developed system of accounting. Like the Venetians and the Egyptians,
they kept permanent records of commercial transactions. In addition,
the Athenians knew the value of accounting and audit systems in con
nection with the handling of public funds. The accounts of public offi
cers were engraved on stone—very difficult to alter—and were exposed
to the public. The accounts of every officer were also audited by check
ing clerks upon the expiration of the term of office. According to Aris
totle, “No person who had not rendered his account could go abroad, con
secrate his property to a god, or even dedicate a sacred offering.”
Space permits no further illustrations. There never has been a civili
zation which has not been based upon trade, nor successful trade which
did not use adequate accounting records. A becoming modesty and an
appreciation that we are part of a profession which has always existed,
in some form or other, since the beginning of civilization will, this editor
believes, give us a greater appreciation of the past, and a more intense
desire to so serve our own generation that its civilization may be worthy
of the great opportunities under which we now live.

A d v a n ta g e s

by

W alter

A.

S ta u b,

o f M

e m b e rs h ip

in

S o c ie ty

C.P.A., President of New York State Society

OW as to your question concerning the advantages of membership
in The New York State Society of Certified Public Accountants,
the best answer I can make is that thirty-seven years ago when the Society
was first organized there was very little visible in the way of a real
profession of public accountancy. Through the years the growth of the
Society and the growth of the profession have gone hand in hand. I
am very sure that if the Society had not existed during this period the
profession would have made nothing like the progress in our City and
State that it has. Now it may be that some men are willing to “let George
do it” and are perfectly willing to profit by the efforts and expenditures
of others without contributing their share. Some horse drivers say that
some horses are lead horses and that others are lagger horses in a team.
Personally, I should hate to be among the laggers.
I think there are some things worth more than money and one of
them is peace of mind and satisfaction with one’s self. Consequently,
as for yourself, I am going to contribute my share of effort and money to
the profession to which I have devoted my life and would feel unhappy
if I thought the profession in which I was engaged was benefiting by the
efforts of a Society like ours and I were doing nothing to help pull the
load.
There must be a certain amount of idealism in our approach to
these questions or the profession would soon lose its standing and all of
us would be a great deal worse off than we are at present.

N
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Letter sent to Senate Committee on Banking and Currency and House Com
mittee on Interstate and Foreign Commerce:
H E attention o f your Committee is
respectfully called to three changes
made when S. 2693 was introduced as a
substitute fo r the original Securities E x 
changes Act. In subsections 10 and 11
o f Section 11 and subsection 2 of Section
12, the words “ or otherwise” were added
to the corresponding lines in the first bill.
W hile other additions were made, they
are not involved in the point to which
your attention is called. The three places
at which this addition is un iform ly made
must be considered in connection w ith
Section 16, in which no change was
made, and as affecting a question of gov
ernmental policy.
In accountancy practice, certification
may be made in connection w ith audits
(detailed or test), verifications and/or
examinations.
These certifications may
be made (1 ) by employes of the business
audited, examined, or verified, either as
internal auditors or controllers; (2 ) by
independent accountancy practitioners who
have been legally recognized by laws in
every State in the U nion under the terms
Certified Public Accountant, Public A c
countant, or Licensed Public Accountant,
o r; ( 3) by various governmental agencies,
either or both Federal and State.

T

The b ill as originally drawn provided
fo r a possible threefold attack on all of
the various factors involved in the flota
tion of securities. T hat is in the interest
o f the public. A s revised by the in tro 
duction o f the words “ or otherwise,”
there is the possibility o f an elimination
o f the independent certification, which is
not in the public interest. The addition
o f those words opens two possibilities.
The issuer m ight present balance sheets
and profit and loss statements certified to
by its own private employes. The Com
mission m ight use this change as an ex
cuse fo r establishing a bureaucratic audit
ing and examining board in order to sat
is fy itself.

The government should be permitted at
all times to make an examination. Such
power is given in Section 16. I t should,
however, not supersede the ordinary meth
ods employed but should rather be utilized
as an added precaution. The ordinary
method has been the use o f the independ
ent accountancy practitioner, follow ing the
work of the regular office force.
The bill as it is now w ritten would
permit the same conditions w ith regard
to Securities Exchanges that have existed
in connection w ith the banking system,
both Federal and State, under which the
public has suffered losses, some o f which
might have been averted had the inde
pendent accountancy practitioner been
utilized to the same degree that banks have
thought his services necessary in enabling
them to pass more intelligently on appli
cations fo r credit.
Bank reports, both State and Federal,
when called for, have been sworn to (a
somewhat similar fixin g o f responsibility
to that of certification), by committees
representing the bank. Banks, both State
and Federal, have been examined by gov
ernment representatives. In some cases
banks have employed independent auditors
fo r their own protection. In some cases
State Bank Commissioners have accepted
audits o f independent accountancy practi
tioners in lieu of one o f the examinations
which they would have made and in some
cases the State Bank Commissioners have
required independent audits. I t is not
claimed that an audit by an independent
practitioner w ill prevent failures, but a
study o f the bank failures that have oc
curred in the last three years w ill show
that where banks have had the benefit o f
these outside services, as a result o f either
their own initiative or that of the Bank
Commissioner in their particular State,
the management has been equally alert
along other lines and that the losses in
volved in that group have been relatively
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smaller than in the larger group that has
depended entirely on bank and govern
ment checkings.
The tendency in any organization, whose
accounting records are only subjected to
government scrutiny, is to place too
much dependence on the government
checking fo r discovering internal account
ing troubles. The government, on the
other hand, makes its examinations fo r
the purpose o f advising itself on certain
specific features rather than making such
a type of examination as is really needed
by the business organization under inves
tigation. This does not reflect on the in
dividuals in the government employ but
merely indicates that the tendency o f gov
ernmental checking is to be more limited
in character than is good fo r the concern
being examined.
Under the present wording the way
would be opened fo r the rapid develop
ment o f another species o f bureaucracy.
Bureaucracy weakens responsibility. I t is
the most expensive known method o f se
curing results i f all factors are used in
arriving at cost. I t is never in the inter
est of advancement.
There are periods in matters requiring
investigation during which a much larger
working force is needed than ordinarily.
This has been one o f the reasons why
governmental examinations and checkings
have not succeeded as well as they might.
The expense would be prohibitive i f the
government were to provide itself w ith a
sufficient force to care fo r emergency con
ditions.
I f , when the recent financial storm
broke, the Federal and State authorities
in charge of banks had forgotten that they
had a force o f examiners, which had been
organized w ith the idea o f covering the
volume o f w o rk in a year’s time, and had
required all o f the banks to have audits or
examinations immediately made by inde
pendent accountancy practitioners, the re
sults o f those audits or examinations,
which could have been carried on simul

taneously throughout the entire country,
would have permitted the government to
use the facts and figures in outlining poli
cies and issuing orders in time to have
saved much o f the wreckage. There was
no law which prevented that being done,
but governmental psychology is such that
it was not done except in those individual
cases where previous experience had
shown such a policy of independent audit
or examination was valuable. Govern
mental forces hate to change their habits
at any time, and usually more so at times
when it is really needed, fo r fear that a
change in policy w ill produce an unfavor
able reaction in the mind o f the public.
I t is submitted that the introduction of
the words “ or otherwise” has opened the
way fo r a possible development which
w ill not be beneficial to either the Securi
ties Exchanges involved or to the public.
Measured by past experience, it is prob
able that the organizations would lessen
their internal checkings and depend too
much on government supervision, as has
been the case w ith banks. I t is also prob
able that the revised w ording would tend
toward governmental auditing exclusively
as a means o f bureaucratic control o f busi
ness. Dependence on government audits
does not perm it simultaneous widespread
audits in cases o f emergency.
The American Society of Certified Pub
lic Accountants respectfully suggests,
therefore, that the words “ or otherwise”
be deleted in subsections 10 and 11 of Sec
tion 11 and subsection 2 o f Section 12, in
the interest o f requiring the most efficient
known method o f providing a check on
securities offered to the public through the
medium o f exchanges.
V ery tru ly yours,
G eo rge

P. E l l i s ,
President.

D. W . S p r i n g e r ,
Secretary.

A m erican Society A n n u a l M eeting
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Letter sent to Senate Committee on Banking and Currency and House Com
mittee on Interstate and Foreign Commerce:
N the February issue o f T h e C e r t i f i e d
P u b l i c A c c o u n t a n t , the official organ
o f The American Society o f Certified Pub
lic Accountants, there were set fo rth four
points at which it was believed amend
ments should be made to the Securities
A ct, under which there would be an oppor
tu nity afforded the independent account
ancy practitioner:

I

( 1) to defend himself in a Federal Court
exclusively,
(2 ) w ithin a reasonable time,
( 3) fo r his own errors o f omission or
commission under the terms of the
act, w ith an elimination o f the jo in t
lia b ility provision,
( 4 ) protected by proper “ security-forcost bond” against embarrassment,
loss of time and expense involved in
preparing fo r and defending suits
which result in a verdict favorable to
him.
In that article, a copy o f which was
sent to each Senator and Representative,
it was expressly stated that reference to
discussions or interpretations which are
exclusively matters of law had been pur
posely omitted and only a slight comment
was made on the comparisons between the
English Companies A c t and the Securities
A ct as it was not believed that the refer
ences which have been made to their simi
la rity should be taken too seriously, the
differences being so much more numerous
than the similarities.
The presentation by a committee o f the
American Bar Association of a series of
fourteen suggested amendments, follow ing
a prelim inary general discussion o f the
A ct itself, reveals that the fo u r points dis
cussed by The American Society were also
considered by the Bar Association com
mittee and suggested amendments con
cerning them were presented.
The first point named by The American
Society is covered by Amendment 9, sug
gested by the Bar Association, under

which Section 22(a) would be amended
by the omission of the words in the first
sentence, “ concurrent w ith State and ter
rito ria l courts,” and the omission of the
next to the last sentence in the same para
graph, “ No case arising under this title
and brought in any State court of compe
tent jurisdiction shall be removed to any
court of the U nited States.” The A m eri
can Society asks that the suggested amend
ment be adopted.
The second point which was raised is
covered by Amendment 6, suggested by
the Bar Association, under which in Sec
tion 13 it is proposed to lim it court actions
to those brought w ith in six months instead
o f two years after their discovery and
w ithin six years instead of ten years after
the bona fide offering to the public or a
sale had been made. The American So
ciety favors the amendment suggested.
The American Bar Association attacked
the problem of jo in t lia b ility from a differ
ent angle than The American Society and
w ithout doubt from a broader background
o f experience as to the relationship of
jo in t and several liability. Accountants
are in accord w ith the argument presented
fo r the form o f amendment suggested by
the Bar.
W e respectfully suggest, however, that
in addition to the changes which the Bar
suggested in its Amendment 4, that sub
section ( f ) of Section 11 should be
amended to read:
“ Section 11 ( f ) . A ll or any one or
more o f the persons specified in sub
section (a) and any person or per
sons liable under Section 15 shall be
[jo in tly and] severally liable fo r his
acts in connection with the prepara
tion of the registration statement or
prospectus, or in connection with the
sale or offering fo r sale o f securities
registered under this title”

I t is believed that a definite fixing of
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individual liability is a stronger incentive
to accuracy and honesty than any form of
joint liability even when safeguarded as
carefully as possible. O f course, if indi
vidual liability is made the basis of the
Act, all references to recovery contribu
tions would be necessarily eliminated.
The fourth point raised by The Ameri
can Society is discussed by the B ar Asso
ciation and a remedy suggested in its pro
posed Amendment 11. Discretionary power
placed in the courts to assess actual costs
on unsuccessful plaintiffs would without
doubt reduce abuses of this sort but it
would not eliminate them. A judgm entproof plaintiff and an ambulance-chasing
lawyer, the type not represented in bar
association membership, furnish a combi
nation that has started a large amount of
litigation, the only result of which has
been to place the defendant under an an
noyance and an expense which he should
not be made to bear. Agreeing with the
B ar Association committee when it says,
“ Such litigation should be discouraged, al
though no restriction should be put on
legitimate litigation,” it is submitted, al
though no suggested amendment phrase
ology is presented, that the possibilities
for racketeering and blackmailing suits
under the Securities Act are so great even
under the suggested wording of the Bar
amendment that some further protection
should be given the parties who may be
made defendants in connection with cases
that are only instituted for the purpose
of securing a shake-down settlement.
The power of the courts to assess costs
on an unsuccessful plaintiff would restrain
some persons from bringing an action to
trial but it would not in any way lessen

the instigation of suits with the hope of
a good financial settlement if later w ith
drawn. This would entail an expense to
the accountant who refused to be held up
and found it necessary to prepare a de
fense. Oftentim es the cost of preparing
a defense is greater than the cost of the
defense itself.
It is noted that the B ar Association, re
ferring to this proposed amendment, sa y s:
“Add a new section substantially as fol
lows, etc., etc.” The American Society
requests that serious consideration be given
to its original suggestion that security for
costs be required in cases of suits brought
under this Act. T hat principle has not
been felt to restrict legitimate appeals to
higher courts. U nder English law com
pensation costs may be recovered from the
unsuccessful plaintiff. It is understood
that where the plaintiff has been shown to
be not financially sound, security has been
required in some courts in advance of the
suit.
The Securities Act was enacted in the
interest of the public as a protection
against fraudulent security offerings. It
is believed that the suggestions made by
The American Society, if adopted, would
strengthen rather than weaken its effec
tiveness. Favorable action by your com
mittee is respectfully requested.
Y ours very truly,
G e o rg e

P.

E llis ,

President.
D. W.

S p rin g e r,

Secretary.

The monthly issue which has been regularly maintained has been 6000 copies.
F o r the M arch issue the order was increased to 6100 because of recent insistent
demands for sale copies. W e now find ourselves with only 29 copies of the
February issue and 30 copies of the M arch issue on hand whereas we have
endeavored to keep 200 copies for future demands for back numbers. If either
the February or M arch issues so lacked interest that they can be spared, we should
appreciate them.
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b y A m e r i c a n B a r A ss o c ia t io n
S t a t e s C h a m b e r of C o m m e r c e .

H E American Bar Association ap
pointed a special committee to study
the Securities A ct of 1933 and suggest
amendments thereto. The committee, of
which form er Senator Chester I. Long was
chairman, submitted a report to the E x 
ecutive Committee o f the American Bar
Association which approved the same and
ordered it submitted to Congress as the
presentation of the Bar Association.
The report is in two parts, general state
ments and definitely suggested amend
ments, of which there are fourteen. There
is herewith presented the portion of Sec
tion 1, wherein there is discussed the d if
ferences between the English Companies
A ct and the Securities Act.
There is also presented the detailed
statement in the Bar Association report
covering the fo u r points at which The
American Society had suggested that
amendments should be made and to which
reference appears in copy o f a letter, ap
pearing elsewhere, directed to the Congres
sional Committees having such matters un
der advisement.
There is also presented the suggestion
of the Bar Association w ith reference to
Schedule A.
The Chamber o f Commerce of the
United States has released a report o f its
Committee on Regulation of Securities,
David F. Edwards, Boston, chairman,
from which several quotations are made.
The entire reports should be studied by
all accountants although the portions here
w ith presented are of the most direct in
terest to the profession.

T

Excerpts from B ar Association Report.

The statement that the A ct is substan
tia lly the same as the English Companies
A ct has been frequently made. W e do not
believe that it is supported by the facts.
Due to the different structure of the two
Acts (the English Companies A ct is p ri
m arily a corporation law and the Securities
A ct is moulded by the problems of limited
Federal jurisd iction ), a section by section
comparison is impossible. There are many
notable points wherein the English A ct is

less severe than the Securities Act. For
example, the English A ct provides th a t:
1. C ivil lia b ility is imposed only fo r an
untrue statement. By court decisions this
has been construed to include partial state
ments and certain omissions.
2. Damages are limited to those arising
from the untrue statement.
3. Reliance on the prospectus (which
serves fo r both registration statement and
prospectus under the English A ct) must
be proved by the purchaser.
4. Directors are not liable if they have
reasonable ground to believe that the state
ments are true. There is no requirement
fo r a “ reasonable investigation” and the
standard of reasonableness is not that of
a fiduciary.
5. Underwriters are liable in the same
way as directors, but, in substance, only if
the prospectus is published over their
names.
6. Experts are not liable.
7. Actions are fo r damages only, not
fo r rescission (except at common law ).
8. There is no separate registration
statement. Copies of the prospectus must
be filed, and must contain certain inform a
tion. The inform ation required is in some
respects similar to that required by Sched
ule A and the present regulations of the
Commission, but much simpler.
9. There is no 20-day or similar period
which must elapse between the time o f
filing the prospectus and the offering.
10. The entire theory of administration
is different. The English A ct contains
relatively simple provisions using business
terms in their customary sense, and its in 
terpretation is le ft to the courts. The
Board of Trade has no powers in connec
tion w ith these matters similar to those
given to the Federal Trade Commission ;
there are no regulations, there is no bu
reaucracy.
I t is obvious that the statement that the
Acts are sim ilar is at best only true in the
most superficial way and is definitely mis
leading.
W e believe that the A ct should be com

1934

T H E C E R T I F I E D P U B L IC A C C O U N TA N T

pletely revised, after a careful investiga
tion, w ith the aid of corporation directors
and executives, bankers and lawyers fa
m iliar w ith the practical problems. We
believe that such an investigation w ill make
it apparent that the A ct can be greatly sim
plified and clarified and that the substance
of many provisions should be changed.
Such an investigation is a matter of
many months. Pending such a revision,
certain amendments should be made to the
A ct immediately in order to cure some of
the obvious defects and to remove the
brake on recovery. W e have, therefore,
prepared certain specific amendments which
are set forth below, which we believe w ill
render the A ct reasonably fa ir and w ork
able until a thorough study and revision of
the Act can be completed.
A m e n d m e n t 4.
c iv il lia b ili t y fo r r e g is tr a tio n
sta te m e n t.

The liabilities imposed by Section 11
should, we believe, be limited. They are
out of proportion to the reasonable respon
sibility which should be required, they ig
nore certain well accepted legal principles,
they are in terrorem in nature, and they
are vague, particularly as to omissions and
as to the standard of care required. The
risks involved are not reasonable business
risks. W e recommend that the liabilities
be modified by requiring that the plaintiff
show reliance on the registration statement
or prospectus, that damages be only those
caused by the untrue statement or omis
sion, that the omissions from which liabil
ity may arise be limited, that liability of
underwriters be lim ited to purchasers who
buy from them or in reliance on their
name, that rescission actions be permitted
only against issuers and in certain cases
underwriters, that the fiduciary standard
be eliminated, that a provision be included
making reliance on statements by com
petent officers, experts, etc., a reasonable
ground fo r belief and that the provisions
as to the amount of damages and as to
contribution be clarified.
The lia b ility imposed on accountants and
the regulations of the Commission in re
gard to accountants’ statements are not
based on a sound theory of accounting. A n
audit is not a statement of facts, and an
accountant should not be required to cer
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tify that the statements contained in a bal
ance sheet or profit and loss statement are
true. Such a certificate is really mislead
ing. He can properly certify that, in his
opinion, and subject to specified exceptions,
the methods of accounting used by the is
suer are in accord w ith usual accounting
practice, that they have been consistently
applied, and that the balance sheet and
profit and loss statement fa irly reflect the
books of the issuer. He should not be re
quired to do more. The situation in re
gard to other experts is somewhat similar.
Probably all experts should be relieved
o f lia b ility under the Act. There is no
such liability under the English Companies
Act. I f any lia b ility is imposed on experts,
such liability should not go further than
to make experts liable to purchasers who
rely on the registration statement or pros
pectus to the same extent as such experts
are now liable at common law to the person
who employs them. The suggested amend
ment does not omit accountants’ liability,
but it is recommended that this be done,
by om itting subparagraph ( 4 ) of subsec
tion (a) and clause (B ) of subparagraph
( 3) o f subsection (c) (subsection (b ) in
the present A c t).
These changes w ill make the liabilities
somewhat similar to, but still more severe
than, those imposed by the English Com
panies Act. W e believe that the Section
could also be greatly simplified (cf., the
English A c t), but this is a matter which
should be dealt w ith in the course of a
complete revision of the A ct rather than in
interim amendments of the sort suggested
in this report.
The follow ing amendment is proposed:
Amend Section 11 to read as fo llo w s:
S e c . 11. (a) In case any part of the
registration statement, when such part be
came effective, contained an untrue state
ment of a material fact [o r omitted to
state a material fact required to be stated
therein or necessary to make the statements
therein not misleading], any person ac
quiring such security (unless it is proved
that at the time of such acquisition he
knew of such untruth [o r om ission]) may,
either at law or in equity, in any court of
competent jurisdiction, sue—
(1 )
every person who signed the regis
tration statement;
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(2 ) every person who was a director of sustain the burden of proof that he pur
(o r person perform ing similar functions), chased such security in reliance on the
or partner in, the issuer at the time o f the registration statement or on a prospectus
filing of the part of the registration state which contained the untrue statement of a
ment w ith respect to which his lia b ility is material fact which was also contained in
asserted ;
the registration statement.
( 3) every person who, w ith his consent,
(c)
Notwithstanding the provisions of
is named in the registration statement as subsection (a) no person, other than the
being or about to become a director, person issuer, shall be liable as provided therein
perform ing similar functions, or partner; who shall sustain the burden of proof—
( 4 ) every accountant, engineer, or ap
(1 ) that before the effective date of the
praiser, or any person whose profession part of the registration statement with
gives authority to a statement made by respect to which his lia b ility is asserted
him, who has w ith his consent been named ( A ) he had resigned from or had taken
as having prepared o r certified any part such steps as are permitted by law to re
of the registration statement, or as having sign from , or ceased or refused to act in,
prepared or certified any report or valua every office, capacity, or relationship in
tion which is used in connection w ith the which he was described in the registration
registration statement, if the untrue state statement as acting or agreeing to act,
ment is contained in the part of the [w ith
and (B ) he had advised the Commission
respect to the statement in such] registra and the issuer in w riting that he had taken
tion statement, or in any report, or valua such action and that he would not be re
tion, which purports to have been prepared sponsible fo r such part of the registration
or certified by h im ;
statement; or
( 5) every underw riter w ith respect to
(2 ) that if such part of the registration
such security.
statement became effective w ithout his
(b )
Notwithstanding the provisions ofknowledge, upon becoming aware of such
subsection (a)
( 1) The issuer shall not be liable unless
the purchaser shall sustain the burden of
proof that he purchased such security
within six months after such security was
sold by and the consideration therefor re
ceived by the issuer, or that he purchased
such security in reliance on the registra
tion statement or on a prospectus which
contained the untrue statement o f a mate
rial fact which was contained in the regis
tration statement.

(2 ) N o underwriter shall be liable as
provided therein unless the purchaser shall
sustain the burden of proof that he pur
chased such security from such under
writer, or that he purchased such security
from an underwriter or dealer participat
ing in the distribution in reliance on a pros
pectus which contained the untrue state
ment of a material fact which was con
tained \in the registration statement, and
which was published over the name of
such underwriter ( such underwriter not
proving that such publication was without
his consent).
( 3) N o other person shall be liable as
provided therein unless the purchaser shall

fact he fo rth w ith acted and advised the
Commission, in accordance w ith paragraph
(1 ), and, in addition, gave reasonable pub
lic notice that such part of the registration
statement had become effective without his
knowledge; or
( 3) that ( A ) as regards any part of the
registration statement not purporting to
be made on the authority of an expert, and
not purporting to be a copy o f or extract
from a report or valuation of an expert,
and not purporting to be made on the au
thority of a public official document or
statement, he had, after reasonable inves
tigation, reasonable ground to believe and
did believe, at the time such part of the
registration statement became effective,
that the statements therein were true [and
that there was no omission to state a mate
rial fact required to be stated therein or
necessary to make the statements therein
not misleading] ; and ( B ) as regards any
part of the registration statement purport
ing to be made upon his authority as an
expert or purporting to be a copy o f or
extract from a report or valuation o f him 
self as an expert, ( i) he had, after reason
able investigation, reasonable ground to
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believe and did believe, at the time such
part of the registration statement became
effective, that the statements therein were
true [and that there was no omission to
state a material fact required to be stated
therein or necessary to make the state
ments therein not misleading], or ( ii) such
part of the registration statement did not
fa irly represent his statement as an expert
or was not a fa ir copy of or extract from
his report or valuation as an expert; and
(C ) as regards any part of the registration
statement purporting to be made on the
authority o f an expert (other than him self)
or purporting to be a copy of or extract
from a report or valuation of an expert
(other than him self), he had reasonable
ground to believe and did believe, at the
time such part o f the registration state
ment became effective, that the statements
therein were true [and that there was no
omission to state a material fact required
to be stated therein or necessary to make
the statements therein not misleading], and
that such part of the registration statement
fa irly represented the statement of the ex
pert or was a fa ir copy of or extract from
the report or valuation of the expert; and
(D ) as regards any part of the registration
statement purporting to be a statement
made by an official person or purporting
to be a copy o f or extract from a public
official document, he had reasonable ground
to believe and did believe, at the time such
part of the registration statement became
effective, that the statements therein were
true [and that there was no omission to
state a material fact required to be stated
therein or necessary to make the statements
therein not m isleading], and that such part
o f the registration statement fa irly repre
sented the statement made by the official
person or was a fa ir copy of or extract
from the public official document.
[( c ) In determining, fo r the purpose o f
paragraph ( 3) o f subsection (b ) of this
section, what constitutes reasonable inves
tigation and reasonable ground fo r belief,
the standard, of reasonableness shall be
that required o f a person occupying a
fiduciary relationship.]
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to have made a reasonable investigation
of any statement and to have reasonable
ground to believe such statement, if such
statement is made by any officer or em
ployee of the issuer ( other than himself )
who he reasonably believes has made a
reasonable investigation and is competent
to make such statement, and any under
writer shall be deemed to have made a rea
sonable investigation of any statement and
to have reasonable ground to believe such
statement, if such statement is made by
any other underwriter who he reasonably
believes has made a reasonable investiga
tion and is competent to make such state
ment.

[ ( d ) I f any person becomes an under
w riter w ith respect to the security after
the part of the registration statement w ith
respect to which his liability is asserted has
become effective, then fo r the purposes o f
paragraph ( 3) of subsection (b ) of this
section such part of the registration state
ment shall be considered as having become
effective w ith respect to such person as of
the time when he became an underwriter.]
(e) The suit authorized under subsec
tion (a) against the issuer or against any
underwriter from whom the person suing
purchased the security may be either (1 )
to recover the price at which such security
was offered to the public or the considera
tion paid fo r such security whichever is
less w ith interest thereon, less the amount

of any income received thereon, upon the
tender of such security, or (2 ) fo r dam
ages caused by the untrue statement i f the
person suing no longer owns the security;
and the suit authorized under subsection
( a ) against any other underwriter or any
other person shall be fo r such damages
whether or not the person suing still owns
the security.

( f ) A ll or any one or more of the per
sons specified in subsection (a) and any
person or persons liable under Section 15
shall be jo in tly and severally liable, and
every person, other than an issuer or any
person controlling the issuer and liable un
der Section 15, who becomes liable to make

(d )
F o r the purpose of subparagraphs any payment under this section may re
( A ) and ( B ) of paragraph ( 3) of subsec cover contribution as in cases of contract
from any person who, i f sued separately,
tion (c) of this section, any officer, direc
tor, underwriter or expert shall be deemed would have been liable to make the same

A p ril,
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payment, unless the person who has become
liable was, and the other was not, guilty of
fraudulent misrepresentation, and any such
person may recover the entire amount of
such payment, whether made directly or
as contribution, from the issuer or such
controlling person, unless such person was
guilty of fraudulent misrepresentation, pro
vided that the aggregate amount recover
able by any person under this paragraph
as contribution and from the issuer or such
controlling person, shall not exceed the
aggregate amount of the payment made by
him.
(g ) In no case shall the amount recover
able as damages in any suit under subsec
tion (a) of this section exceed the amount
by which the price at which the security
was offered to the public, or the considera
tion paid by the person suing, whichever
is less, is greater than the consideration
received by the person suing, if he no
longer owns the security, or the fair mar
ket value of the security at the time the
suit is commenced, if he still owns the
security.
(h ) F o r the purposes of this title, (1 )
an untrue statement shall mean (a) a
statement which is untrue of itself, or (b)
a statement which though literally true is
misleading by reason of its context, or (c)
a statement which though literally true is
incomplete by reason of the omission of a
material fact and which is misleading by
reason of such omission; and (2 ) a mate
rial fact shall mean a fact which, at the
time the untrue statement is made, mate
rially adversely affects the value of the
security.
A

m endm ent

6.

The period during which actions may
be brought seems unduly long. There can
be no sound reason why a purchaser should
have a right to speculate. He should be
required to sue promptly. No maximum
lim it is set on actions under Section 12( 2 )
(possibly due to a typographical e rror).
The same lim it should apply here as in
actions under Section 11.
The follow ing amendment is proposed:
Amend Section 13 to read as follow s:
S e c . 13. No action shall be maintained
to enforce any lia b ility created under Sec
tion 11 or Section 12( 2 ), unless brought
w ithin six months [tw o years] a fter the

discovery of the untrue statement [o r the
omission], or after such discovery should
have been made by the exercise of reason
able diligence, or, if the action is to en
force a liability created under Section 12
(1 ), unless brought w ithin six months
[tw o years] after the violation upon which
it is based. In no event shall any such ac
tion be brought to enforce a liability
created under Section 11 or Section 12
(1 ) more than six [ten] years after the
security was bona fide offered to the pub
lic, or under Section 12( 2 ) more than six
years after the sale.
A m endm ent

9.

Jurisdiction of suits under the A ct is
given concurrently to state and federal
courts and the rig h t to remove from a state
to a federal court is expressly denied. M u l
tiple jurisdiction because of the ambiguity
of many provisions w ill inevitably result
in varied interpretations of the A ct and in
view of the heavy liabilities the resulting
uncertainty w ill almost certainly operate
as a detriment to legitimate business. The
argument that many of the federal courts
are inaccessible is not a valid one. I f that
is the case, as we believe it is in certain
districts, it should be remedied by legisla
tion dealing directly w ith the problem, pos
sibly by making the federal district judges
go on circuit.
The following amendment is proposed:
Amend Section 22 (a) to read as fo l
lows :
S e c . 22. (a) The district courts of the
United States, the United States courts of
any T erritory, and the Supreme Court of
the D istrict of Columbia shall have ju ris 
diction of offenses and violations under
this title and under the rules and regula
tions promulgated by the Commission in
respect thereto, and [ , concurrent w ith
State and T e rrito ria l courts,] of all suits
in equity and actions at law brought to
enforce any liability or duty created by
this title. A ny such suit or action may be
brought in the district wherein the defen
dant is found or is an inhabitant or trans
acts business, or in the district where
the sale took place, i f the defendant par
ticipated therein, and process in such cases
may be served in any other district of
which the defendant is an inhabitant or
wherever the defendant may be found.
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Judgments and decrees so rendered shall
be subject to review as provided in Sec
tions 128 and 240 o f the Judicial Code, as
amended (U . S. C., T itle 28, Secs. 225
and 347). [N o case arising under this
title and brought in any State court of
competent jurisdiction shall be removed to
any court of the United States.] No costs
shall be assessed fo r or against the Com
mission in any proceeding under this title
brought by or against it in the Supreme
Court or such other courts.
A m e n d m e n t 11.
Many suits are brought in connection
w ith corporate and financial transactions
based more on their nuisance value than
on the actual merits of the suit. Such
litigation should be discouraged, although
no restriction should be put on legitimate
litigation.
Discretionary power in the
courts to assess actual costs on an unsuc
cessful p lain tiff would enable the courts
to restrict any abuses o f this nature which
may arise.
The follow ing amendment is proposed:
Add a new section substantially as fo l
lows :
“ I f judgment is rendered against any
plaintiff in any suit under Section 11 or
Section 12 or Section 15 except suits under
subsection ( f ) of Section 11, costs may,
in the discretion of the court, be awarded
to the defendant in an amount sufficient to
reimburse him fo r all reasonable expenses
and counsel fees incurred by him in the
defense of such suit, and such costs shall
be taxed in the manner provided in Section
830, Title 28, of the United States C od e.”
A

m end m ent

13.

SCHEDULE A.

Consideration should be given to the
soundness of the theory underlying the ad
ministrative provisions of the Act. Under
the English A ct a prospectus must be filed
containing certain inform ation. The per
son filin g the prospectus is responsible fo r
its compliance w ith the A c t and its ac
curacy. I t is quite probable that most of
the benefits of the Securities A c t would be
obtained and the A c t greatly simplified i f
the issuer were only required to file a pros
pectus containing the inform ation required
by the Act, and i f the powers o f the Com
mission were lim ited to checking the com
pleteness of the prospectus, to issuing stop
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orders in cases of violation and to prose
cuting offenders, but w ithout power to re
quire additional inform ation not required
specifically by the A ct. The present provi
sions w ill certainly make many investors
believe that the Commission has approved
the soundness of the issue, and is inherent
ly dangerous.
A proper prospectus is
clearly what is necessary to protect the
investor. I t is somewhat difficult to see
how he benefits from the registration state
ment except as a springboard fo r punitive
damages.
Schedule A , and the regulations promul
gated by the Commission in connection
therewith, require a large amount of in fo r
mation, much o f which seems unnecessary
and likely to confuse rather than to help
the investor. The preparation o f a regis
tration statement, even fo r a corporation
o f small size, is a laborious and expensive
task. Every endeavor should be made to
sim plify and compress the inform ation re
quired, both to lessen the expense and bur
den on the corporation, and to provide a
statement which the average investor can
understand. Something along this line can
be accomplished by amending the regula
tions w ith a view to facilitating the opera
tion of the Act, since the present regula
tions in some respects go beyond the re
quirements o f the A ct w ithout adequate
reason, but nevertheless we believe experi
ence under the A ct w ill make it evident
that certain provisions o f Schedule A
should be amended. In particular the ac
counting provisions should be revised in
consultation w ith leading accountants. We
understand that many accountants of high
standing feel that these provisions are in 
consistent w ith sound accounting and that
they w ill not result in giving satisfactory
inform ation to investors.
W e suggest that the provisions of the
follow ing paragraphs of Schedule A and
the corresponding regulations should be
simplified, and in some cases partially or
entirely om itted:
Paragraph 5. Names of underwriters.
Omit. This cannot be complied w ith ac
curately, since many o f the underwriters
w ill not be known until a later time.
Paragraph 6. Holders o f 10% of stock.
O m it. I t w ill not usually be possible to
determine the beneficial ownership and in
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any event the inform ation is of little value
to the investor.
Paragraph 7. Am ount of securities held
by officers, directors, underwriters and
large stockholders. Omit. I t is of little
value to the investor, and, in the case of
underwriters, cannot be complied w ith in
many cases at the time the registration
statement is filed.
Paragraph 18. Expenses. Sim plify.
Many o f the expenses are not determined
when the registration statement is filed.
The estimated aggregate amount should be
sufficient.
Paragraph 19. Proceeds o f previous is
sues. Omit. This is of little value to the
investor.
Paragraph 20. Payments to promoters.
Sim plify. This is immaterial and vague.
I t should certainly be limited to payments
made in connection w ith the issue being
registered.
Paragraph 22. Interest of directors, o f
ficers and 10% stockholders in property
acquired. Sim plify. The inform ation as
to stockholders should be lim ited to con
trolling stockholders.
Paragraph 24. Material contracts. Sim
p lify. The purpose of this provision is
sound, but it is so broad in its requirements
that it imposes an undue burden in many
cases. I t may also be very damaging to
an issuer by disclosing its business secrets
to its competitors.
Paragraph 25. Balance sheets. Sim plify.
Cost o f assets should be limited to assets
recently acquired, say w ithin three years,
and analysis of surplus should be limited
to a definite period, say three years. The
ninety-day period may sometimes be too
short. The regulations of the Commission
should be radically simplified. (See also
the comments on accounting under Amend
ment 4.)
Paragraph 26. P rofit and loss statement.
The regulations should be simplified. (See
also the comments on accounting under
Amendment 4.)
Paragraph 27. Profit and loss statement
and balance sheet of business to be ac
quired. This should be simplified and
made discretionary w ith the Commission.
I t may often be practically impossible to
comply w ith it.
Paragraph 28. Copies o f agreements
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with underwriters.
This should be
amended. Many o f such agreements w ill
be made at a subsequent date.
Excerpts from Chamber of Commerce
Report

I t would take years and much litigation
to cla rify the Securities A ct by judicial
interpretation. I t is doubtful whether even
such a slow and expensive process would
develop a body o f law of the degree of
certainty that is indispensable when prop
erty values are at stake.
P r o o f o f R elia n ce U nnecessary — The
purchaser is not required to prove that he
relied on the registration statement or on
the prospectus and he may recover even
though his purchase was not made by the
use o f the mails or in interstate commerce
or from any persons made liable. I t would
appear that he may recover damages even
if they were not caused by the untrue state
ment or omission, depending upon the un
known legal effect of the use of the words
“ material fact.”
Officers, directors, underwriters, experts
and others may be held to be jo in tly and
severally liable and the recovery may be
in the form of rescission if the purchaser
still holds the security or in the form of
damages i f he has disposed of the security.
In other words, these parties (which o r
dinarily include persons who made no sale)
may be compelled to take back part or all
of the securities and repay the fu ll pur
chase price even if the securities have de
preciated because of declining markets or
other reasons not connected w ith the as
sertion or omission in the registration state
ment.
P erio d o f L ia b ility — It is inequitable that
fo r from two to ten years after the original
offering o f a security (which may change
hands many times at varying prices) a
holder or succession of holders should be
permitted to bring an action in relation to
a registration statement filed at the time
o f the original issue. This period should
be narrowed to lim its which have a definite
and fa ir relationship to the influence of
the registration statement and prospectus.
Ju ris d ic tio n o f C ourts — The provision
that suits can be brought under the Act in
both federal and state courts, and if
brought in a state court may not be re( Continued on page 226)
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T H E L A W N O . 5102 A N D R E G U L A T IO N S C O V E R IN G T H E N A T IO N A L
R E G IS T R A T IO N O F A C C O U N T A N T S
(Published in the “ D IA R IO O F IC IA L ” No. 16250 o f A p ril 15, 1932, and No.
16476 o f January 16, 1933, respectively. Translated and abstracted by Boris
Baievsky, C.P.A., Washington, D. C. Reviewed by Carlos de la Barra, Commer
cial Secretary o f the Chilean Embassy, Washington.)
Whereas, the National Congress has
given its approval to :
A rticle 1. The establishment of a Na
tional Register o f Accountants in which
must be listed all persons who fu lfill the
requirements prescribed in A rticle 4 of
this law.
Only persons listed in the said Register
may practice the profession o f account
ancy fo r judicial purposes and fo r issuing
certificates fo r administrative authorities,
in cases in which complete auditing is re
quired under A rtic le 25 o f the Commer
cial Code.
A rticle 2. The National Register o f A c
countants, and the administration of this
law shall be in charge o f a Council com
posed of the D irector General of Commer
cial Education, who shall preside, the D i
rector General o f Internal Revenues, the
Superintendent o f Banks*, two representa
tives appointed by the Central Chamber
of Commerce o f Valparaiso and by the
Chamber o f Commerce o f Chile, respec
tively ; and two accountants named by the
President o f the Republic, one of whom
must be a graduate o f a State institution †
and the other a practical accountant.
Councillors shall serve w ithout pay.
A rticle 3. Registration of accountants
shall be made in local registers to be estab
lished in cities where there is a State Com
mercial Institute or where, in lieu thereof,
there is a Chamber o f Commerce affiliated
w ith the Central Chamber of Commerce
of Valparaiso.
Each local register shall be in the charge
of a committee consisting o f one repre
sentative of the Internal Revenue A dm in
istration,— appointed by the Director o f
*A ll three are government officials; the latter’s
duties corresponding more or less to those of
our State Banking Commission.
A Commercial College maintained by the
Government.

†

that service— who shall preside, and of
two local accountants, one a State institu
tion graduate and the other a practical
accountant appointed by the National
Registration Council. In the cities where
there may be a State Commercial Institute,
the committee referred to above, shall be
presided over by the Director of that
Institute.
A rticle 4. The follow ing shall have the
right to register in the National Register
of Accountants:
1. Persons who possess a degree granted
by a State commercial school, by educa
tional institutions recognized in accord
ance w ith the U niversity S tatute; or by
other private schools recognized by the
State.
2. Persons submitting evidence that
they have practiced accountancy fo r five
or more years in commercial or industrial
enterprises, governmental or municipal
services, or organizations subject to spe
cial laws.
However, persons having less than five
years, but more than three years’ practical
experience in accounting, also may be reg
istered, provided they pass an examina
tion proving their fitness before a commis
sion appointed by the Council and com
posed of a professor o f accountancy, an
accountant graduated by a State school,
and a practical accountant or a graduate
of a private school.
In order to v e rify the accounting prac
tice required by the preceding paragraph,
the applicants shall submit evidence that
they have presented balance sheets to the
Internal Revenue Adm inistration, or have
furnished administrative or private cer
tificates acceptable to the Council.
A rticle 5. Persons, regardless of their
degree or position, who cannot furnish
affidavits o f correct practice and good con
duct, or who have been convicted o f crime,
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may not be listed in the National Register
o f Accountants.
A rtic le 6. Persons who are qualified fo r
registration must deposit w ith the Treas
u ry fifty pesos to the order o f the Council
o f the National Register o f Accountants.
A rticle 7. The members o f the Exam 
ining Commission referred to in No. 2 o f
A rtic le 4 and the first article o f the appen
dix, shall be entitled to a remuneration of
12 pesos fo r each hour o f w ork, to be paid
by the Council.
A rtic le 8. The Council o f the National
Register o f Accountants shall have the fo l
low ing powers and duties:
(a ) Order the listing in the Register of
persons who comply w ith the require
ments and proceedings prescribed by
this la w ;
(b ) Hear and decide complaints against
registered accountants;
(c ) Admonish, suspend or cancel the reg
istration o f registered accountants,
when the Committee o f the local Reg
ister has formulated charges against
them, and these charges are sustained
by an absolute m a jo rity o f all mem
bers o f the Council after a hearing
o f the accused. A showing of a court
sentence duly executed w ill cause the
immediate cancellation o f the regis
tration in the Register;
(d ) Reinstate accountants whose registra
tion has been cancelled, when the nec
essary proofs have been furnished to
the Council;
(e) Adm inister the funds o f the organi
zation, particularly those received
from fees required by A rticle 6.
A rticle 9. O nly those persons who are
listed in the National Register o f Account
ants may be appointed as employees to
discharge accounting functions o f the
State, the municipalities and the enter
prises or institutions directly or indirectly
subordinate to the State.
A rticle 10. The remuneration o f ac
countants when acting professionally in a
public capacity, w ill be regulated in ac
cordance w ith a schedule o f fees to be
fixed by the Regulations o f this law and
which shall remain in force up to Decem
ber 31, 1933. A fte r that date the fees
w ill also cover the ordinary functions of
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the professional accountant, and shall be
fixed, every three years, by the Council
of the National Register of Accountants.
A rticle 11. This revokes the Decree—
w ith the force o f law, No. 52, o f March
20, 1931, concerning the National Register
o f Accountants.
A rticle 12. This law shall become effec
tive upon its publication in the D IA R IO
O F IC IA L .
Appendix

A rticle 1. Persons possessing diplomas
or certificates issued by private commer
cial schools, provided such schools have
been in existence fo r more than five years
p rio r to the promulgation of this law, or
their operation has been authorized by
government decree, which persons have
passed an examination before a commis
sion appointed in the same form as set
fo rth in section No. 2 o f clause 2, article
4, w ill also be qualified fo r registration in
the National Register of Accountants.
A rticle 2. A fte r December 31, 1936,
only persons referred to in clauses 1 and
2 o f article 4, may be listed in the Regis
ter established under this law.
Regulations Covering the National
Register of Accountants

T itle I.— Council
Articles 1-3.
Title I I . — Rights and duties o f the Coun
cil.
Articles 4-8.
According to article 7, in case of com
plaints against a registered accountant, if
the interests o f the latter are represented
by an attorney in fact, such attorney in
fact, in all cases, must be a registered
accountant

T itle I I I . — The General Register.
Articles 9-11.
A rticle 9. Upon registration the ac
countant receives a certificate, a registra
tion card ( “ carnet” ), and a seal bearing
his registration number.
T itle IV .— Local Registers.
Articles 12- 16.
T itle V .— Applications fo r registration and
supporting documents.
Articles 17-29.
A rticle 20. The examinations are w rit
ten and oral.
A rticle 21. These examinations cover
( Continued on page 252)
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N. A.C. A . Y ear Book, 1927.
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C. R a y m o n d , C.P.A., New York City.

V E R Y day we hear and read of en
dorsements and criticisms of the effects
of NRA and efforts to raise commodity
prices.
I t is only human nature that people often
are satisfied to see things only from their
own point of view. Sometimes mature peo
ple are very much like the little boy who,
upon returning home from his first day in
school, told his mother that they marched
all day, and all the time he watched just
himself and discovered that he was the best
marcher in the world. The w riter w ill en
deaver to present the view of one on the side
lines watching the entire procession march
by.
I t is often said that the N R A stifles com
petition which is the spice of business. Fair
competition, which the N R A does not stifle,
is the essence of all commercial organiza
tion, promoting efficiency, development and
growth. But let us look at the kind of
competition that we have had during the
past seven years to March 1933 and see if
it is fair or ruinous.
* In 1927 the National Association of
Cost Accountants sent out a circular and
questionnaire. The questions asked and the
696 replies received in time to be tabulated,
covering 115 separate industries, fo llo w :
1. Do you believe that business should be
taken at normal cost?
2. Do you believe that business should be
taken below normal cost?
3. Do you believe the theory of incurring
losses by taking business at or below
normal cost w ith the idea of absorbing
overhead is sound?
4. Do you believe that the financial loss in
curred in keeping your organization in
tact by taking business at or below normal
cost benefits you in the long run?
5. Do you believe that in the long run the
gain from greater buying power suffi
ciently offsets the financial losses incurred
by taking business at or below normal
cost?
6. Do you believe that you can take busi
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ness at or below normal cost without af
fecting adversely the industry of which
you are a part?
7. Do you consider it fair to other concerns
in the same industry to take business at
or below normal cost?
8. Do you believe that any industry as a
whole in its competition w ith other in
dustries should ever take business at or be
low normal cost?
Total

1.
2.
3.
4.
5.
6.
7.
8.

696
696
696
696
696
696
696
696

1.
2.
3.
4.
5.
6.
7.
8.

262
95
81
101
31
43
60
64

No Reply

100%
100%
100%
100%
100%
100%
100%
100%

Yes

38%
14%
12%
15%
4%
6%
9%
9%

17
19
23
31
42
21
39
58

2%
3%
3%

4%
6%
3%
6%
8%

Qualified Yes

101
62
52
65
11
22
28
49

Qualified No No
21 3 %
295

18
25
18
9
17
24
26

2%
4%
3%
1%
3%
3%
4%

502
515
481
603
593
545
499

15%
9%
7%
9%
2%
3%

4%
7%
42%
72%
74%

69%
87%
85%
78%
72%

I t was explained that “ Taking Business at
or below Normal Cost” means taking it
either at, or actually below the manufactur
ing cost.

The qualified yes answers to Questions
No. 1 and No. 2 gave various reasons, a few
of which follow :
T o meet cut-throat competition.
T o retain a good customer.
Most others do it.
When the choice is between unprofitable
business or no business.
T o clean up seasonal goods.
T o close out dead lines.
I f overstocked.
O nly in foreign markets.
T o keep a newcomer out of an over
crowded industry if he doesn’t know his
costs.
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T o discourage the operation of private
plants.
On initial orders, for introduction pur
poses and an occasional advertising order.
W e do not have to go any further in
vestigating the qualified yes answers. There
were sufficient straight yes answers to cause
concern. The following resolution was
adopted by the cost accountants and business
men present at the Eighth International
Cost Conference at the Palmer House, Chi
cago, I l l ., Tuesday Morning, June 14,
1927:
“ Whereas, The purpose of business enter
prise is service and profit in order that labor,
management and capital shall be properly
rewarded, and the business continued on a
sound basis so that the public shall receive
constantly better service, and
Whereas, As a result of our deliberations
we are convinced that the practice of selling
at or below normal cost is destructive and
unfair except for the purpose of moving de
fective or obsolete goods:
Be I t Resolved— That we deplore this
practice and urge every man engaged in
business or adhere firm ly to a price policy
which shall yield a reasonable profit over
normal cost;
T hat we believe the true purpose of com
petition is to bring about a real lowering
of normal costs through greater efficiency;
T hat we urge every business to develop
and install adequate standard cost methods
so that these policies may be intelligently ap
plied ;
T hat we urge every man to recognize the
fact that he is part of the industry in which
he is engaged, that his individual success de
pends upon the success of the industry of
which he is a part, and that whatever he does
affects not only his own business but his
industry;
T hat business exists for the service and
good of the many and not for the selfish
benefit of the individual;
And further in view of the fact that our
present laws make it difficult for the men en
gaged in an industry to cooperate for mu
tual and public benefit,
Be I t Resolved— T hat we earnestly urge
our Congress to investigate the effect of the
Sherman and Clayton laws in the light of
present conditions, and the benefits which
might accrue through new laws which would
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aid in cooperation and elimination of de
structive competition.”
W hat caused these gentlemen passing this
resolution such great concern? Let us see.
Some one sells at or below cost. They hope
thereby to increase their volume. The in
creased volume w ill lower the cost of over
head per item. Perhaps sufficiently to leave
a profit. Immediately some one else starts
to lower prices, selling below cost. The
original seller at or below cost again sells at
or below cost increasing his volume which
w ill give him a profit. Out of this profit and
additional capital he builds another plant to
further increase his volume. This keeps on
until the entire industry produces more than
the demand which is known as overproduc
tion. We then have a flooded market with
further price cutting to clear out surplus
stocks. Result losses. Some one is forced out
of business. The stockholders have lost all or
nearly all their entire investment. The com
petitors smile, feeling that a portion of the
competition is eliminated. But before those
smiles are off their faces the plant and equip
ment is purchased by someone at a very low
price resulting in low fixed charges, meaning
lower costs and selling prices. Then the
slashing of wages starts to lower cost and
selling prices but that further reduces the
demand as there is less money to spend. This
has continued until only a few plants and
concerns in each line remained active with
the resulting unemployment of the many
millions who could use the goods at present
but cannot pay for them. The business men
desired to get together and stop this ruinous
policy but the anti-trust laws prevented them
from doing so. The ironical part of it is that
as time went by only the financially power
fu l would remain, giving them a monopoly,
the very thing that the anti-trust laws are
aimed against. The N R A attempts to solve
the problem through its codes. The majority
of retailers have recently hailed the N R A as
doing away with price cutting which was the
sore spot in the retail trade. The N R A helps
the business man, whether industrialist or
merchant, to do what he legally could not
do before; enter into an agreement which is
enforceable.
The Federal administration is endeavor
ing to return us to the prosperity of 1926.
W hat has brought us down from that level
to where we were in the Spring of 1933 is
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ruinous competition. Over-production is the
child of ruinous competition.
Now let us look at commodity prices. T o
illustrate that it is not wise to rely too much
upon percentages without looking in back of
them we will take a comparative illustration.
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while the expenses remained 40% in actual
dollars they are just half of what they used
to be. That meant there was some pay cut
ting. Now some will say that although there
was pay cutting, prices dropped lower so that
the wage earner could and would buy more.
Let us see. Suppose we start with food. As
1926
% 1932 % an example let us say an average person will
eat at one meal 2 chops,
pound of po
Selling Price a unit $ 20.00 100 $10.00 100 tatoes,
loaf of bread and a quarter of a
Cost Price a unit.
10.00 50
5.00 50
medium sized can of corn. W ill anybody of
sound mind contend that the average person
Gross Profit a unit $10.00 50 $5.00 50 will eat 4 chops, ½ pound of potatoes, 2
/ 5 of
* Expenses a unit. .
8.00 40
4.00 40 a loaf of bread (8 slices) and a half of the
same size can of corn because he could buy
Net Profit a unit. $2.00 10 $1.00 10 twice as much. A t that rate we would be
It will be noted that the percentages have come a race of gluttons. Neither will any
remained the same. But when we look at one buy twice as many clothes as they need
the actual dollars and cents we read a dif because they are cheap. People buy what
ferent story. W e have a net profit in both they need when they have the money. That
1926 and 1932 of 10% but when we look is the rub, when they have the money.
There are too many without sufficient money
at money we see the former profit of $2.00
per unit dwindle to the later profit of $1.00 and entirely too many without any money.
Where is all the money? Further up it was
per unit. Ordinarily one would be prompted
to say that as everything was selling at re shown where much of the money went. Into
additional facilities not needed but acquired
duced prices we could buy the same quantity
as before. But can we ? Let us probe a little in the volume race. How did it get there?
further. M ost of us use credit. T h e newly Through extraordinarily high salaries, a
weds buying furniture on the installment great part being invested in company stock.
plan with a year and a half to pay, others Another method was to sink the money into
an automobile with a year to pay, some a this equipment and distribute profit in the
house with ten years to pay, all along the form of stock dividends. The writer does
line to the large industrials and railroads not condemn payment of stock dividends
with their large long-term bond issues. Let us where cash is used to meet the demands of a
take as an example a medium sized manufac healthy growth of a business. Nor does he
turer. Let us assume that this manufacturer condemn paying a man a high salary when
in 1926 built a factory and sold mortgage he is worth it. But when the growth be
comes forced and unhealthy it is cancerous
bonds in the amount of $ 20 0 ,0 0 0 . T h e
and like cancer will kill on what it feeds
bonds to run ten years. Interest rate 5 % .
W e have a yearly interest expense of which means also its own end. The extra
$ 10,000. A t $2.00 net profit per unit it ordinarily high salary for one or some at
would be necessary to sell 5,000 units to meet the top means a bare living wage for hun
interest charges. A t $1.00 net profit per unit dreds and sometimes thousands down the
it is necessary to sell 10,000 units to meet line to the bottom. Worst of all it means a
interest charges. T his is a simpler way of super-efficiency craze which means no wage
stating that it is necessary to sell merchandise at all for some on the bottom because their
having a 1926 value of $ 200,000 to pay a job has been done away with so that the
debt contracted when it was necessary to sell president of the company can buy some shares
merchandise having a 1926 value of $100,- of stock for himself and a pearl necklace for
000 to pay it. Can these additional units be his daughter. The poor unfortunates that
are laid off spell lessened demand for bare
sold? W e must remember that this is taking
place not in only one plant but all over the necessities because of inability to pay for
them. The bare living wage for those em
country. T h e reader will have noted that
ployed means a lessened demand for little
( Continued on page 229)
* E xclu d in g interest charges.
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L ia b ilitie s

by H . S. W ITTNER, C.P.A., New Y o rk City
A B O U T a year ago a successful lawyer
made the follow ing comment to the
w rite r: “ I looked at the balance sheet but,
as usual, the assets and liabilities balanced.”
The words were spoken half humorously,
yet it was plain that our ordinary balance
sheet leaves this gentleman unsatisfied or
confused because to him the assets and lia
bilities always seemed in balance.
O f course, to an accountant the explana
tion is obvious. He w ill feel himself chal
lenged to clear up the misconception at
once. To tell an accountant that assets and
liabilities usually balance each other is to
tell him of something which is only true
the other way around. Assets and lia b ili
ties never balance; yet here is a cultured
reader (incidentally, one who happens to
be a mathematician) whose first balance
sheet impression is that they do balance.
Some interesting thoughts come to mind.
F irst, one gathers that this attorney
begins his reading o f a balance sheet w ith
a vague feeling o f fu tility . Like most
experienced lawyers and business men, he
can, w ith some digging, get the required
inform ation out o f a balance sheet, but
every time he looks at one the first glance
reveals that the total on the le ft side is
exactly equal to that on the right. A ppar
ently neither assets nor liabilities prepon
derate. I t disconcerts him. “ As usual, the
assets and liabilities balance.” There is no
doubt that the first impression is confusing
to an infrequent reader o f balance sheets.
Second, the question o f headings or
captions is brought into the foreground.
The righ t side o f a balance sheet is headed
“ Liabilities and Capital” and the signifi
cance o f this title is probably lost on most
readers. I t is quite likely, too, that the
association o f two such elements as lia b ili
ties and capital adds to confusion. I f any
thing, the layman w ill have a tendency to
disassociate them. “ Liabilities” appeals to

his thought as something distinctly opposed
to “ capital.”
W hen grouped under a
single heading they strike him as being
strange bedfellows. I t is another point
which adds to his uncertainty.
From this, a th ird question logically
arises. Is our unvarying form of balance
sheet the best form ? I t is a safe guess
that the m ajority o f balance-sheet readers
are not accountants. I t is a reasonable
assumption that mental processes w ill d if
fer even among accountants. H ow can
we logically then, and constantly, present
balance sheets in a single and unvarying
form ? Should we try to adapt the form
o f our material to the readers ? Decidedly,
yes. O ur labors are wasted unless we
can put the results across clearly, dropping
the accountant’s technique where adapta
tion to the reader requires it. A reader
feels a distinct loss of respect when a cloud
o f pseudo-technique is cast over the ob
vious.
In summary, it is here proposed to dis
turb the equilibrium o f the balance sheet,
refine captions fo r the sake o f clarity and
adapt the general form o f the balance sheet
to the reader.
A n y proposal to disturb the equilibrium
o f the balance sheet w ill probably meet
w ith considerable opposition among ac
countants, although in Great B ritain this
thought has received recognition.*
A
double entry, a tria l balance— these are
proverbial. W hen the debit side equals
the credit side they put their pencils down.
They are often completely immersed in
obtaining technical results. They forget,
possibly, that readers are interested chiefly
in the commercial results. I t is a fa ir
assumption that the most vital o f such
results should be given prominence. Ac* “T he Form o f the Balance Sheet,” George
L . C. Touche, B.A ., A .C.A., in T h e Accountants’
Magazine, Edinburgh, Scotland, May, 1933.
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cordingly, the vital resulting element of a
balance sheet must be agreed upon. F o l
low ing this line o f thought we recall the
balance sheet represented in its well-known
algebraic fo r m :
A = L + N
(W hen A equals assets, L equals liabilities
and N equals Net W o rth .)
A comparison w ith any abstract equa
tion reveals that A = L + N has either
led us into a distinct weakness or that we
have failed, afte r deriving the equation,
to observe an im portant fundamental.
Stated abstractly, the result o f an algebraic
equation expresses the unknown in this
fo r m :
X = R + S
The construction o f any equation is
based on the search fo r a result. I f we
use an equation at all it is presumed that
we are try in g to evolve an answer. F u r
thermore, it is conventional in mathematics
to place the unknown or desired result at
the le ft o f the equals sign. The im portant
point is that X (in the last preceding equa
tion ) is the answer sought, not R or S.
I f , comparatively, we look at
A = L + N
it seems logical to assume that A is the
answer we seek. Expressed concretely it
seems to teach that we are p rim a rily inter
ested in the assets of a balance sheet or
at least it apparently indicates that assets
constitute the most important element. Is
this so? Yes, i f assets give a final answer
after, reading a balance sheet; but we know
that they do not give a final answer. They
are meaningless unless compared w ith the
liabilities.
I t may be argued that all this is a matter
o f fo rm ; that it need not necessarily be
inferred that assets are the outstanding ele
ment. There is a definite answer to this,
fu rth er emphasizing the weakness in form .
O ur balance sheets are statements in which
the debit side equals the credit side. No
concise final result is prom inently set
forth. The reader must dig fo r the result.
Such being the case, what does he dig fo r ?
To answer this we must ask what are
the mental processes o f an average bal
ance sheet reader? Careful considera
tion w ill disclose that his first thought
probably w ill be “ W hat are the assets?”
Further careful consideration w ill show
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that what he really wants to ascertain (but
is not conscious o f it) is the equity in
assets— the proprietary interest or net
worth. Thinking then that he wishes to
know about assets, he looks fo r assets and
finds them prom ptly. I t is usually the first
group presented.
A fte r reading the assets he comes upon
something of a mystery called “ Liabilities
and Capital.” This inimical combination,
which has been previously touched upon,
increases the uncertainty in his mind. He
reads through the liabilities, observes that
capital, etc., etc., are added to them and
in this more or less befuddled state of
mind he is found considering the most
im portant element in the statement— the
net w orth section. Here he may encoun
ter more complication— perhaps two or
three classes of stock and two or three
kinds o f surplus. He now very likely
makes a second attempt to get something
definite out o f the statement. He begins
all over again and finds himself looking
at assets once more. He is likely to linger
over them fo r the simple reason that they
are unobscured by another class o f ac
counts, as when he contemplates “ L ia b ili
ties” and “ Capital.”
There is little doubt that we give assets
undue emphasis. This is fa irly obvious
from the ordinary statement and from the
equation.
I f , then, assets are given undue weight,
which element o f the balance sheet should
receive prominence, yielding a logical con
clusion ? The answer is net worth. Much
argument should not be required in sup
port o f this theory. In a statement of
operations, fo r example, the answer is
clear and conclusive— net profit. Its logi
cal parallel in the balance sheet is net
w orth. I f this is accepted it becomes nec
essary to make a transposition in the bal
ance sheet equation, as fo llo w s :
A = L + N and
(transposing L ) A — L = N
and in conventional mathematical fo rm :
N = A — L
Here N is given prominence and consti
tutes the desired result.
(One incidental point must be borne in
m in d : I t w ill be observed from the equa
tion that strict adherence to mathematical
convention places N on the le ft (debit)
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side. In England this would require no
further comment, for there credits are
entered on the left side and debits on the
right of the ledger. In the United States,
however, this has been traditionally re
versed so that we must remember that N

on our books appears at the right, while
A and — L are entered on the left.
W ith the foregoing in mind, consider
the following balance sheet. In standard
form it would be represented th u s :

ASSETS
Cash on deposit.................................. ..$5,000
Accounts Receivable...........................20,000
Inventory ........................................... ..10,000

L IA B IL IT IE S & C A P IT A L
Notes P a y a b le ................................... $3,000
Accounts P a y a b le ............................. 8,000
O ther Liabilities ..............................
500

P lant ...................................................

Total L ia b ilitie s............................$11,500
Net W o rth :
Capital S tock:
Issued ............................ 20,000
Surplus .......................... 7,500 27,500

4,000

Total ............................................... $39,000
Appearing as they do above, “the assets
and liabilities balance.” Reconstructing
the foregoing financial statement so that
it really is a statement instead of an ac
count, we h av e:
ASSETS
Cash on deposit.......................... $5,000
Accounts Receivable................. 20,000
In v e n to ry ..................................... 10,000 A
Plant ............................................ 4,000
Total A s s e ts ........................... 39,000L IA B IL IT IE S
Notes Payable ................ 3,000
Accounts P a y a b le ......... 8,000
L
500
O ther L iab ilities...........
Total Liabilities ...................

11,500

NET W ORTH
Capital Stock, Issued .$20,000
Surplus ......................... 7,500 27,500
N
H ere there can be no complaint that “the
assets and liabilities balance.” Note also
that the re-developed equation at the right
corresponds to the natural statement form
of the balance sheet. O f foremost im por
tance is the fact that the statem ent ends
with a definite conclusion. Its final an
swer reflects the proprietary interest in the
assets. There is little room for doubt in
the reader’s mind.

Total ..........................

39,000

It is interesting to note the following
statement published by a leading New
York b a n k :
C o r n E x c h a n g e B a n k T r u s t Co.
Established 1853
A Bank Statement that any Man or
Woman can Understand
Condensed Statem ent as of February 1 , 1933
Due Individuals, Firms,
Corporations and Banks $220,875,730.97
To meet these deposits we
h av e:
Cash in Vaults and Banks $35,768,248.96
Checks on other Banks.
12,522,396.54
U. S. Government Se
curities ........................
68,946,076.81
State, Municipal and
T ax Exem pt Securi
ties ...............................
20,291,493.02
Railroad B o n d s .............
7,896,403.09
Public Utility Bonds. . .
1,767,314.25
Industrial B o n d s ...........
9,951,748.36
Foreign Bonds .............
2,302,370.87
P referred S to c k s ...........
504,685.00
Common S to c k s ...........
1,464,395.25
Secured Demand Loans 31,369,584.26
Secured Time L o a n s ...
7,662,693.10
Bills D isc o u n te d ...........
18,282,219.34
F irst M ortgages on Real
E state ..........................
21,659,711.47
Stocks of Federal R e
serve Bank, Corn Ex-
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change Safe Deposit
Co. and Discount Cor
poration o f New Y o rk
Customers’ L ia b ility on
Acceptances ..............
Banking Houses and Lots
Other Real Estate........

2,898,780.00
923,085.69
15,291,262.66
1,409,361.42

Total to Meet Indebted
ness ....................... $260,911,830.09
This L e a ve s ......................

$40,036,099.12

Capital $ 15,000,000; Surplus and U ndi
vided Profits $ 22,145,673.18 and
Reserves $ 2,890,425.94

It w ill be observed that it is in genuine
statement form and is significantly labeled
“ a bank statement that any man or woman
can understand.” A point of particular
interest is that the liabilities appear before
the assets— a sequence open to some ques
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tion. The final figure is the result of a
simple subtraction, hence the minuend and
subtrahend are not in their natural places.
I f they were reversed the statement m ight
be in slightly better form .
A final point, previously touched upon,
w ill bear emphasis. Statements o f opera
tions never appear in balance. The net
profit or loss is always the conclusion pre
sented. Yet the crystallized results of
these operations, as they appear in and
affect net worth, are never set fo rth in
similar conclusive form . Net w orth fluc
tuates directlty w ith the net results of
operations (special debits and credits to
surplus being excepted, o f course). I f
income, expense and net profit are pre
sented in true statement form , a strict,
completely logical parallel can be drawn
and applied to assets, liabilities and net
worth.

p e titiv e

B id d in g *

by C h a r l e s C . P o t t e r , C . P .A ., Orlando, Fla.
N order to discuss the subject of com
petitive bidding from the proper angle,
it is best to first define competitive bidding.
In searching for a definition I found that
the Los Angeles Chapter of the California
Society of C. P. A.s sent out a question
naire on the subject and defined a competi
tive bid as a
“ Bid that includes some special induce
ment to the client in the matter of
charges to be made or w ork to be per
formed which would not be made i f it
were not known that some other ac
countant was also bidding fo r the
w ork.”
I w ill repeat the definition. This defini
tion you w ill notice clearly states that there
must be some special inducement, either in
the matter of charges or w ork to be per
formed.
In order to include in this paper opin
ions from various practitioners in this
State and in other parts o f the country, I
am going to quote from correspondence,
etc. No accountant in this State believes

I

*P aper read at the semi-annual meeting of the
Florida Institute o f Accountants.

that competitive bidding is a sound prac
tice, especially fo r professional work.
However, the iniquitous practice has in 
creased from year to year until it has be
come a serious menace to the welfare o f
the accountancy profession and to their
clients.
One letter was received from a practi
tioner in this State who made the fo llo w 
ing statement:
“ I think I am safe in saying that I would
do anything to prevent competitive lump
sum bidding. We have to make people
honest and that is a hard thing to do.”
Another practitioner in the State wrote
as follow s:
“ Whatever can be done to improve the
accountancy conditions in the State I
shall be glad to help do, but I think the
first improvement is to improve the ac
countants.”
These two statements avoid the point at
issue. I f we as accountants start out w ith
the premise that our fellow practitioners
in this State are dishonest or incompetent
we can actually accomplish nothing. W e
had better start w ith the premise that our
fellow practitioners are all honest and are
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good, capable accountants. W e can hardly
expect the public to believe in our profes
sion i f we do not first believe in it our
selves.
One practitioner w rites:
“ I f we accountants cannot get together
on a program o f some kind fo r quoting
prices it is hardly to be supposed that
the layman, who wants the w ork done,
is going to take into consideration any
thing but price and perhaps ability. The
lawyer in naming a price to carry on a
piece of litigation frequently names a
flat price fo r carrying that litigation to
final outcome. The doctor names a flat
price fo r some particular operation in 
cluding his attendance follow ing the
operation w ithout knowing what compli
cations may arise, and in selecting a
lawyer or a doctor the client or the
patient, as the case may be, is guided
partly by the practitioner’s reputation
and partly by the price at which he
agrees to do the work. In the case of
the law yer’s client or the doctor’s pa
tient a definite result is achieved which
is clearly shown to the client or patient;
while, as a rule, it is very difficult to
show an accountant’s client any direct
benefit he has received from an audit.
O f course, there are occasions when di
rect benefit can be shown, but these
occasions are greatly in the m inority, so
we have to look on the layman’s side as
well as the accountants’ when we con
sider lump sum bids.”
I personally do not believe that the ser
vices o f a public accountant can be com
pared w ith those o f a doctor or lawyer.
The public accountant is the only profes
sional man who performs service on a
per diem basis.
Another C. P. A . writes as fo llo w s :
“ I f a client has not enough faith in the
ability, integrity and honesty o f his
auditor or accountant and is not con
vinced that he w ill give him a good job
and a fa ir deal, then the client should
look about fo r some one that he does
have fa ith in .”
Another C. P. A . w rite s :
“ Lum p sum bidding involves m unici
palities, and taken as a whole the m uni
cipalities in this State exhibit a cold
blooded attitude toward the matter o f
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lump sum bids o f public accountants; in
other words, they would continue to seek
lump sum bids i f any accountants could
be found who would render them and
the municipalities would have little, if
any, interest in the fact that such bids
were contrary to the code o f ethics.”
I t m ight be well to make reference to
one case o f competitive bidding in this
State. The City o f St. Augustine asked
fo r bids on a five-year audit o f the city’s
books. W hen the bids were opened they
ranged from the high bid of $2,200.00
down to the low bid o f $370.00. The man
who got the engagement was the low
bidder. I could quote all day sim ilar in 
stances, but that is not necessary, as every
one here already knows of such bidding.
Most o f the replies which I received
from accountants regarding the evil of
competitive lump sum bidding state that
they were in favor of doing anything
which would correct the evil. Therefore,
in a discussion o f the subject we can start
w ith two thoughts in mind. First, that
competitive bidding is an evil; and second,
that the accountants in the State as a whole
desire to do something to eliminate the
practice.

A t the annual meeting o f The American
Society o f C. P. A ’s in Milwaukee M r.
Thomas A . W illiam s gave a very able talk
on the subject o f competitive bidding. I f
you have not read his paper, I suggest that
you all do so at your earliest convenience.
H is paper starts out w ith an introduction
as follow s:
“ The profession in Louisiana, and espe
cially in New Orleans, has been deeply
concerned w ith recurring instances of
competitive bidding and a consequent
disastrous effect upon the rendition o f
an adequate service to the client and
proper remuneration to the accountants.”
M r. W illiam s summarizes the replies to
a questionnaire sent out by the society on
competitive bidding as follows :
1. A ll but two states report that they
have had considerable trouble w ith
competitive bidding, especially re
cently. A nd all express the opinion
that the practice should be discour
aged.
2. Quite a few believe that the practice
has been encouraged by the general
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to employ accountants because o f their
mandatory requirement o f munici
professional standing and the quality of
palities.
the w ork turned out and that the matter
3. Three of the states have by-law pro
is not one that lends itself to be meas
visions prohibiting competitive bid
ured by prices obtained by bids.”
ding, one o f these states having just
“ I should be glad to join w ith fifty or
inserted such a provision, and another
sixty accountants to be assessed at a
of the three finds it difficult to en
m onthly rate fo r advertising put out
force.
under the name of the Florida Institute
4. Four states (besides Louisiana) have
o f Accountants, educating the public
committees considering the question.
along the lines of personal service in
5. Tw o states have had inform al meet
connection w ith accounting assignments,
ings among larger firms and agreed
comparing the accounting profession to
not to bid on w ork where an account
that o f law and medicine. In other
ant has been handling the w ork on a
words, a campaign of education looking
regular engagement.
towards discouraging the employment
6. A ll states have found it difficult to
o f accountants by competitive bidding.”
define “ competitive bidding” as d if
In order to make an educational cam
ferentiated from the submission of a
paign effective sufficient money should be
flat price.
The above conclusions were drawn from raised to have radio talks, publicity in
the replies received from nineteen states newspapers, trade magazines and direct
appeals to the members o f governing
and the D istrict o f Columbia.
The most im portant thing M r. W illiam s bodies o f municipalities. The campaign
should be one to be carried on over a
says in his paper is th is :
period
o f years. The American Medical
“ Certainly the selection o f an accountant
on the basis o f the lowest bidder is not Society, as you all know, has been con
consistent w ith the prim ary purpose of ducting fo r some time a similar campaign,
a profession such as ours— the search although the subject is somewhat different.
2.
Some one has suggested that the insti
fo r and reflection o f a scientific truth.
tute
pass
a rule forbidding its members to
The fee must be such as w ill perm it ren
make competitive lump sum bids. I t is
dition o f an adequate service.”
N aturally criticisms are welcomed, but doubtful i f such a rule could be enforced
more so i f a remedy is suggested fo r their in this State. M r. Carey, Secretary o f the
correction, and because o f that thought I American Institute, wrote that the Direc
w ill point out what in my opinion are the tors o f the Institute had considered the
proper steps to be taken. I do not want making o f such a rule. H e wrote as fo l
to take credit fo r all the suggestions men lows :
“ I m ight say that there is some possi
tioned, as they have grown out o f discus
sions and correspondence on the subject b ility i f the Institute’s Committee on P ro
fessional Ethics introduce a rule prohibit
between many accountants and myself.
1.
Probably the best remedy fo r the evil ing competitive bidding, that the prohibi
is education. O f course, the highly pro tion w ill apply only in so fa r as members
fessional and dignified accountants are were affected. I cannot make any defi
against any sort o f advertising, but I do nite statement at the present time, but the
not believe that any o f them would be committee have discussed the question
against a publicity campaign which would whether a member should not be free to
educate not only the clients but the public protect himself against attacks on his clien
as a whole and the practitioners them tele in the form o f bids from non
members.”
selves.
Such a ruling o f the American Institute
In this connection a letter received from
a C. P. A . in Jacksonville is quoted, in would not help the situation in Florida,
part, as follow s:
even though the Florida Institute adopts
“ I believe that the matter o f the subject the same rule because the Institute does
we are discussing is one o f education not represent sufficiently large percentage
and that the public should be educated o f the total practitioners in the State.
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3.
A code o f fa ir competition under the it would be difficult to secure the approval
N R A has been suggested as a possible of a code by the accountants in the State
method to eliminate lump sum bidding, and and it would also be a slow process to have
w ith particular reference to this possible a code drafted and approved by the N R A .
solution I wish to quote from two letters:
However, I do want to call attention to
“ The point raised by objectors to a na one provision in the architects’ code. The
tional code, that such a thing would be first section relative to u n fa ir competitive
undignified fo r the profession, is bunk practices reads as follows :
and drivel i n its purest form . I t makes
“ A n architect shall not knowingly com
a pretty platitude, but that is all. The
pete w ith another architect on the basis
lump sum bidding evil is as extant today
o f professional charges.”
as it ever has been, and from present
By the terms of this section the archi
indications the curse o f it w ill still be
tects
definitely prohibit competitive bid
w ith us fifty years from now. I t seems
to me as though the N R A is a provi ding.
4 . Suggestion has been made that the
dential occurrence, and i f the account
ancy profession w ill take advantage of accountants refuse to make competitive
it by the adoption o f a national code, lump sum bids w ithout requesting first
the competitive lump sum bidding evil from the governing body the scope of the
could be stamped out almost overnight. w ork to be undertaken. I f sufficient pub
In so fa r as the argument o f a code licity were put in back of this matter the
being beneath the dignity o f our pro governing bodies could be induced to have
fession is concerned, I have noted that some reputable public accountant or certi
the architects o f this State have been fied public accountant prepare fo r them a
holding meetings preparatory to their scope o f the w ork to be performed. This
participation in the d ra ftin g o f a na scope could then be presented to each bid
tional code fo r their profession to be der w ith specific request that some esti
presented to the N R A . I dare say that mate be made of the time to be taken by
the architects of this country feel, and the various items in the scope. The client
properly so, that theirs is a profession would eventually see the advantage of such
which is as dignified as that of account procedure. I t may take a year or two o f
intensive educational w ork to accomplish
ancy.”
this, but in the long run it w ill be well
Another practitioner writes as fo llo w s :
“ I am o f the opinion that a set o f rules, w orth the effort put forth.
5. The last suggestion and one which
such as those furnished by you, volun
ta rily subscribed to by the m ajority of I think is the most important is the sug
the accountants in the State, would be gestion that the accountants request the
w orth little more than the paper on State Board o f Accountancy to pass a rule
which they would be written. By this o f professional conduct in regard to com
I do not mean to say that the m ajority petitive bidding which would read some
of the accountants practicing in this what as fo llo w s :
State are not to be relied upon; but I
“ The State Board o f Accountancy rec
do believe that such a plan, to be a suc
ognizes the fact that competitive bidding
cess, would have to have the fu ll sup
has a disastrous effect upon the rendi
port o f all of the accountants in the
tion of an adequate service to the client
S tate; and in my opinion this would be
and proper remuneration to the account
an impossible task.
ant, and the Board further believes that
The only immediate plan, which would
an intelligent bid cannot be made fo r
bear fru it, would seem to center around
any accountancy engagement until a de
some legally constituted authority, where
tailed scope of the audit be worked out.
some positive restraining influence could
I t is therefore declared by the State
be brought into play in cases where the
Board o f Accountancy that the practice
rules concerning lump sum bidding are
o f making competitive bids w ithout sub
violated.”
m itting therewith a detailed scope o f the
A code m ight be the best way out, but
w ork to be performed is an unethical
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practice and is contrary to the proper
professional conduct w ithin the meaning
of the Accountancy Law and any viola
tion of this rule is just ground fo r the
suspension o f the certificate o f any
holder as provided in Section 22 of the
A ct.”
The whole subject o f competitive bid
ding as it affects the accountancy profes
sion in Florida can be summarized as fo l
lows :
1. Competitive bidding is an evil prac
tice.
2 . Competitive bidding is prevalent in
Florida today.
3. The accountants themselves recognize
the fact that competitive bidding is an
unethical and improper practice.
4 . The public is taking advantage o f the
accountants’ weakness to furthe r their
own interest.
5. A prospective client has no method
o f comparing various proposals ex
cept on the basis o f price.
6. A program o f education stressing to
the client the desirability o f asking
fo r detailed statement as to the scope
of the audit w ith every bid would ma
terially help the situation.
7. I f the State Board would make a rule
relative to bidding w ithout a state
ment as to the scope o f the audit, the
evil o f competitive bidding in this
state would be practically eliminated.
In conclusion I wish to present a reso
lution fo r adoption by the Florida In s ti
tute at this tim e :
W h e r e a s , at the semi-annual meeting
o f the Florida Institute o f Accountants
held at West Palm Beach, Florida, De
cember 8, 1933, after having had presented
fo r consideration o f the membership pres
ent the question o f competitive bidding
followed by discussion of this subject and
feeling competitive bidding to be improper
as being a method o f practice that tends
to detract from the dignity o f the profes
sion, lowers its standards and lessens effi
ciency in the rendition o f service to the
client,
Therefore, be it Resolved, That the
members present are of the opinion that
the selection o f an accountant on the basis
o f the lowest bidder is inconsistent w ith
the prim ary purpose of and use fo r a pro

223

fessional service; puts such service chiefly
on a competition of price rather than abil
ity ; tends to restrict the scope o f an audit
and make less possible a fu ll disclosure of
essential fa cts; affects adversely the inter
est o f those who w ill make use o f and
rely upon the audit re p o rt; and
Be it Further Resolved, That the Execu
tive Committee o f the Florida Institute o f
Accountants is requested to express the
official opinion that this method of secur
ing clients should be discouraged by all its
members and encourage the members to
take effective means to educate the businss
public as to its im p ro p rie ty; and
Be it Further Resolved, That a program
o f education be inaugurated fo r the pur
pose o f securing the cooperation of the
public in asking fo r statements as to the
scope o f the audit w ith each and every
bid or proposal; and
Be it Further Resolved, That the F lo r
ida Institute request the State Board o f
Accountancy to issue a rule relative to the
practice of making bids w ithout furnishing
a detailed statement as to the scope o f the
audit.
An interesting illustration of good citizen
ship occurred in Baltimore. A woman came
into one of the banks and opened a sizeable
account. She was asked as to how she hap
pened to come to that particular bank. She
replied that as she was coming along the
street she inquired of a policeman at a cor
ner “ where is that crazy . . . . bank” (nam
ing this particular one).
The policeman
proceeded to lecture her, explaining that in
times like these she ought not to make any
such remarks, and especially w ith regard to
one of the largest banks in the city. A t the
conclusion of the lecture he directed her to
the bank in question. The story concludes
w ith the statement that the bank official
immediately hunted up the cop before he
could possibly leave his beat and thanked
him for the interest which he had taken in
the general welfare of the community.
J. W . Robinson of Boise, Idaho, in w rit
ing to the Secretary recently, enclosed a
3 ½x5 ½ card on which was indicated what
he designated as the “ Accountant’s Time
Saver,” being an assistance in checking on
errors arising in transposition of figures.
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“F ra u d ”
By H . L.

K

u n ze

,

C.P.A., Milwaukee, Wis.

Adapted from a radio talk over station W T M J .
O T long ago the world was shocked
at the discovery of what proved to
be the greatest business fraud of all times.
I refer to the fall of “The Match K ing,”
Ivar Kreuger, and the loss of millions of
dollars invested in his companies. Mis
representation, fictitious entries, forgery
and other devices were used to perpetuate
this gigantic fraud; yet these could have
been detected had proper audits and other
safeguards been provided. And that is
the reason for discussing such a dark and
gloomy subject as fraud. I f the public
could be informed about the methods used
by dishonest persons, many of these meth
ods would not succeed. The American
Bankers Association has estimated that
fraud results annually in financial losses
exceeding three billion dollars. This is
certainly a sum worth saving.
I t should be o f interest and value to
examine a number o f actual cases of fraud
and to see in what manner they were
brought to light. The possible ways of
defrauding others seem almost without
lim it. O nly a few illustrations can be
given here, and the first is the story of
how Cassie Chadwick some years ago
brought about the sensational failure of a
small bank in Ohio. As told by T. P. Kane
in his “ Romance and Tragedy o f Banking”
the first step taken by this female Napo
leon o f finance was to borrow $ 13,000
from the bank. This was prom ptly paid
and paved the way fo r other transactions.
In the meantime she circulated the rum or
that she was the illegitimate daughter o f
Andrew Carnegie, and to strengthen the
rum or called at his home in the sight of
friends. Later a loan of $80,000 was se
cured from the bank. She appeared to
satisfy the president o f the bank that she
was the owner in equity o f five m illion
dollars o f U . S. Steel gold bonds and
other securities. The loan finally reached
the sum o f $220,000 which was several
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times the capital of the bank. As security
the bank held what it thought was a $ 500,000 note of Andrew Carnegie which she
claimed was given to her to right the
wrong occasioned by her birth. A ll docu
ments in the several transactions bore
every evidence of being genuine but all
proved to be forged and the bank was
ruined. She was sentenced to the peniten
tia ry where she died serving sentence.
Truelsch v. M ille r, 186 W is 239, 202
N W 352, 38 A L R 914, is an interesting
case involving embezzlement of funds. P
was employed by M ille r first as a clerk and
then as a bookkeeper fo r a period of ten
years. He was intrusted w ith the collec
tion, custody, handling, and depositing in
the bank o f moneys belonging to the busi
ness as well as keeping the accounts.
About noon one day M ille r’s son thought
that the books did not balance and sug
gested that P return in the afternoon and
they would check them over together. A
few minutes later P took $40 from the
cash drawer, leaving a memorandum to
that effect, went to the office of the N o rth 
western M utual Insurance Company and
paid the second premium on an insurance
policy, and then w ithin an hour threw him 
self in fro n t of a fast-moving train and
was instantly killed. On his person was
found a letter addressed to his w ife and
w ithin that letter another addressed to the
son of M ille r w ith whom he was to have
checked over his accounts. Parts of the
letter to his w ife read as fo llo w s : “ I
stole $4,400 from M ille r and can’t pay the
bill. * * * M y life insurance w ill pay. I t ’s
all paid up and all over one year old—
therefore noncontestable. They must pay
in fu ll. Give the inclosed letter to W alt
(M ille r’s son) and ask him to say to the
papers that I was a good bookkeeper and
my accounts were all in first class shape.
* * * I stole the money from time to time
intending to replace it and couldn’t. * * *
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I can’t face the M illers, and this way the
insurance companies w ill have to make it
good.”
A C.P.A. went over the books and found
that the books showed shortages amounting
in all to $ 4,000, and that the cash in the
bank was short $400. The shortages were
fo r various amounts from $1000 to $50
and were covered up in the first instances
by increasing the miscellaneous bills re
ceivable and later by decreasing the mis
cellaneous bills payable, and during the
period just preceding his death P covered
the shortage by so m anipulating the adding
machine that certain figures in a column
of figures would not be included in the
sum total registered at the bottom of the
column.
The shortages were created
through operations on the cash drawer be
fore the moneys got into the bank. I t
was the habit o f the deceased to increase
the amount stated to be in the bank by the
amount o f the shortage in the cash drawer.
I have set out the above in some detail
as it illustrates several points. As in the
case o f P it is often the trusted employee
who has been w ith the firm fo r a long
time who is short in his accounts. Such
fraud is easily accomplished and even en
couraged where the same person is the
clerk, bookkeeper, cashier, and about
everything else in the business w ith no
“ internal check” of any kind. The exer
cise o f the simplest precautions, such as
the reconciliation of the bank statements,
would have uncovered some o f the dis
crepancies. P did not intend to keep the
money. W hat he took from time to time
he expected to replace. This is the sim
ple beginning o f many serious defalca
tions. The case fu rth e r shows how those
in trouble frequently look to insurance
companies to make good their losses.
Check kitin g has always been a favorite
method of obtaining funds. One form o f
check kitin g arises where a depositor has
two or more bank accounts and he writes
a check on one bank, deposits it in a sec
ond bank, withdraws the deposit and leaves
the country before the original check has
been returned on account o f insufficient
funds. Banks can prevent this practice
by not giving deposit credit u ntil the items
which they have received and forwarded
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have been collected. There are kite ex
perts in the Federal Reserve Banks who
look fo r suspicious items of this sort.
Elaborate systems have been developed,
however, making detection quite difficult.
Such was the case in a large western city
where eight bank accounts, two sets of
books and three separate corporations were
used. The man who engineered the scheme
was able to leave the country w ith $200,000
in cash.
D uring the course o f a certain audit,
the accountant placed a valuation of
$ 75,000 on the customers’ accounts which
totaled about $ 100,000. The president of
the company protested vigorously, claiming
that practically all o f their customers were
good and that the fu ll $100,000 was col
lectible. The accountant then gave as his
reason that in the past there had been so
many offsetting items that experience
showed that the company would not ac
tually get more than three-fourths o f the
book values. The president had to be
shown, and when he saw all o f the entries
fo r rebates, discounts, allowances, etc., he
called in the cashier fo r an explanation.
The cashier admitted the entries were fic
titious, that most o f the customers were
paying in fu ll and that he appropriated the
amounts which he entered as rebates,
allowances, etc.
The Columbus Better Business Bureau
o f Columbus, Ohio, described in a publi
cation issued by it a comparatively new
type o f fraud called a “ fro n t money”
scheme. The plan consists, essentially, in
the collection o f fees in advance from a
business man on the promise of making
a sale o f his business or o f arranging fo r
a loan on favorable terms. W hile the
contract appears all right it calls fo r very
little performance on the part of the pro
moters and they do as little as possible but
keep the advance fee. These fees, it is
estimated, taken over a five-year period
and generally from the smaller communi
ties amounted to nearly $600,000. Just
recently it was discovered that real estate
owners in M ilwaukee w ith mortgages on
their properties were being offered more
liberal loans. I t was necessary, however,
fo r them to advance a fee which was to
cover the appraisal, investigation and other
preliminaries. The prospective borrower
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later learned that the loan had been turned
down. The would-be lender knew in the
beginning that the loan would be refused,
and his only purpose was to collect the
small advance payment.
Some time ago I received a tria l sub
scription to a financial magazine together
w ith an analysis o f certain issues of stock
which I had named. The subscription was
to be fo r six weeks but it ran over that
period many months. I t was not long be
fore I was confidentially urged by special
delivery letters, telegrams, and even long
distance telephone calls, to buy a certain
stock. M y resourceful counsellor, fu rth e r
more, was prepared to tell me where I
could get the necessary fu n d s ; that is, by
switching from the stocks which had
earlier been analyzed. Some time later
Wisconsin citizens were warned by the
Public Service Commission to beware of
a man using the name which was the same
as that appearing on the material which I
had received.
Arson is another type o f fraud account
ing fo r an annual loss, it is estimated, of
seventy millions. N or is the property loss
the only loss. Business is interrupted,
large numbers o f workers are throw n out
of employment, and many lives are lost.
A large number of the buildings which
are burned are never rebuilt. Fires o rigi
nating in this manner are usually destruc
tive because they are set at a time and w ith
the intention o f making the loss a heavy
one. Data of the Standard Statistics Com
pany shows a correlation between fire
losses and commercial failures of almost
mathematical exactitude. W hen business
falls off, more fires break out. Certain
individuals attempt to ward o ff failure by
raising money by means o f the insurance
company.
A number o f different types o f fraud
have been reviewed, which together make
up an enormous national waste. M uch of
it is made possible because o f the ind iffer
ence and lack o f concern on the part of
the people in general. I f this tremendous
loss could be reduced it would go a long
way toward paying our total federal tax
burden, toward providing fo r additional
educational facilities, or would account fo r
no small degree o f prosperity i f put to
productive uses.
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Securities Act
( Continued from page 210)
moved to a federal court, should be changed
so that suits under the A ct could be
brought only in the federal courts. Other
wise, there w ill be varied interpretations
of the A ct which combined w ith the heavy
liabilities imposed w ill deter legitimate is
sues. In the event o f a m ultiplicity of
suits, all turning upon the same state of
facts, there should be provision fo r this
consolidation in the court best situated to
develop the facts.
Nuisance Su its — The great danger of
“ strike” suits should be prevented. Suits
o f little merit in which plaintiffs hope to
establish a nuisance value are likely to be
brought in large numbers if responsible
parties attempt important new issues. In
addition to the modifications of the civil
liabilities which have been referred to, it
would appear that a provision that losing
plaintiffs may be required, in the discre
tion of the court, to pay all or part o f the
costs of the defendants, would assist in
the avoidance of abuses.
B ritish Com panies A c t — The liabilities
fa r exceed those imposed in other coun
tries. The current assertion that the Com
panies A ct of England is more severe is
erroneous. In England civil lia b ility is
imposed only fo r untrue statements and,
by construction, for partial statements and
some omissions. Directors there are not
liable if they have reasonable ground to
believe that the statements in a prospectus
are true. The standard o f reasonableness
there is not that of fiduciary, and reliance
on the prospectus must be proved by the
purchaser. Damages there are lim ited to
the injuries caused by the untrue state
ments and actions may be fo r damages
only, not fo r rescission, although under
the common law rescission may be en
forced, but against the seller only and sub
ject to the defenses that are permitted un
der the common law. Experts there are
not liable, although underwriters are liable
in the same way as directors i f their names
are signed to the prospectus. The in fo r
mation required there in connection with
the prospectus is much simpler than that
provided fo r by our statute and registration
statement. There is no separate registra
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tion statement; a prospectus only is filed.
The B ritish A ct contains provisions which
by comparison are much simpler and u til
ize business terms in their ordinary mean
ing. Interpretation is le ft to the courts;
there are no regulations by a governmental
agency w ith broad powers of investigation.
I t is unnecessary to exert the extreme
penalties provided in the Federal Securities
A ct in order to compel proper disclosures
to investors by issuers, officers, directors,
underwriters, experts and others. The
lim itation of damages to those actually
caused by the misstatements would be suf
ficient to secure proper performance, in
view of the crim inal penalties in the A ct
and the possibility of providing fines for
minor infractions o f regulations.
T H E G O D ’S T R U T H
P rofessor: “ Where is the capital of the
United States?”
’ 36 : “ A ll over the w orld.”

—Indiana Board Walk.
D E B T S 1912-1932
Much has been recently w ritten w ith re
gard to the increase in governmental debts,
both local, State and national. Consider
able agitation appears in every legislative
body looking toward reducing the number
o f governmental units empowered by law
to spend money, all o f which must be de
rived through some form o f taxation.
The public debt o f the entire country
has risen from $ 5,572,000,000 in 1912 to
$ 39, 172,000,000 in 1932. O f this indebt
edness $ 19,487,000,000, or practically 50%,
represents indebtedness o f the Federal
Government; $2,895,000,000 that o f the
State governments; $ 10,088,000,000 that
of cities and villages; $2,423,000,000 coun
ties ; $2, 172,000,000 school districts; and
$ 1,751,000,000 fo r miscellaneous agencies
w ithin states.

Reserves
The Chicago Journal of Commerce last
summer carried an interesting article on
“ Accounting fo r Inventory Profits,” by
Elgin E. N arrin, in which he brought out
the desirability o f providing reserves to
offset losses against gains from major
price fluctuations. A fte r discussing the

227

general proposition that it is not only nec
essary that a forward step be taken by
the accountants themselves in their theories
but that the new viewpoint must be sold
to the clients. The theory o f valuing in 
ventories at cost or market, whichever is
lower, has been accepted by the profession
fo r many years. Its purpose is to avoid as
fa r as possible the analysis of profits be
fore actually earned as the result of sale.
However, the w rite r showed that “ the rule
tends to create an irregularity of profits
which is not assignable to the ordinary
conduct of the business by the manage
ment but is merely incidental and is
caused by the rise or fall of prices in re
sponse to weather changes, politics and all
sorts of other extraneous factors.”
Again the w rite r says: “ The working
of a system of standard costs is fraught
w ith many difficulties. The aim o f such a
system is to establish a mean or basic cost
fo r products to be used as a guide in pro
duction and profit control. I f accurately
computed production at less than the
standard cost can be made the subject of
reserves against which later output above
cost can be offset, tending to the creation
o f an approximate stability.”
“ I t would seem to be permissible to des
ignate that portion of the profits reason
ably assignable as inventory profits and
even to set it aside in an appropriated sur
plus as not available fo r dividends to be
used at a later date as a reserve against
which inventory losses could be charged.”

Independent or Controlled Bar
The State Bar Journal, official organ of
the State Bar o f California, presents in
the February issue an article by John G.
Jackson, Chairman of the American Bar
Association Committee on the Unauthor
ized Practice of the Law. More attention
is given therein to the increased practice
by corporations and associations than to
any other one feature.
In connection therewith reference is made
to the practical impossibility of form ulat
ing definitions as to what constitutes the
practice of law. The conclusion reached
is that “ in the last analysis whether or not
a particular case of conduct does or does
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not constitute a practice of the law should
be le ft to the courts."
A second conclusion is that “ lawyers
must choose in this country to have either
(1 ) an independent bar or (2 ) a bar con
trolled by corporations and lay agencies.
In other words, the bar is to continue as a
profession or it is to become a business or
a part of business in its many form s.”
A fte r a presentation o f the lawyer as an
independent practitioner or as a salaried
employe of business, he says: “ Essentially
the difference between a profession and a
business is that a member of a profession
is required to place and serve the interests
o f another above every personal or selfish
interest. No such duty rests upon one en
gaged in business. A dm ittedly and prop
erly, his motive is to make as much money
as is honestly possible and advisable in
each transaction he undertakes.”
Later the statement is made: “ Lawyers
in the conduct of their profession are con
cerned w ith every form of human activity.
Accordingly as a professional body they
must be independent o f and not subject to
the control of separate and often compet
ing interests i f professional idealism is to
survive. They are members o f a liberal
profession and liberal means free. I t is
the opposite of dependence.”
The article closes w ith a statement: “ I f
the bar continues to let its standards, its
traditions and its ideals be degraded it has
only itself to blame fo r no other agency
can be expected to come to the aid of a
profession indifferent to the public interest
and its welfare.”
Substitute accountancy fo r law and the
truths are equally applicable.

Crazy Bookkeeping
Lester Bernstein, w ritin g in the column
“ B y the W ay” of Money and Commerce,
referred to “ Crazy Railroad Bookkeeping”
as follow s:
M r. L . F. Loree, sometime last fall, in
his inimitable way o f tersely phrasing
thoughts, ascribed the plight o f the ra il
roads to what he was pleased to term crazy
bookkeeping. This column several times
during the past two years has directed at
tention to the changed conditions o f the
present w ith the days when interstate com
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merce regulation was provided.
The recent emanations from the Capitol
that the carriers should establish sinking
funds fo r the retirement of their bonded
indebtedness is a suggestion in the right
direction. That the rails get into difficulties
with every depression can only reflect an
overhead unadjustable to poor traffic times.
Industrials make efforts to get rid of their
fixed capital charges during periods of a f
fluence, so there should be no reason why
railroads should not do likewise. This is
not a criticism of any shortcoming of ra il
road management; times have changed and
the idea o f ever increasing railroad traffic
has to be modified.
A railroad among the earliest to try out
unit, diesel-electric operation on branch
lines found out that the first car could not
give the results anticipated. The car was
retired to a storage track in a yard where
is has been standing fo r some time. The
railroad received a ju n k offer fo r the car
from an enterprising junkster who spied
it while condoring fo r trade. The account
ing department turned down the offer be
cause the depreciation already set up
against the car had not yet sufficiently ac
cumulated to bring the book value o f the
unit down to the offered price. The car
w ill have to stand around fo r some years
before it can be sold in order to meet ac
counting requirements.

Retrospective Appraisal
(Clipped from the American Appraisal
Company Bulletin fo r January, 1934.)
1795— “ There is scarcely anything
around but ruin and despair.” — W illiam
Pitt.
1837— “ I dare not m arry, the future is
so dark and unsettled.” — Samuel W ilber
force.
1848—’“ Nothing can save the B ritish
Empire from shipwreck.” — Lord Shaftes
bury.
1849— “ In Industry, Commerce and
Agriculture there is no hope.” — Disraeli.
1851— “ I thank God that I shall be
spared from seeing the consummation o f
ruin that is gathering around us.” — Duke
o f W ellington.
1873- 78— Railroads generally defaulted
interest on their funded debt. F ifty thou
sand commercial houses failed in the
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United States.
1893—One hundred and sixty-nine ra il
roads failed in the United States.
1929- 33— “ A slight business hesitancy.”
— Anonymous.
P R E S ID E N T ’S M ESSAGE
(From the December, 1933, Bulletin of the
Minnesota Society of C .P.A ’s)
Words, Thoughts and Ideas to Cult
During 1934
Accomplish
Industry
Accord
Integrity
Achieve
Justice
Action
Keen
Adaptability
Kind
Admire
Laugh
Advance
Learn
Agreeable
Liberty
Amiable
Live
Appearance
Loyalty
Appreciation
Mercy
Beauty
Moderate
Benevolence
Moral
Neighborly
Best
Better
Order
Brave
Optimism
Build
Patience
Calm
Praise
Charity
Preparedness
Charm
Principle
Clean
Quality
Consideration
Reason
Constructive
Responsibility
Cooperation
Right
Courage
Sacrifice
Courtesy
Sincerity
Culture
Steadfast
Determination
Strength
Development
Success
Duty
Sure
Enthusiasm
Sympathy
Ethics
Thankful
Fair
Thorough
Faith
Thoughtful
Fellowship
Tolerant
Friendship
Truth
Generosity
Value
Good
Virtue
Happy
Vision
Help
W ill power
Honor
Wisdom
Hope
Zeal
Humor
Zenith
Ideals
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Words, Thoughts and Ideas to Forget
Acrimonious
Haste
Alarmist
Hate
A loof
H ostility
Betray
Impatience
Bicker
Indifference
Bigot
Lethargy
Bitter
Malevolence
Blame
Malice
Mercenary
Bluff
Boast
M ud
Bunk
Narrow
Bygones
Overbearing
Parasite
Callous
Perverse
Careless
Pessimism
Contempt
Contrary
Phlegmatic
Cynicism
Prattle
Defamation
Procrastination
Quibble
Defeat
Rancour
Dejection
Deprecatory
Scoff
Scorn
Depression
Shirk
Destruction
Slander
Discord
Superficial
Duplicity
Ego
Thoughtlessness
T reason
Enmity
Vacillation
Four flush
Vindictive
Gossip
Vituperative
Grudge
Wrangle
Haggle

An Economic Picture
( Continued from page 215)
extras which might be luxuries or semi-luxu
ries but on which to a certain extent, pros
perity also depends.
The w rite r’s conclusion is that to regain
prosperity we need the following:
1. Nationwide coordination of Business.
( The N R A is effecting that.)
2. Raising of Commodity Prices to 1926
level. ( Being brought about by Roose
velt Monetary Policy and reemployment.
( The N R A is effecting
that as is the Public Works program.)
4. Fairer Profit Distribution. ( The N R A
with minimum salary provisions and the
R F C with its refusal to make loans where
the salary structure is top heavy are help
ing.)
3. Reemployment.

I t is the w rite r’s opinion that if number
1 could be made permanent the others would
be automatically taken care of or solved.
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A N O P E N IN G O F O P P O R T U N IT Y

— W ill Accountancy as a Whole Grasp It?
(From North Pacific Banker.)
In the field of accountancy in banking,
pressure is being brought to bear more and
more upon the accountant for a realization
of the fact that upon his certificate his real
responsibility is to the bank which is going
to loan money upon it, and not to the party
who hires him. Indeed, an authority in ac
countancy has just said that the outlook for
the profession at the present time is exceed
ingly bright except as accountancy experts
“ forget their professional responsibility to
the party who extends credit based upon
their reports as distinguished from responsi
bility to the party by whom employed.”
W e referred in our last issue to a signal
instance of this advance in accountancy pros
pect in the decision of the New York Stock
Exchange “ that hereafter all applications for
a listing upon the exchange must be accom
panied by a certificate and statement of audit
by an independent public accountant.” Since
then a changed attitude along this line is
found in the notice of the annual meeting of
the Steel Corporation to the effect that one
of the purposes of the meeting is “ to elect
independent auditors to audit the books and
accounts of the corporation at the close of
the current fiscal year.”
N or is this demand for the work of the in
dependent audit coming only from one di
rection, but large corporations requiring
banking facilities throughout the country are
themselves asking the outside banks with
whom they do business chiefly as depositor
ies, to furnish copies of their own condition
in the reports of independent auditors.
Here is a clear opportunity for account
ancy. W ill it be grasped, so that the pro
fession as a whole w ill be advanced? O r
w ill the higher emoluments coming from a
visioned viewpoint of superior service be ob
tained only by appreciative and progressive
individuals and firms?
And furthermore, stockholders generally,
for their own protection, are demanding the
independent audit. The weakness of the In 
sull audits was that the chairman of the board
hired the accountants. The facts now brought
out are that these auditors stood up and
fought Insull for the inclusion in their re
ports of certain facts which he wished omit
ted, but only the barest mention of these
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facts was permitted. The Insull crash and
its relation to the future of accountancy is
well stated by a writer in the Chicago Daily
News, Royal F. Munger, as follows:
I f anyone thinks that American business
can be cured of its tendency to suppress
unpalatable information by trying to de
velop auditors into a race of supermen, they
have another guess coming. I t is not hu
manly possible. The auditor w ill see that
every figure is honestly checked and is re
flected somewhere in the report, but he can
not be expected to put headlines on the
fact that the man who employs him has
blundered.
W hat the management wants to conceal,
it handles through a subsidiary company—
and then does not direct an audit of the
books of the subsidiary. Even some of the
recent Insull reports, comprehensive as they
are, do not trace all transactions in their
ultimate ramifications down through sub
sidiary and affiliated groups. W e think we
know why.
I t may be desirable, as a general practice,
to have stockholders form a committee di
rectly at the annual meeting for the pur
pose of employing the auditor. Whatever
be the solution, the problem is evident.
There is only one way to make an audit,
and that is to have the auditor retained and
directed by the people whose money is con
cerned. The sooner American business
learns that, the better for the future peace
of the management.

Statistical Association
The annual dinner of the American Sta
tistical Association, held at Philadelphia,
Friday evening, December 29, was intended
to present leading speakers representing both
liberals and conservatives in the economic
field. Leonard P. Ayers, of the Cleveland
T rust Company, David Friday, of Washing
ton, and Mordecai Ezekiel, Economist, were
present to discuss the topic of the evening
“ Evaluating 1933.” George F. Warren, of
Cornell, one of the chief advisers to Presi
dent Roosevelt, was unable to appear but
that side of the argument was ably presented
by M r. Ezekiel.
Colonel Ayers, referring to the fact that
there did not appear to be any united oppo
sition to the various policies which had been
proposed by the President, the sum total
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of which could be properly designated as
the President’s Program, maintained that
the program was so broad that no one
was opposed to all of it. One group
favored one idea, although opposing an
other, w ith a result that the opposi
tion was always divided. Each group was
accepting at 100% face value any of the
suggested points which would help it and
was fearful that to oppose any point w ith
which they did not agree would result in
the loss of the anticipated gain which they
might possibly secure.
In introducing David Friday, the Chair
man, Frederick C. M ills, referred to the
action of General Smuts who, when called
upon to present a financial policy to his
Congress, called in his chief statistical ad
viser and told him that he must have com
plete statistical information by the afternoon
of the next day. The adviser told the Gen
eral that it would take five years to gather
the information which he desired and was
then dismissed from any responsibility for
preparing it as it was impossible to wait
that long. Next day the adviser was rather
surprised to note that the President had
presented a complete set of tables covering
the facts for which information had been re
quested and when he spoke to the President
about it and raised the question as to how it
was obtained, was met by the remark that
if it would have taken five years to have
gathered the material, it would certainly
take five years for any one to discredit the
figures which had been given and he was
certain that before that time things would
have changed.
D r. Friday expressed the belief that the
collapse in 1930 was largely due to a ques
tion of confidence in governmental backing
of credit and that any policy that would
strengthen confidence would assist the de
pression condition in which we find ourselves.
Professor Ezekiel indicated that an eco
nomic experiment was being tried out on the
greatest scale in history. T ha t all the eco
nomic laws had been stopped as the result
of political conditions and that it became
absolutely necessary to attempt to supple
ment what are usually spoken of as eco
nomic laws by Government regulations. No
claim was made to infa llib ility but no possi
ble theory was being overlooked in the at
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tempts being made to bring order out of
chaos.
In answer to the objection which D r.
Friday had raised to the A A A ’s crop reduc
tion program, he suggested that it might be
necessary for the Federal Government to
extend credit to private enterprise and the
Government can do it. As illustrating the
goal toward which the Administration was
driving, he said “ W hat we are doing in ad
dition to meeting the emergencies of the
present is building a new kind of eco
nomic structure fo r the future, w ith more
governmental responsibility involved.”

Government Costs
The January meeting of the Washington,
D. C., Chapter of the National Association
of Cost Accountants presented as its leading
speaker J. D. Denit of the General Account
ing Office, who spoke on “ Accounting and
Budgeting for the Federal Government,”
which was the best presentation of this sub
ject which has come to our attention. Ches
ter Leasure of the Chamber of Commerce
of the United States was announced to speak
on the subject “ W hat Can W e Expect from
the Present Congress?” The announcement
indicated that the U. S. Government was
the biggest business on earth, that the pro
posed budget for the fiscal year ended June
30, 1935, indicated an income of $3,259,938,756 and that the proposed expenditures
were $11,057,187,467.
M r. Leasure pre
sented as he said, a three-ring circus. A fter
relating experiences which he has had dur
ing many years of observation and contacts
w ith Congressmen, he presented Samuel B.
Pettingill, Representative from Indiana, and
Joseph B. Shannon, Representative from
Missouri. Both of these gentlemen had been
members of a special committee that had
been appointed by a previous Congress to
study the general question of Government
Competition in Business. T hat special com
mittee had as the result of its deliberations
prepared a b ill which is now before the
Committee on Expenditures in the Executive
Departments, H . R. No. 6038, the purpose
of which is to provide for the establishment
and maintenance of a standard system of
cost accounting and cost reports for the Ex
ecutive Departments of the United States.
The particular method through which it
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is hoped to lessen the evils of government
competition is found in the sentence: “ W hen
ever and wherever any item or items of cost
customarily incurred by private industry
(such as insurance, compensation to employ
ees for accidents and diseases arising out of
industrial employment, taxes, licenses, per
formance bonds and penalties), are not in
cluded in cost as herein required to be de
termined and reported because no expendi
ture therefor was made, such item or items
shall be fu lly and clearly disclosed in each
such report of cost.”

to indicate what portion thereof has
been applied to purchase of treasury
stock, in states where a company’s own
stock may only be purchased out of
earned surplus.
P r o f i t a n d Loss I t e m s :
1. Depreciation not shown separately.
2. Financial income and financial expense
items not shown separately.

T H E C H IC A G O S T O C K E X C H A N G E
Recently firms of accountants who regu
larly examine accounts of companies having
securities listed, received a letter in which
the Chicago Stock Exchange stated that “ re
ports fa ll short of the desirable clarity and
informative quality because of the omission
of one or more of the following items” :

The President’s Advisory Committee of
the State Bar of California prepared a re
port for presentation to their last meeting
in which there were several references which
accountants might read w ith profit. A Sur
vey of Legal Education and Admission to
the Bar had previously been made and re
ferred to the President’s Advisory Commit
tee w ith suggestions as to action which
should be taken.
In general, the survey had disclosed con
ditions w ith reference to legal education
which were regarded as serious without any
special criticism of the results of the Com
mittee of Bar Examiners.
One sentence to which attention is called
was: “ The bar is shirking its responsibilities
towards the boy who is seeking a legal edu
cation when it permits him to enter a lowgrade law school w ith the thought that it
w ill adequately prepare him for the prac
tice.” I t is suggested that as one method
of helping to outlaw low-grade schools a
rule should be adopted which would require
applicants to take an examination given by
the Committee of Bar Examiners at the
end of the first year of their law study and
to pass that examination before they are
given any credit for the work of the second
year. This would disclose unfitness for the
practice of law without waiting for the lapse
of four years of study and the payment, on
the part of unfit candidates, of tuition and
other fees throughout that entire period. I t
is noted that this would require all prospec
tive applicants to register w ith the State
Bar before beginning the study of law.
The report of the Committee on Cooper
ation between the Bar and Law Schools
concluded:
“ The problem of admission to practice

B a l a n c e Sh e e t I

tem s

:

1. Goodwill not segregated from other as
sets.
2. Patents not segregated from other as
sets.
3. Basis of valuation of fixed assets not
stated.
4. Basis of valuation of inventory not
stated.
5. Inventory based on cost where latter is
higher than market.
6. Advances to directors, officers and em
ployees not shown separately.
7. Marketable securities carried at cost
without any indication, either as a foot
note or otherwise, as to their market
value.
8. Depreciation reserve not shown on bal
ance sheet. (T his item is particularly
important where the certificate is quali
fied in respect to the adequacy of the
depreciation.)
9. Outstanding shares of stock not shown.
10. M a tu rity dates of funded and other
long term indebtedness not shown.
11. Contingent liabilities not shown as a
footnote to balance sheet or otherwise
indicated thereon.
12. Capital and earned surplus not segre
gated.
13. Cost of treasury stock not shown as a
deduction from earned surplus, or
earned surplus not otherwise earmarked

C o n s o l id a t e d

St a t e m e n t s :

1. Certain subsidiaries not consolidated.

Admission to the Bar
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law may be viewed from three standpoints:
First: From the standpoint of the student;
Secondly: The standpoint of the profes
sion ;
T h ird ly : T hat of the public.
From the standpoint of the student, it is
unfair to lead him to believe that he can
acquire proper legal training in schools in
terested primarily in the revenue received
from him, and not particularly interested
in educating him to become a competent
lawyer.
From the standpoint of the profession it
is unfair to admit students improperly
trained, because they are of the type that
bring discredit upon the profession as a whole
and create disciplinary problems; and be
cause they merely add to an already over
crowded condition of the bar.
From the viewpoint of the public there
should be slight question of the effect of
such conditions, for, as stated in the Satur
day Evening Post editorial referred to above:
“ One of the serious economic wastes in this
country comes from ill-trained lawyers and
those lacking professional spirit, who crowd
the lower ranks of the bar and consume the
time and energy of the courts.”

Musings Of A C.P.A. Candidate
The zero hour is again approaching. Sev
eral of us have received cards bearing infor
mation that there w ill be a C. P. A. ex
amination Nov. 16, 17 and 18, and daring
us to be present. I am one of those fools
who can’t resist a dare. Now that I know
for certain that there w ill be an exam. ( I
was hoping against it) it ’s high time I went
through the motions of preparing for one.
N ot that I hope to derive any benefits from
so doing— previous attempts have proven the
fu tility of it. But this preparation has its
advantages. I t helps to pass away the time
and it provides an excellent excuse for dodg
ing all sorts of obligations. I f a g irl wants
to know why you haven’t been around you
tell her you are studying. I f the boss wants
you to work a little later, you tell him you’re
studying. I f our worthy editor asks you to
submit an article— you’re studying. In this
manner you acquaint all your friends and
associates of your temerity or insanity in
sitting for a C. P. A. examination, and in a
certain sense derive a m artyr’s satisfaction
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from their pitying condolence.
You actually select a number of tough
problems for practice, but put off solving
them for fear you’ll forget the theory or
procedure involved if you do them too soon.
Every difficult or lengthy problem you come
across you earmark to be solved about two
weeks before the exam.
I f you “ study” w ith other candidates you
become impressed w ith the value of the study
sessions as a means toward good fellowship.
I attribute the improvement in my golf game
to the discussions of this pastime at these
get-togethers, and the new wrinkles in my
face to the hearty laughter at some of the
stories told. W hat better way is there of
enriching one’s accounting knowledge than
by listening to the peculiar personal experi
ences encountered by your colleagues in their
daily practice? Here is congenial company,
and in the mellowness that descends as the
cigar smoke rises, comment is made on the
events of the day.
Tim e takes no heed of us and sw iftly pro
ceeds until it is two weeks until the exam.
W e are surprised at the accumulation of
problems to be solved in this period. We
thumb them over several times and then
decide not to do them because they are not
modern enough and in all probability noth
ing like them w ill be given. In this, and in
this only, we are soon proven to be absolute
ly correct.
I t is then suggested that we have been
working too hard and that we had better let
up for fear of becoming mind weary.
W ith confidence born from our painstak
ing preparation we are now ready for the
exam.

Standard Reports
The National Committee on Standard
Reports fo r Institutions o f H igher Educa
tion has prepared, in mimeographed form ,
a lim ited number of bulletin No. 8, which
is a procedure suggested as a desirable
method fo r a computation of unit costs in
colleges and universities. Institutions de
siring to conduct cost studies may secure
the bulletin together w ith a supply o f the
forms and schedules suggested fo r the
computations by addressing the Technical
Secretary of the National Committee, 5835
K im bark Avenue, Chicago.
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fo r

A u th o ritie s *

by C h a r l e s J. B r a n d , Washington, D. C.
Executive Secretary and Treasurer, The National Fertilizer Association and
Executive Director, Fertilizer Code A uthority

I

N a day in the not distant past, when a
speaker was introduced to discuss sta
tistics, some of his audience grinned,
some of it groaned— either sotto voce or
audibly— and some of it walked out. It
should be said, however, that there was
always a moderate part of any group that
stood by and listened to the address. The
part that stuck recognized that statistics
are merely facts gathered for the guidance
of industry and trade. This part has
grown into a large and influential force in
American business.
Adequate and reliable statistics are now
recognized as indispensable to intelligent
industry planning, such as codal govern
ment contemplates. They are essential to
the governance of industry, including both
employee and employer, and to assuring
a fa ir deal fo r the consumer.
Statistics collected by Code Authorities
should be gathered, arranged and distrib
uted to serve:
1. The Code A uth ority itself and the
industry it serves in a practical busi
ness way.
2 . The workers affected by the opera
tion o f the Code in order that there
may be appropriate measures to de
termine whether the social benefits
expected from a Code are being
achieved.
3. Consumers or purchasers of the com
modities produced and sold by the
coded industry, so that supply and
demand w ill be in appropriate bal
ance at a price level equitable to the
producer and the consumer.
And finally
4 . The Government in its need and de
sire fo r live, useful inform ation re
lating to the Nation’s business as
* S ta te m e n t m ad e
C od e A u th o ritie s .

b e fo re

th e

C o n fe re n c e

of

well as fo r comparative, historical
and analytical purposes.

Complexity Should Be Avoided
The statistical needs under codes w ill
vary from industry to industry. Some
industries are already, and have been fo r
years, collecting most of the statistics ne
cessary fo r industry analysis, short-range
planning, and in some cases even fo r
longer-range planning.
I t is probably not possible to lay down
a useful prescription that w ill fit every
industry. Statistics useful for planning
are, in many cases, not likely to be useful
in the conduct of compliance work. Such
statistics w ill have to fit the particular en
terprise under investigation in any given
complaint.
In most cases it w ill probably involve
cost statistics relating themselves to the
observance o f the prohibitions against sales
below cost contained in many codes.
I t is not the purpose of this brief paper
to defend or argue the desirability or need
fo r code provisions forbidding sales below
cost. In many industries, nevertheless, it
may be said that unless such provisions
are contained in codes and are observed,
or their observance enforced, many indus
tries may be but little better off under the
codes than they were before.
Statistics and reports required should
have practical value. Consistent w ith the
need fo r reasonable u n ifo rm ity so that
they can be handled promptly and in te lli
gently, statistics, as fa r as possible, should
be designed to serve practical business
uses. May I illustrate by a single case a
type o f useful business statistics?
In my own industry, up to the time
when The National Fertilizer Association
began to acquire and publish more de
tailed and reliable data concerning con
sumption of chemical plant food, it was
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customary to ascribe to the State of New
Y ork in normal years a consumption of
approximately 375,000 tons. In 1928 I
had reason to be doubtful as to even the
approximate accuracy o f this figure. W ith
the cooperation o f the producers and dis
tributors operating in the State o f New
York, actual statistics were gathered, and
it was found that consumption was only
about 200,000 tons rather than 375,000
tons.
Imagine a considerable group of com
petitors going after a business about half
as large in volume as they thought it to
be. Each one, of course, thought that he
was not getting his share of the total busi
ness. Imagine the competitive condition
that emanates from situations of this kind,
and think of the difficulty of making sales
plans to get your share of a tonnage that
is only half as large as it has been thought
to be.
So far as practicable the statistical work
of Code Authorities should also be fitted
into and carried on in consonance w ith the
w ork the Bureau of the Census and other
governmental agencies are and have been
doing fo r many years. A rticulation and
coordination in this respect might well re
duce the large number of requests for
statistics that now confront practically
every industry, arising not only from its
own trade association but from numerous
units of the Government. Statistics and
reports intended fo r trade use should, I
believe, include
1. Production
2. Stocks
3. Shipments
4 . Prices, individually determined but
open published
5. Costs o f production and distribution,
including transportation costs
6. Credit statistics
In some industries some of the fore
going may not be needed, and others may
be required instead. The point I make is
that wherever statistics are gathered, they
should be of the live, useful kind, either
immediately or ultimately. They should be
properly certified and open to appropriate
checking.
In the case o f labor statistics, they
should obviously include necessary and de
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sirable inform ation covering not only per
sons employed and period of employment,
but the number of man-hours worked in
order that adequate and useful analyses
and comparisons can be made w ithin an
industry and between industries.
Because of the ease w ith which abuses
o f the wage scale can create u n fair compe
tition, payroll reports and, when required
in compliance cases, payrolls themselves
should be appropriately certified under
oath.

Authority To Require Reports
The National Recovery Adm inistration,
I believe, should be quite ready to author
ize properly constituted Code Authorities
to exact appropriate inform ation of the
kind and fo r the purposes set forth here
in. W ithout adequate and suitable author
ity the task of gathering inform ation be
comes burdensome, if not impossible.
The general forms of reports that may
be required should of course in every case
be submitted to the appropriate division of
the Adm inistration, and every Code A u 
thority, in the preparation of the particular
forms suited to its needs, should be re
quired to adapt their form and content to
the standards prescribed by the Adm inis
tration. To the end that statistical in fo r
mation of all kinds that is obtained for
both industry planning and code compli
ance w ork may be accurate and reliable,
the Adm inistration should, as promptly as
is feasible in each case, approve uniform
accounting and costing methods adapted
to the needs of individual industries. Much
progress has already been made in this
respect, but the number of industries to
be dealt w ith is so large that greater
promptness would undoubtedly be a real
help.

Expense and Balance Sheet Information
Industry planning, if it is to be specifi
cally useful, w ill require that trade asso
ciation or Code A u th o rity staffs from time
to time collect and analyze the usual in fo r
mation carried in balance sheets. Indus
tries or units of industries that have been
operating at a loss are usually w illing to
provide such inform ation. Industries like
my own that, fo r a period of years, have
earned a net profit only in a few isolated
cases, feel the need of obtaining inform a
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tion on profit and loss in order that the
consuming public may be reliably inform ed
as to our condition.
I think this applies to many other in 
dustries that sell the agricultural market,
because o f the fact that agriculture itself
has suffered so uniform ly a disadvantage
in price relationships since the post-war
breakdown in 1921.
There is a final and more mundane use
fo r which statistics must be gathered,
namely, to enable Code Authorities to as
sess appropriate fees to cover their ex
penses. I f Codes are w orth having, Code
Authorities are w orth supporting. I f they
are w orth supporting, the expense o f such
support should be equitably assessed over
all units of industry.

What Agency Should Obtain Statistics
and Reports?
Question constantly arises as to whether
trade associations or governmental agen
cies should obtain the inform ation required
fo r the operation of industries under
codes. I t seems to me that trade associa
tions, i f they are not now competent to
do this work, should be required to do it
and do it competently as one o f the con
ditions o f authorization to administer a
code of fa ir competition. This statement
contemplates that code authorities should
be closely integrated w ith the trade asso
ciation o f each coded industry.
I f an association does not have the fa
cilities, such facilities should be built up
fo r the purpose. M y own association, The
National Fertilizer Association, has col
lected and published statistics fo r nearly
nine years on a purely voluntary basis
and, even so, they have been better than
any collected through any other source.
W e cooperate w ith the Bureau of Census
and each month supply it w ith the data
collected fo r combination w ith similar data
issued by the Bureau. Sim ilar cooperation
on certain subjects is carried on each year
w ith the Bureau of A gricultu ra l Econom
ics of the United States Department of
Agriculture.
I t seems to me that the collection of
statistics and reports and their issuance
should be regarded definitely as one of
the stated functions of self-governing in

dustries,
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Protection of Information Against Dis
closure
I t goes w ithout saying that the reports
of the units o f any industry supplied to
its Code A u th o rity fo r use in industry
planning, public education, and ordinary
public release, should be surrounded w ith
all appropriate safeguards against disclos
ure. Private inform ation of every kind
should be protected against misuse of any
kind, and particularly to prevent oppor
tunity fo r one competitor taking advan
tage o f another.
Reports and statistics obtained from in 
dividual concerns fo r use in compliance
cases should also be handled in such man
ner as to protect the Code A u th o rity from
legal action and still serve the purposes
intended by a Code of F a ir Competition
in creating and maintaining industry sta
b ility in the interests o f industry, labor
and consumer.
I f practicable, it might be wise to make
the unauthorized disclosure by Code A u 
thorities or their employees o f inform a
tion relating to individual companies a
punishable offense. Obviously, reports and
statistics obtained by the Code A u th o rity
should be handled in confidence by the
members of the code staff and should not
be disclosed except by permission or under
stress of unusual circumstances to the in
dustry members o f the Code Authority.
Their collection, analysis, and interpreta
tion should be confined to the disinter
ested staff and the Adm inistration member.
O ur Codes represent treaties between
Government, trade and industry. They
have been negotiated and approved to meet
the requirements of the public interest and
still to serve the business of the Nation.
A ll statistics and reports required and ob
tained should be devoted to practical serv
ice and use. They should also make pos
sible an accurate appraisal of the great
body of law merchant, which is what the
Codes are that have been drafted and en
acted during the past eight months.
Teacher— Johnny, something must be
done about your conduct. I w ill have to
consult your father.
Johnny— Better not, teacher. I t w ill cost
you $1 0 . H e’s a doctor.
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Q u e s tio n s

A p ril, 1 9 3 4

A u d itin g
Question 1 :
D uring the course o f your audit o f the B Company, you find that the salary
o f one o f the vice-presidents was increased in the amount of $ 15,000 during
the year but that no record o f such increase has been authorized by the Board
o f Directors. The president inform s you that a m a jo rity of the Board know of
the increase, and that these members have approved it. W ould you regard this
explanation as satisfactory; i f not, what fu rth e r steps would you take?
Question 2 :
H ow would you v e rify annual bonuses (based on the net earnings o f va ri
ous departments) paid to executives?
Question 3 :
In what manner may a provision fo r obsolescence o f special machinery be
verified ?
Question 4 :
W hat general questions should be raised by an auditor in his first exami
nation of the accounts of a company w ith respect to the adequacy of the system
o f internal check surrounding payrolls?
Question 5 :
W hat attitude should the auditor adopt toward postdated invoices in
cluded in accounts receivable?
Question 6:
In your count o f cash on hand belonging to a large brokerage house at
June 30, 1933, you find that the total you have arrived at is $6,273.82 as com
pared w ith $8,275.82 on the cashier’s tally, the latter agreeing w ith the books.
W ould you report the difference immediately to a responsible official? W hat
steps would you take to ascertain the cause o f the difference?
Question 7 :
Postdated checks from customers totaling $ 12,500.00 appear as part of
the cash on hand of a company you are auditing. These checks were ultimately
deposited and collected in fu ll. W ould you object to their inclusion as cash?
T h e S e r v ic e o f E x a m in a tio n q u e stio n s c o n d u c te d b y T h e A m e ric a n S o c ie ty fu rn ish e s
p r a c tic a lly tw ic e a s m a n y q u estio n s in T h e o r y , A u d itin g , C o m m e rc ia l L a w an d E c o n o m ic s
an d P u b lic F in a n c e a s co u ld be u sed b y a n y S ta te B o a r d f o r a f o u r -h o u r e x a m in a tio n p erio d ,
an d tw ic e a s m a n y p ro b lem s in P r a c t i c a l A c c o u n tin g a s w o u ld be re q u ire d f o r tw o e x a m in a 
tio n p e rio d s o f f o u r to five h o u rs e a ch . A B o a r d u sin g th e s e rv ic e m ak es its ow n selectio n s
and ad d s a n y sp ecial q u estion s o r p rob lem s w h ich it d esires.
T h e qu estion s in A u d itin g ,
E c o n o m ic s a n d P u b lic F in a n c e fo llo w .
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Question 8:
The president o f the L Company hands you
the debit balance of $ 52,000.00 appearing in
books of the L Company is correct. W ould you
factory evidence as to the existence and propriety

a certificate to the effect that
his personal account on the
accept this certificate as satis
of the account?

Question 9 :
In the course o f an audit of a m anufacturing company, you discover that
the stockholders had authorized the sale of $ 500,000.00 of preferred stock to
an investment banking house at par, to be paid fo r as the sales were made to the
public. A t December 31, 1932, in answer to a letter of verification sent by you,
you learn that $ 125,000.00 of stock had been sold, but none o f the proceeds
had been turned over to the company. The president o f the company advises
you that inasmuch as no money was received, no record has been made on the
books, and only a note should appear on the balance sheet relative to the deal.
State how you would reflect this transaction on the balance sheet, if at all.
Question 10 :
The officers of a certain holding company have followed the practice of
pegging the company’s stock by means of maintaining brokerage accounts in the
names of various officers and operating these accounts as fu lly as necessary in
order to accomplish their objective. Due to market declines in 1932 which
could not be overcome, the debit balances w ith brokers became worthless and
were charged off to paid-in surplus as part o f a larger item termed “ Losses
from write-downs o f investments.” W hat steps would you follow in auditing
these losses and how would you disclose them in your financial statements?
Question 11 :
Warehouse receipts are presented to you as evidence of item o f “ Goods in
warehouse in other cities.” W ould you consider them as sufficient evidence to
v e rify the account?
Question 12 :
H ow would you ve rify retirements of capital assets of a m anufacturing
enterprise during a twelve-months’ period recently ended?
Question 13 :
W hat other elements would you expect to find provided fo r in the normal
annual depreciation charges on the machinery and equipment of a manufacturer
of artificial silk in addition to wear and tear?
Question 14 :
The Bleifuss Company evades the Federal tax on checks by issuing drafts
to its creditors. These drafts are issued to the order of the creditor, are orders
on the company’s treasurer and are payable only through a designated bank.
However, by agreement w ith the company, the bank is under no obligation to
pay such drafts until all the drafts presented fo r the day have been covered
by the company’s check. In the balance sheet of the company at October 31,
1933, how would you reflect drafts issued and outstanding?
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Question 15 :
In verifying prepaid fire insurance premiums fo r a public u tility company,
you find that the only evidence on hand as to the existence of these policies is
a receipt from the F irst National Bank. Explain what a presence of these
policies at the bank may signify.
Question 16 :
W hat is the meaning of a tax-free covenant in a bond indenture ?
Question 17 :
The Greenacres M anufacturing Company, in its annual report to stock
holders, indicates that it has provided a reserve fo r contingencies covering en
dorsements, warranties, penalties fo r delay, commitments and damages. Explain
briefly the nature o f the contingencies that might be likely to arise under these
various headings and how you would determine them.
Question 18 :
In what way would you provide fo r possible losses arising from the collec
tion o f instalment accounts?
Question 19 :
A concern rendering service has attempted to augment its business through
the sales of tickets at a small discount from the regular price, which enable the
purchaser to secure the service at any time in the future merely by presentation
o f the ticket. Over a period o f several years the company finds that while an
annual increase in ticket sales has occurred, the liability account fo r unpre
sented coupons has increased considerably in excess of the rate of sales. The
management has called upon you to make an investigation o f this point and
report on your findings, together w ith any suggestions you may have relative to
the method o f handling the tickets. Discuss what you might expect to find
and what changes, i f any, you would make.
Question 20 :
In a balance sheet audit, what are some of the expense accounts to which
you might profitably devote your attention?

E c o n o m ic s

a n d

P u b lic

F in a n c e

Question 1 :
Explain the advantages and disadvantages of public ownership o f utilities
as distinguished from public operation of utilities.
Question 2 :
Bowers and Roundtree define economics as “ the social science that deals
w ith human interests from the standpoint o f price.” Explain the points involved
in the definition.
Question 3 :
From the economic angle alone, should the U nited States recognize Russia?
The volume of our trade w ith Russia in 1931 was one hundred and thirty-eight
and three-quarter m illion dollars, during the first half of 1933 seven and a half
m illion dollars. Claims of the United States Government and its citizens against
Russia and its people are nearly six hundred m illion dollars w ith counter claims
advanced by Russia o f nearly two hundred m illion dollars.
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Question 4 :
Some one has said:
by a machine.” A nother
by machines has resulted
o f w ork.’ ” Discuss the
Machine Age.

“ N othing should be done by man which can be done
w rite r has proclaimed that “ The displacement o f labor
in an improvement in processes which ‘threw men out
economic effect of what is usually described as the

Question 5 :
E xplain the statement of R. G. Tugwell that, “ The depression of 1929
can be described as a stoppage of industrial operations to permit consumers’
purchasing power to rehabilitate itself.”
Question 6 :
Discuss the theory that the economic welfare o f the public is enhanced by
lessening its w orking hours.
Question

7:

I f all workers in a given line o f employment in the United States were
equally efficient, should each receive the same wage?
Question 8 :
W hat would be the effect upon the foreign investments of Americans i f the
foreign trade policy o f our Government was changed?
Question 9 :
E xplain the statement that, “ Credit is the mechanism by which all forms
o f wealth may be coined into dollars and put to w ork.”
Question 10 :
Discuss the productivity, abstinence and time-preference theories o f interest.
Question 11 :
E xplain the methods by which we arrive at a competitive price, a controlled
price, and a fixed price.
Question 12 :
Discuss the statement o f N eil Carothers, Professor o f Economics, Lehigh
U niversity, that “ Prosperity is always greatest in times o f greatest productivity,
misery in times o f lowest production; shorter hours and higher wages have been
w holly a result o f economic improvement and never a cause. They flow from
increased production.”
Question 13 :
Name and explain the different ways in which the principle o f inflation
may be utilized in reestablishing a satisfactory economic condition.
Question 14 :
Discuss the statement, “ The way to secure the highest standard o f living
fo r the country as a whole is fo r each individual to follow his own interests
irrespective of others,” taken in connection w ith another statement that “ W hat
ever benefits the public, either a community, State or nation, benefits the in d i
vidual members thereof.”
Question 15 :
Explain the principles of anarchism, individualism, Government regulation,
socialism and communism as they affect the economic system in any country.
Question 16 :
E xplain the economic principle involved in the plan o f the A gricultural
Adjustm ent Adm inistration.
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Solution to Problem 9 o f November, 1933, Examination Service of The
American Society of Certified Public Accountants, published on pages 51 and 52
of the January, 1934, issue.
The candidate may attack this problem by preparing journal entries to close
the nominal accounts and to record other transactions prelim inary to the liquida
tion o f the business.
By “ posting” these journal entries to the tria l balance o f December 31, 1932,
the candidate can develop the balance sheet mentioned in the first paragraph
of the problem.
W ith the Capital amounts shown in this balance sheet as a starting point, the
three separate D istribution Statements may be prepared. Each o f these state
ments may be accompanied by a calculation o f the amount of cash available fo r
distribution.
Since no inform ation is given as to the date of the withdrawals, it is assumed
in this solution that, in calculating the average capital fo r the purpose o f deter
mining the credits fo r interest, the withdrawals are not to be considered as
charges against capital until a fter the end of the year, and that the average capital
is to be determined by averaging the capital at the beginning and the end.
The complete solution fo llo w s :
A B AND C
Journal Entries (supporting Balance Sheet)
December 31, 1932
Sales .......................................................................................... $ 1,500,000
Cost o f Sales ..................................................................
Partner’s Salary ............................................................
Other Expenses .............................................................
P rofit and Loss...............................................................
To close nominal accounts shown in tria l balance.
P rofit and L o s s ......................................................................
10,000
Bonus Payable— A ........................................................
To set up bonus due A as manager— 20% of $ 50,000.
P rofit and Loss.......................................................................
56,850
Capital— A ......................................................................
Capital— B ......................................................................
Capital— C ......................................................................
To credit partners’ accounts w ith 6% interest on average
capital fo r year as fo llo w s :

A
Capital, January 1 ......................................... $270,000
Capital, December 31 ....................................
270,000
Average ...................................................... $270,000
6% thereof

$ 1,250,000

10,000
190,000
50,000
10,000
16,200
22,200
18,450
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B
Capital, January 1 .......................................... $375,000
Less — W ith d ra w a ls ........................................
10,000
Capital, December 31 ....................................

$ 365,000

Average ...................................................... $370,000
6% thereof ................................................

$22,200

C
Capital, January 1 ..........................................
Less —W ithdrawals ......................................

$325,000

35,000

Capital, December 31 .................................... $290,000
Average ...................................................... $307,500
6% thereof ................................................

$ 18,450

A — Capital ..............................................................................
B— Capital ..............................................................................
C— Capital ................................................................................
P rofit and Loss...............................................................
To close P rofit and Loss Account.
Capital— B ..............................................................................
Capital— C ..............................................................................
W ithdrawals— B ............................................................
— C ............................................................
To close partners’ W ithdrawals accounts.
A B AND C
Balance Sheet
December 31, 1932

3,370
6,740
6,740
16,850
10,000
35,000
1.0,000

35,000

Assets
Current Assets:
Cash .....................................................................................
Accounts R eceivable........................................................
In v e n to ry ............................................................................
Total Current Assets......................................................
Fixed Assets:
Land and Building (less reserve)....................................
Machinery and Equipment (less reserve)......................
Total Fixed Assets..........................................................

$325,000

175,000
55,000
$ 555,000
$425,000

150,000
575,000
$ 1, 130,000

Total Assets ...................................................................

Liabilities
Current Liabilities:
Accounts Payable
Mortgage Payable
Bonus Payable— A
Salary Payable— A
Loan Payable— B

..............................................................
(due August 1, 1933) ......................
............................................................
............................................................
..............................................................

Total L ia b ilitie s ..............................................................

$ 30,000

100,000
10,000
5,000
20,000
$ 165,000
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Net Worth
A — C a p ita l................................................................................
B— Capital ..............................................................................
C— Capital ...............................................................................

$282,830

380,460
301,710

Total Net W o rth ............................................................

965,000

Total Liabilities and Net W o rth ..................................

$ 1, 130,000

A B AND C
Statement o f D istribution o f F irst Liquidating Dividend
December 31, 1932

Calculation of Amount Available fo r Distribution
$325,000

Cash, December 31, 1932......................................................
Liabilities to be paid (See Balance Sheet) :
Accounts Payable ..........................
$30,000
Mortgage P a y a b le ..........................
100,000 $ 130,000

To Partners:
Bonus Payable— A ....................
Salary Payable—- A ....................
Loan Payable— B ......................

$ 10,000

5,000
20,000
35,000
$ 165,000

Total L ia b ilitie s ......................
Available fo r distribution on partners’ capital accounts

$ 160,000

Distribution o f Amounts Available
A
Capital, Dec. 31 , 1932 (See Balance
Sheet) ........................................................ $ 282,830
Possible loss if remaining assets prove
valueless ...................................................
161,000

B

C

Total

$ 380,460

$ 301,710

$ 965,000

322,000

322,000

805,000

*Deficit.
$ 121,830
Distribution of C’s deficit.........................
6,763

$ 58,460

$ 20 ,290 * $ 160,000

Division of Dividend.................................. $ 115,067

$ 44,933

$ ...........

$ 160,000

Capital (a fter division of dividend) . . . $ 167,763

$ 335,527

$ 301,710

$ 805,000

13,527

20,290

A B AND C
Statement o f D istribution of Second Liquidating Dividend
March 31, 1933
Cash Receipts, Jan. 1 to March 31 :
Accounts Receivable .............................................. $ 50,000
Machinery and Equipm ent......................................
35,000
Inventory .................................................................
55,000 $ 140,000
Release of cash previously reserved fo r payment
of mortgage (lia b ility now assumed by B ) ..........

100,000
$240,000

Less — Salary payable to A ........................................

1,500

Available for distribution on partners’ capital accounts $238,500
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Distribution of Amount Available
A
Capital (a fte r division o f first dividend) $ 167,763
Losses on L iq u id a tio n :
Salary expense— A ......................
Sale of Land and B uilding

Total
$805,000

$300

$600

$600

$ 1,500

15,000

30,000

30,000

75,000

$ 15,300

$ 30,600

$ 30,600

$ 76,500

$ 304,927

$ 271,110

$ 728,500

Balances, p rio r to settlement of B ’s ac
count .................................................... $ 152,463
Settlement o f B ’s Account:
Land and B uilding ($ 350,000) less
1st m ortgage ($100,000) and 2nd
m ortgage ($ 30,000) ..........................
D istribution o f B ’s account balance. . .

B
C
$ 335,527 $ 301,710

28,309

220.000

220.000

56,618

$ 84,927

Balances after settlement o f B ’s account $ 180,772
2,000
Loss on 2nd mortgage ( 20 % of $30,000)

$ 327,728

4,000

$ 508,500
6,000

$ 178,772

$ 323,728

$ 502,500

80,000

160,000

240,000

Possible loss if remaining assets prove
valueless ..............................................

$ 98,772

$ 262,500

D istribution o f 2nd mortgage to A . . . .

24,000

24,000

D ivision o f (cash) dividend..................

$ 74,772

$ 163,728

$ 238,500

A B AND C
Statement of D istribution of Final Liquidating Dividend
June 30, 1933

Calculation of Amount Available fo r Distribution
Cash Receipts, A p ril 1 to June 30 :
Accounts Receivable ..........................................
Machinery and E q u ip m e n t................................

$ 50,000

25,000

Less — Salary payable to A .....................................

$ 75,000

1,500

Available fo r distribution on partners’ capital
accounts.............................................................

$ 73,500

Distribution o f Amount Available
A
$ 80,000
Losses on Liquidation:
Salary Expense— A .

Division o f D ividend..............................

B

C
$ 160,000

Total
$ 240,000

500

1,000

1,500

$ 79,500

$ 159,000
110,000

$ 238,500

55,000
$24,500

$ 49,000

$ 73,500

165,000

,
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A B AND C
Statement o f Partners’ Accounts
fo r the period from December 31, 1932 to June 30, 1933
A
B
C
Capital, Dec. 31 , 1932 (See Balance
Sheet) ........................................................ $ 282,830 $ 380,460 $ 301,710
Dividend, Jan. 10, 1933 .............................
115,067
44,933

Less — Losses on Liquidation, Jan. 1 to
Mar. 31 (including loss on sale of
2 nd mortgage to A ) ..............................

Total
$ 965,000

160,000

$ 167,763

$ 335,527

$ 301,710

$ 805,000

17,300

30,600

34,600

82,500

$ 150,463

$ 304,927

$ 267,110

$ 722,500

Dividend to B in full settlement of
account, Mar. 31 , 1933 .........................

$220,000

220,000

$ 84,927
Adjust of B ’s account balance................

28,309

84,927

$ 178,772
Dividend to A, Mar. 31 , 1933 :
2 nd mortgage ........................... $ 24,000
Cash ............................................. 74,772

56,618
$ 323,728

98,772

$ 502,500

98,772
$ 403,728

Dividend to C, Mar. 31 , 1933 (C a s h ). .

Less — Losses on Liquidation, April 1
to June 3 0 ................................................
Final Loss on Liquidation......................
Final Dividend, June 30 , 1933 ................

163,728

163,728

$ 80,000

$ 160,000

$ 240,000

500

1,000

1,500

$ 79,500

$ 159,000
110,000

$ 238,500

55,000
$ 24,500

$ 49,000

$ 73,500

24,500

49,000

73,500

165,000

O W N E R S H IP A N D T IT L E
A correspondent has asked us to answer and discuss Question 1 of the
Accounting Theory Examination of November, 1933, published on page 114 of
the February, 1934, issue o f the Certified Public Accountant.
The question asked may be answered by stating that on the balance sheet the
rolling stock should be listed on the asset side w ith a proper notation o f the
pledge while the equipment trust certificate should appear as a liability.
This method o f handling is not inconsistent w ith the statement that “ an
asset is usually defined as something owned.”
Although the terms “ owner” and “ ownership” may not have definite legal
meanings, they have acquired various meanings through common usage and
through their recognition in various court decisions. Ownership need not be
absolute, but may be conditional and qualified. “ There is no inconsistency in a
concurrent existence o f a qualified ownership of property in one party and a
control and dominion over it fo r certain purposes in another party. O liver v.
Lake, 3 La. Ann. 78.” (50 C. J. 778 note 91a.)
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Owner has been defined as “ one who has dominion over a thing which he
may use as he pleases, except as restricted by law or by agreement.” In this
connection Corpus Juris cites the follow ing cases, Fallbrook Ir r . Dist. v. Abila,
106 Cal. 355, 39 P 794 ; Frost-Johnson Lumber Co. v. Sailing, 150 La. 756, 770,
91 S 207 [c it Cyc] ; Newborn v. Peart, 121 Misc, 221, 200 N Y S 890 ; West v.
Washington R. Co., 49 O r. 436, 90 P 666; Johnson v. Crookshanks, 21 Or. 339,
28 P 78.
A similar definition is given in these words: “ He who has dominion of a
thing, real or personal, corporeal or incorporeal, which he has the right to enjoy
and to do w ith as he pleases, either to spoil or destroy it, so fa r as the law permits,
unless he be prevented by some agreement o r covenant which restrains his right.”
Allen v. D illingham , 60 Fed. 176, 181, 8 CCA 544. To same effect Hare v.
Young, 26 Ida. 682, 146 P 104 ; H ow ard v. Amerson, 236 I l l . A . 587, 590 [quot
Cyc] ; Garver v. Hawkeye Ins. Co., 69 Iowa 202, 28 N W 555 ; Daugherty v.
Thomas, 174 Mich. 371, 140 N W 615, 45 L R A N S 699, AnnCas 1915A 1163;
M cLain v. Maricle, 60 Nebr. 353, 83 N W 85 ; Terr. v. Young, 2 N. M. 93 ;
Harrison v. Sabina, 1 Oh. Cir. Ct. 49, 1 Oh. Cir. Dec. 30 ; Johnson v. Crook
shanks, 21 Or. 339, 28 P 78 ; P arker-H arris Co. v. Tate, 135 Tenn. 509, 188 SW
54, L R A 1916F 935 ; T urner v. Cross, 83 Tex. 218, 18 SW 578, 15 L R A 262 ;
M ille r-L in k Lumber Co. v. Stephenson (Tex. Civ. A .), 265 SW 215 [a ff
(Commn. A .) 277 SW 1039] ; Brigham City v. Chase, 30 U tah 410, 85 P 436.
So it is not inconsistent to say that the railroad company “ owns” the rolling
stock even though that ownership is qualified by the agreement o f purchase
whereby the trustee holds title fo r the purposes o f the trust agreement.
In fact the trustee holds the title not as the real owner of the property, but
merely as the depositary of the legal title. “ H is is not a property right, but a
legal duty founded upon a personal confidence; his estate is not that which can
be enjoyed, but a power that may be exercised.” (39 Cyc. 203.)
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TAXES
“ There’s more to this than meets the
eye” in the case of Burdette, where the
9th C ircuit Court o f Appeals affirmed 25
B T A 692. The executor o f a son’s
estate, which was solvent, refused to pay
decedent’s mother fo r an admitted debt,
invoking the statute o f lim itation. Base
ball fans, who recall P h illip DeCatsbey
Ball, owner o f a St. Louis club, should
read the case o f his estate settled by the
8th C ircuit Court o f Appeals. Both the
foregoing decisions were dated February
23.
Gum-chewers should see what Justice
McReynolds o f the U. S. Supreme Court
had to say in the American Chicle case

S H O P
by

L

e w is

G

l u ic k

,

C.P.A.

decided M arch 5. I t upholds the K irb y
Lumber Co. case, which the lower courts
had attempted to distinguish; and we
like it.
As one who has several times been a
guest at the U niversity Club of W ashing
ton, D. C., we marvel at the Court of
Claims case decided on March 5.
When the now world-famous Rockefeller
Radio Center opened some months ago, we
carefully refrained from going there. The
pictures would come to the neighborhood
playhouse in a few weeks at a fraction
o f the p rice ; and fo r the most part be as
poor as most Hollywood products. And
since the architectural and mechanical
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wonders would keep, we waited t ill some
out-of-tow n friend came to see the bigcity sights. Just as the tax season closed,
one such arrived. And now we have seen
this wonder. Like a great many other
things, it ’s w orth seeing once.
W e noted w ith great pleasure that Judge
Allen, whom we mentioned in the M arch
Shop, had been elevated to the bench of
the Federal C ircuit Court o f Appeals; the
first o f her sex in that tribunal. I t won’t
be long now before a woman sits on the
Supreme Bench. W ell, if this be con
tempt o f court, we request M r. Springer
to strike it ou t; we don’t want to go to
ja il yet. B ut we doubt i f a whole bench
o f women could hand down any worse
decisions than a couple which have lately
appeared— N O T on taxes. The five-four
division which makes law should be
changed to a six-three.
We acknowledge w ith thanks a bulletin
o f the U niverstiy of Illin ois dated Janu
ary 23, entitled “ Maintenance o f W orking
Capital o f Industrial Corporations by
Conversion o f Fixed Assets.” The w rite r
is A. H . W in a k o r; the essay much less
lengthy than its title (36 pages net) and
better than the average o f its kind.
Last month we reported several recov
eries fro m illness and operations in the
profession, which were deleted. B ut we
got an echo o f one o f them from Simon
Grossman. He has health insurance which
paid all his expenses; and he likes it so
much that he thinks the whole profession
ought to know about it. W ell, it so hap
pens that we have carried a policy w ith
the same outfit fo r fourteen years; but i f
its name is to be mentioned, it w ill be at
the regular advertising rates.

Shoptalkers
“ Gosh,” said the K id , “ i t ’s good to see
this gang together again. I t ’s a heck of
a long time since we’ve met fo r dinner.”
“ W ell, I had lunch w ith Sinbad only ten
days ago,” said Blank, “ and Rover phoned
only at the last minute to be excused. So
why didn’t you come, too?”
“ Too busy,” replied the K id . “ I ’m not
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kicking; I ’m just stating a fact. This has
been the best tax season I ’ve had in three
years, and I hear the same from lots of
others.”
“ Thanks more to T. D. fo rty -fo u r six
teen than real prosperity,” put in Dash,
“ but none the less welcome.”
“ Check,” said the K id , and then O ldtim er spoke.
“ Have any of you been to the new meet
ing place o f the Accountants’ luncheon
club ? I was there the first day, and didn’t
see any o f this gang, though there was a
pretty good attendance.”
“ I f you mean the Columbia Club,” said
Blank, “ no. B ut I mean to go. I think
changing the meeting place frequently
would be a good thing fo r attendance. No
matter how attractive a place is at first,
novelty wears off, and a new setting
brings back the men. I think one of the
reasons this gang has hung together so
long and so tig h tly is that we meet all
over, as the spirit moves us, or opportu
n ity offers.”
“ ’Ray fo r the gang!” exclaimed the
K id , and then more soberly, “ W hat’s
everyone been doing, anyhow, besides
w o rk ?”
“ I ’ll tell one thing I didn’t do,” said
Blank. “ As you know by this time, I ’m
not much given to going out much o f
nights. The fam ily fireside------ ”
“ Sure, it isn’t a radiator?” interrupted
the K id, but Blank ignored him.
“ ------ and radio are all right. I ’m not
much o f a movie fan at best; and during
the overtime season, no matter how much
I need mental relaxation, my eyes need
rest more. So anything anyone has to
say about movies, w ill be news to me.”
“ Movies,” said Oldtimer, “ are the same
fo r m e ; even reading fo r relaxation is a
strain on my optics; but I resumed
A N T H O N Y A D V E R S E last night, and
maybe by Easter I ’ll be finished w ith that
really great book.”
“ I ’ll tell something I didn’t do either,”
said Philo. “ I ’m probably even more o f a
homebody than B lank; but it ’s gotten to
be a fam ily jest lately that I never make
one social engagement, w ithout having to
break it, no matter how much I want to
go. A friend I hadn’t seen fo r weeks had
me booked fo r dinner at his home one
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night last week; and just that night an
other friend took sick and had to go to
the hospital; and on practically no notice
at all I substituted fo r him in his night
college class.”
“ Y ou’ve nothing on me,” said Sinbad.
“ I had to go to a Naval Reserve lecture
last Thursday nig ht; one o f a series that
comes only once a m onth; but ju st that
night had to turn down a swell bid to a
meeting at the Savoy-Plaza where a pro
fessor Buell spoke on foreign affairs.”
“ Since when are you becoming so inter
nationally minded ?” queried the K id.
“ America fo r Americans say I . ”
“ Double check,” said Oldtim er. “ B ut i f
we want to keep it that way, we must
know and understand what other nations
are doing. Sinbad is right.”
“ W ho said he wasn’t,” retorted the K id.
“ Can’t I ask a question.”
“ M ay I ask one now?” asked the Young
ster.
“ Go ahead,” said his father; “ especially
i f i t ’s the one you mentioned last night,
fo r I believe you’ve got something con
crete to offer.”
“ W e ll,” said the Youngster, “ I want to
know why the State Board plays into the
hands o f its critics? I t isn’t sensible to
do it deliberately; and to be so frequently
careless does not inspire confidence.”
“ Be specific” said Blank, and the K id
broke in quickly. “ Oh, he must have
flunked his problems like nearly everyone
does the first crack, and he just feels
properly peeved.”
“ I thank you,” replied the Youngster,
“ fo r that adjective. B ut just hear if I am
not justified. The newspapers last month
played up several letters o f complaints
from disgruntled candidates who did noth
ing but g ru n t; no constructive suggestions.
I f the board, or any member thereof re
plied, the papers must have suppressed the
reply, fo r I looked fo r it, and did not see
it. I f the board did not reply, then the
general public gets the logical, i f erroneous
idea, that no defense was possible. W hich
is just duck soup fo r the too numerous
enemies which the profession has.”
“ There’s no arguing w ith you on that,”
said Dash. “ I just want to corroborate
what you said w ith a somewhat different

A p ril,

item. On the last examination was a prob
lem dealing w ith lumber costs. I t was
eminently practical, even though I don’t
use the method fo r costing scrap which it
mentioned. I ’ve had a lot o f lumber ex
perience, and I ’ve encountered the method.
B ut w ill somebody tell me why the board
had to graciously tell the candidate not to
feel required to carry out prorate decimals
to more than two places. Granted that in
practice I ’ve many a time carried them to
six places, why should a problem contain
such deterrents, which merely consume too
precious time. The lumber footage as
given, and the dollar values, were obvi
ously rounded off. N o real sawmill ever
produced such beautiful even figures. W hy
did the board member who worked up the
problem from some case file get lazy at
the end? And not adjust the figures just
a little more, so that the percentages would
have come out exactly even. W hat they
were testing was a knowledge of prin ci
pals, not long division.”
“ R ight,” said Oldtimer.
“ When the
Youngster brought his paper home last
October, I checked his solutions on the
problems he had worked, and made the
same remark. W o rking in the ideal condi
tions of my study, and using a slide rule,
that problem took me tw o hours. The
candidate, in the cramped examination
hall, w ith poor light and worse desk,
couldn’t take more than two and a half
hours fo r that problem, and finish the
other one.”
“ As long as the complaint department
is open,” said Philo, “ may I note a very
small one. In the February issue o f our
magazine, a reference was made to the
last book o f the B ible; and it was spelled
w ith an ‘s’.
Probably a typographic
e rro r; but the w ord is singular.”
“ You w in !” exclaimed Dash. “ I never
noticed it, because I never knew the d iffe r
ence.”
“ Does it make any?” asked Oldtimer.
(over)
[N o te — N e x t m o n th th e E d ito r , now se rv in g
his

tw e n ty -firs t

year

on

a

S ta te

B o ard ,

w ill

m ak e so m e o b serv atio n s on th e g e n e ra l su b je ct
o f e x a m in a tio n s .]
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The N. Y. Times fo r Sunday, March
eleventh remarked, “ Y o ur accountant
makes a fa r better bridge player than your
artist or musician. Y et the accountant
must be more than a calculator; he must
have poker qualities and imagination.”
Anybody who doesn’t agree w ith us that
that is almost pure hokum is invited to
play pinochle w ith us some time. O r if
that is inconvenient, to w rite a dissenting
opinion o f not more than 200 words fo r
this shop. W ith a carbon copy fo r P hil
Suffern.
The N. Y . State Society meeting on
M arch 19 was a good one. The scheduled
speakers did well. B ut O ldtim er Duncan
M cI nnes, putting in his first appearance at
a meeting in a long time, spoke extempor
aneously, and stole the show. And the
movie gag people could go fa r and do
worse than copy his microphone dodging
fo r a comedy act.
Charlie Maxcy, chairman of the so
ciety’s committee on Accounting Machin
ery is now assisting B ill Donaldson run
the finance department o f the C ity o f New
Y ork. B ill being a member o f the com
mittee, it appears that they know political
machinery as well as accounting.
Mannie Engel delivered his report on
Legislation w ithout the assistance of the
heavy cane he’s been wearing lately due
to a sprained ankle. B ut speaking of
legislation; i f anything more pernicious
than the State o f W ashington law has
been put over on the profession in the last
ten years, we have not heard of it.
A t this w ritin g a play entitled “ Four
Saints in Three A cts” has most o f the
New Y o rk intelligentsia more or less ga
ga. I t is w ritten by one Gertrude Stein,
so-called poet, whose style is that of
stringing together words that sound well
(to her) regardless of sense. And now at
last we know who wrote certain para
graphs in regulations 78 ; particularly those
dealing w ith the prorate o f losses sus
tained by a corporation when one or more
subsidiaries drop out o f the group and
cease to be affiliated. The law is arbitrary
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enough; but the regulations confound,
rather than elucidate it. And one of the
tax services which tries to explain the
workings succeeds only in befogging the
issue. I f H enry Morgenthau wants to get
a large vote of confidence, and can’t
amend the statute, let him revise the regu
lations on that point.
The follow ing comes from Theodore J.
Feiveson, C. P. A., talking from Chicago:
Now that the income tax rush is over,
I have taken time out to make an inven
tory o f some of the facts which I garnered
while preparing tax returns fo r w orthy
citizens who were desirous o f helping the
Adm inistration put the New Deal over.
W ishing to add to the accumulation of
useless knowledge, I append the follow ing
facts which I gathered in my recent tax
work. I discovered that
1. Surgeons derive their income from
the operating expenses o f their pa
tients.
2 . Professional tennis players have net
incomes or losses.
3. Barbers try to shave their taxable in 
come and sometimes clip coupons.
4 . A rtists have drawing accounts.
5. A rm y officers receive commissions.
6. Politicians get (but don’t make) con

tributions.
7. Some people (even accountants) take
interest in their work.
8. Many unemployed have rents in their
clothes.

9 . Columnists get material from unex
pected sources and sometimes even
put in labor.
[W hat d’ye mean,
labor ?]
10. Grocers have gross profits or losses.
11. Some golfers depreciate their strokes.
12. Corpulent individuals don’t pay cor
poration taxes.
13. Inventors don’t always carry inven

tories.
14. Lawyers claim the loss o f their suits
is not a personal expense and hence,
deductible.
15. Prophets may have losses.
I trust you w ill excuse the expenditure
of time you may sustain in reading the
above return from your correspondent’s
overtaxed brain.
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Contributions fo r this section w ill be limited to in the neighborhood of

250 words. A free but short expression o f opinion is requested on subjects in
which the certified public accountant is interested. Address the Editor.
The most successful physicians of the
present day are those who prescribe medi
cine in small quantities. One o f the big
gest problems of an accountant today is
to be able to produce all inform ation ne
cessary fo r executives and auditors with
a minimum amount o f “ accounting.”
I t is an established practice fo r public
utilities not to maintain accounts receiv
able ledgers. Copies o f their monthly in
voices represent their outstanding accounts.
A situation has come to my attention in
a manufacturing establishment where I
believe that such a system of “ bookless
bookkeeping” m ight be used to great ad
vantage, and I should like to have this
discussed in your columns, as it does ap
pear to be somewhat radical on first
thought.
The conditions are these:
a. One standard product only is manu
factured.
b. W ith the exception of three large
buyers the product is billed at a uni
form price.
c. Remittances frequently cover a num
ber of invoices at the same time
from which deductions are made fo r
A New Y o rk lawyer tells of a conversa
tion that occurred in his presence between
a bank president and his son who was
about to leave fo r the West to engage in
business on his own account.
Banker Father— Son, on this, the thres
hold o f your business life, I desire to im 
press one thought upon your mind. H on
esty, ever and always, is the policy that
is best.
Son— Yes, father.
Banker Father— And, by the way. I
would advise you to read up a little on
corporation law. I t w ill amaze you to dis
cover how many things you can do in a
business way and still be honest.—

cash discount, freight and advertis
ing allowances.
I t is my thought to use a continuous
form of billing, five copies to be made at
one time, the fifth copy to be on 28 lb. paper
and to be filed by name of customer in a
current drawer until paid, at which time
these cards would be withdrawn and trans
ferred to a transfer file of the same kind
fo r future reference. Payments are to be
recorded in a place provided in the upper
right-hand corner of the sales ticket. Each
sale is to be recorded in a sales journal by
cases, and on each sale made at a different
price than the standard, the amount w ill
be shown. The controlling account in the
general ledger w ill record total cash re
ceipts and total adjusting entries. A n ade
quate means of audit is thereby provided.
I t seems to me that since an audited
voucher record without an accounts pay
able ledger is in very good standing w ith
all accountants, under the circumstances
mentioned, a sales register without an ac
counts receivable ledger should be con
sidered good practice and should meet all
requirements.
W hat do others have to say about this?
IN S U R A N C E
I t would be well fo r insurance agents to
know the difference between the words
“ remains” and “ survivor.”
A colored man injured in a motor acci
dent died, and the insurance adjuster went
to investigate.
“ D id Washington P. Johnson live here?”
he asked the weeping woman who opened
the door.
“ Yassah,” she replied between sobs.
“ I want to see the remains.”
W ith a new sense of importance the
dusky widow drew herself erect and an
swered proudly, “ I ’m de remains.”
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Book Reviews
C o s t a n d P r o d u c t io n H a n d b o o k , E d it e d
b y L . P . A l f o r d . P u b lis h e d b y R o n a ld
P r e s s C o m p a n y , 15 E a s t 2 6 t h S tr e e t,
N e w Y o r k C it y .
1544 pages.
P r ic e
$ 7 .5 0 .

The editor was assisted in preparing
this handbook by a board of 8 0 cost ac
counting authorities, manufacturing execu
tives and engineers. The volume is de
signed to cover cost accounting to control
costs and manufacturing production to re
duce costs. There are 2 8 sections dealing
w ith cost accounting methods, production
and expense budgets, factory organization,
statements and reports, production plan
ning and control, measures of factory per
formance, standard cost methods, job and
methods standardization, rate setting, cost
analysis, purchasing, experimenting and
research, labor, simplification and stand
ardization, raw materials estimating, in
centive plans, plant and equipment, time
keeping and payrolls, small tools, materials
handling, plant and service costs, inventory
control and storeskeeping, depreciation and
obsolescence of manufacturing equipment.

Synagogue
A ccounts — C o n tr o l
and
A d m i n i s t r a t i o n , by H . L. Langham,

F.C.R.A. Published by Gee & Co., Ltd.,
6 K irb y S t., London, E . C . 1 . 62 pages.
Price 8/-.
The purpose of this book is to provide
a uniform system of bookkeeping, accounts
and management necessary to the welfare
of the synagogue and those connected with
its administration. W hile the reader is ex
pected to have some knowledge of book
keeping, it has been the endeavor to make
the reading simple and the system shown
easily followed.

1933 Y
t io n

ear

B

of

B ro a d w a y ,

ook

C ost

New

N a t i o n a l A s s o c ia 
A ccountants,
1790
Y o r k C it y .
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P ro fit” by Andrew Nelson and Robert
Pierce, w ith discussion; “ M unicipal A c
counting” by Gustave A. Moe and A rth u r
A. O ’Shea, w ith discussion; “ National In 
dustrial Recovery A ct and W hat it Means
to the Accountant” by Nelson B. Gaskill
and C. O. W ellington, w ith discussion;
“ Budgetary Control fo r the Small Busi
ness” by W . Mason Smith, w ith discus
sion ; “ Standards and Their Application to
D istribution Problems” by Thomas M c
Niece, w ith discussion.
T

N a t io n a l
I n d u s t r ia l
R ecovery
: A n A n a l y s i s , by Benjamin S.
K irsh in collaboration w ith H arold R .

he

A

c t

Shapiro. Published by the Central Book
Company, 2 4 5 Broadway, New Y ork
City. 1 5 6 pages. Price $ 2 .5 0 .
Describes extent to which trade associa
tions have been strengthened through lib
eralization of anti-trust law s; indicates ex
tent to which labor’s grievances under
Sherman A ct have been overcome under
N R A ; explains differences between Sher
man A ct and N R A in application to trade
associations and la b o r; describes im port
ance of N R A in rehabilitation of American
industrial life.
W

h o l e s a l e D is t r ib u t io n o f B r e a k f a s t
C e r e a ls i n S o u t h e r n M ic h ig a n , b y
E d g a r H . G a u lt a n d R a y m o n d F. S m it h ,
b e in g M ic h ig a n B u s in e s s S tu d ie s V o l. V,
No. 4 . P u b lis h e d b y th e B u r e a u o f B u s i
n e ss R e s e a rc h o f th e U n i v e r s i t y o f
M ic h ig a n .

This
monograph presents material
gained in a survey made in the first half
of 1932 and considers such problems as
concentration of leading brands in the
hands of a few manufacturers, extensive
national advertising, brand insistence by
consumers, competition among wholesalers,
chain store competition, price cutting and
free deals.

of

Proceedings o f the Fourteenth In te r
national Cost Conference held June 1 2 -1 5 ,
1 9 3 3 . Contains addresses on “ The Recon
struction o f the Balance Sheet” by A rth u r
H. Carter, w ith discussion; “ Pricing for

We have received from the publishers,
Gee & Co., Ltd., 8 K irb y Street, London,
E. C. 1. England, the follow ing volumes
in “ T h e A c c o u n t a n t ” Lecture Series:
No. 18. “ Income T ax and Surtax in Re
lation to Executors, Adm inistrators &
Trustees,” by J. A lis ta ir Dyson, F.C.A .,
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Price 1/- Net.
No. 19. “ H ow to Present Inform ation,”
by P. H . Blackwell, F.C.A. Price 1/ - Net.
No. 20. “ Amalgamations,” by A . E. Cut
forth, C.B.E., F.C.A. Price 9d. Net.
No. 21. “ Capital: Adam S m ith: K a rl
M a rx,” by P. D. Leake, F.C.A. Price 6d.
Net.
No. 22. “ Maintenance Claims Under
Schedule A ,” by Brian Manning, F.C.A.
Price 1s. Net.
No. 23. “ Some Points A rising Under
the Companies Act, 1929,” by W . H .
Chantrey, F.C.A. Price 6d. Net.
No. 24. “ Holding Companies’ P ro fit and
Loss Accounts,” by B. H . Binder, F.C.A.
Price 6d. Net.
No. 25. “ Planning and Installing A c
countancy Systems,” by Lawrence W .
Robson, F.C.A. Price 6d. Net.
No. 26. “ Some Aspects o f Income T ax,”
by Sir W illia m M ’Lintock, G.B.E., C.V.O.
Price 9d. Net.
No. 27. “ The Valuation of Unquoted
Shares,” by Thomas Greenwood, F.C.A.
Price 6d. Net.
No. 28. “ Shareholders and Auditors,”
by Thomas Greenwood, F.C.A. Price 6d.
Net.
N

Y o r k S t a t e C.P.A. E x a m i n a t i o n
of October 1933— Answers to Questions
in Theory o f Accounts, A u ditin g and
Commercial Law, by Jacob Bennett and
Jacob Sobelsohn, C .P.A’s. Publication
sponsored by the Accountants’ Associa
tion of New Y ork, Inc., 119 West 57th
St., New Y o rk City. Price $2 .00, to
Association members $ 1.50. The ques
tions on Practical Accounting are also
included.

ew

Accounting Manual f o r Small Cities,
by Carl H. Chatters. Published by the
Municipal Finance Officers Association
of the United States and Canada, 850
E. 58 St., Chicago. 79 pages. Price

$1.00.

The first of a series of accounting man
uals to be published by the Municipal F i
nance Officers Association. This one was
prepared fo r the use of cities, towns and
villages under 25,000 population.
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The Chilean Law
( Continued from page 212)
accounting, mathematics, commercial, tax
and social laws.
A rticle 29. W ith in a year from date of
failure to pass the examination, the Coun
cil may perm it one re-examination.
Final T itle.— General Provisions.
Articles 30- 36.
A rticle 30. The practice o f accounting
is understood to embrace the keeping of
books o f accounts, audits, preparation of
balance sheets, and all accounting activi
ties that aim to present, in scientific form,
the economic results o f a private or public
organization.
A rticle 31. F o r the purpose o f article
4 , clause 2 , only the years o f accounting
practice in Chile are taken in considera
tion.
A rticle 32. The authorized accountants,
in their capacity o f technicians, are
charged w ith the presentation of opera
tions o f the enterprise in proper account
ing form , and have the direction o f the
personnel o f their office. Furthermore,
they must demand vouchers fo r all ac
counting entries, and in case these are not
in existence, demand from their employ
ers a w ritten and signed statement o f the
authenticity o f the operations and conse
quently are directly responsible fo r the
w ork performed as agents. The Council
makes the decision when authorized ac
countants refuse to make entries in the
books which they regard as contrary to
professional ethics and honesty. These
decisions shall be made known to both the
employer and to the accountant.
A n element o f comedy was provided at
the meetings, held at London, to approve
the reconstruction of Debenhams, the well
known multiple drapery stores. A minor
point in the scheme was the conversion of
certain preference shares into stock. This
seems to have worried one of the lady
shareholders, who, according to Sir Fred
erick Richmond, the chairman, said that
she was quite contented w ith her shares,
and that if the Debenhams stock that she
was being offered consisted of furs or
coats, she had plenty o f those already.
— Pepper and Salt.
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J. S. M O R R IS G O O D LO E , C. P. A.,
of New Y o rk City and Newark, New
Jersey, passed away on Monday, March
19, 1934.
M orris le ft his home Monday morning,
March 19, in better spirits than he had
shown fo r some time. Last September he
had weathered a serious operation and fo r
some time thereafter it was felt that he
was making a steady improvement. T o 
ward the end of the year, however, a
change fo r the worse set in w ith seemingly
a little ground lost after every rally.
Feeling that a sea trip would be benefi
cial, arrangements had been made the pre
ceding week fo r a water trip to C alifornia
together w ith his fam ily, at the end o f
which they would visit his sister living at
San Diego.
The m orning was spent w ith shaping up
matters preparatory to leaving on Friday.
A t lunch time, w ith one o f his associates,
he had partaken o f a light lunch and while
waiting to pay the check an instantaneous
call took him from us. H is departure was
peaceful.
Goodloe was one of the leading mem
bers of the accountancy profession, which
he entered in 1895, when he joined the
staff of Patterson & Corwin. He held
C. P. A . certificates from the states o f New
Y ork, Ohio, Colorado, Texas and New
Jersey. He had always been active in ad
vancing the interests o f the profession,
serving as a member o f the first Board of
Accountancy in Ohio, as president of the
Ohio Society and also o f the New Y ork
State Society o f Certified Public Account
ants. He had also served as a member
of the governing boards o f the American
Association of Public Accountants, Fed
eration of Societies of Public Account
ants, the American Institute of Account
ants and The American Society o f Certi
fied Public Accountants. He served w ith
the F irst Kentucky Volunteers during the
Spanish-American W a r and was Chief of
the Division of Cost Inspection attached

to the Bureau of Supplies and Accounts
o f the Navy Department during the W o rld
W ar.
Two comments which came to the Sec
retary’s office express the sentiment of the
accountants. Hom er Pace said: “ Sorry
our good old friend Goodloe has an
swered the final summons. He was al
ways, even as an opponent, a lovable char
acter.” Charles Hecht w rote: “ Gone from
amongst us, but in spirit still w ith us.
Honest, conscientious and fearless, he was
always interested in the advancement of
the profession— local and national.
“ He fought tenaciously fo r what he
thought was the right. W ith it all, he was
beloved of everyone. There are few men
in the profession who were so well known
throughout the land as was he. O f clear
vision, sound judgment and a practical
idealist, The American Society owes much
to him who is no longer among the
living.”
To both o f these comments we say
“ Am en” and to Mrs. Goodloe, known to
many o f our members, and son we add
our sympathy, fo r the personal loss to
them has been greater even than the pro
fessional loss to us.

W I L L I A M C. C A L D W E L L , C. P. A.,
o f Birmingham, Alabama, died on M on
day, February 19, after a brief illness.
He entered the general accounting prac
tice in 1913, leaving it temporarily in 1919
to become secretary o f the State Board of
Control and Economy. On returning to
active practice he gave special attention
to budgetary control. M r. Caldwell was
active in civic affairs and a member of
Kiwanis. He was also actively interested
in the Alabama Society o f Certified Pub
lic Accountants and the society adopted
resolutions of regret at his passing and of
sympathy to the widow and two sons by
whom he is survived.
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* R e p rin te d f ro m

T h e D a ily R e p o rte r .

B u b b le *

C . P. A., Sioux City, Iowa

H E R E is no magic in auditing. It
makes its disclosures simply and quiet
ly, by the use of approved and well-known
methods. To prevent fraud rather than to
detect fraud is its principal usefulness. But
it takes glaring instances (such as that
described below) to awaken public con
sciousness to that simple truth. I f the
wrong-doer knows beforehand that audits
will be regularly made, defalcation will
often be prevented rather than merely dis
closed.
M r. Dandy (this is a true story, but the
names are assumed) dreamed of becoming
a chewing gum magnate. He organized
the Bubber Gum Corporation. Represen
tative citizens were persuaded to become
members o f its Board o f Directors. Many
investors parted w ith hard-earned funds
to acquire shares of its capital stock.
Business houses trusted it w ith their mer
chandise and services.
The Board of
Directors accepted M r. Dandy’s financial
figures and assurances of progress, w ith 
out an audit. The stockholders were satis
fied, because dividends were being paid
regularly (out of their own capital, as it
later developed). Finally, the State Securi
ties Department insisted upon an audit by
public accountants.
The public accountants, at the very
beginning o f their examination, discovered
that the books were not genuine, fo r two
reasons, the sources o f entries were not
disclosed and original vouchers were not
furnished. They proceeded quietly w ith
their labors however, and drafted a pre
lim inary report presenting the figures as
shown by the books, and stating that to
v e rify them it would be necessary to adopt
the customary method o f independent out
side verification . . . . that is, by communi
cating direct w ith the customers and
creditors of the company. This M r. Dandy
refused to permit, stating that it would
cause business disturbance; but by this
time the Board of Directors were interest
ed, and gave the accountants the necessary
authority to proceed.

T
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Such communication w ith the company’s
customers disclosed that the purported
sales were almost wholly fictitious and the
accounts receivable equally so; many of
the concerns to which large sums were
supposed to have been paid fo r merchan
dise, etc., had no existence; salesmen to
whom large salaries were alleged to have
been paid were imaginary. And so on and
on. The funds went elsewhere. The bub
ble burst; the Grand Jury indicted; the
promoter plead g u ilty ; the State Peniten
tiary added a new number. Some o f the
stockholders are still inquiring about the
value of their shares.

Announcements
Henry W . August, C.P.A., announces
the removal of his offices to 1412 Girard
T rust Building, Broad and South Penn
Square, Philadelphia, Pa.
K a rl K . M orris and H erbert J. Haus
ser, Certified Public Accountants, an
nounce the form ation of a partnership
fo r the practice of accountancy under the
firm name o f M o rris & Hausser, Certified
Public Accountants, 1975 U nion T rust
Building, Cleveland, Ohio.
Eugene J. Calloway and John G.
Thorstenson announce the dissolution of
the firm o f Calloway, Thorstenson & Com
pany, Certified Public Accountants, T a 
coma, Washington, as o f March 1, 1934.
Eugene J. Calloway, C.P.A., w ill con
tinue as a Business Counselor and Con
sulting Accountant, w ith offices in the
W . R. Rust Building, Tacoma, and John
G. Thorstenson, C.P.A., w ill continue the
practice of the form er company under the
firm name o f John G. Thorstenson & Co.,
Certified Public Accountants, w ith offices
in the W . R. Rust Building, Tacoma.
W illia m R. W inn, C.P.A., announces
the removal o f his offices to 515-516 F irst
National Bank Building, W illiam sport, Pa.
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H IS book offers you complete
information on the new Federal
Revenue Act of 1934.

T

1. Contains a complete reprint of the new
1934 Revenue Act.
2. Indicates clearly which provisions of
the law are new.
3. Shows the purpose and effect of those
new provisions.
4. Reprints (and distinguishes from the
new law) the provisions of the 1932
Revenue A ct which have been changed
or omitted entirely from the 1934 Act.
W ith th is book (th e only one o f its k in d )
yo u can qu ickly see w h a t th e new law
says, how it d iffers f ro m the old law , and
w h a t th e effe ct o f the ch an ges w ill be.
T h e m eanin g o f the new in com e t a x p r o 
visions is clarified by extracts fro m the

C ongressional H ea rin g s and Comm ittee
R ep o rts w h ich a re prin ted as footn otes
th ro u g h o u t th e booklet.
N O T E : Only a limited number of these books
(reprinted from the Alexander Federal Tax Ser
vice) are available. Orders will be filled in the
same sequence as received. Price, $2 per copy—
as long as they last.

A l e x a n d e r

P u b lish in g

TH E A LEXAN DER PU BLISH IN G CO., INC.

Name . .

60 W ALL ST R E E T , NEW YORK, N .Y.

Firm

Co

..

S EN D m e............... copies ($2 per
copy)

of your new 120-page book

“Revenue A ct of 1934”.
for $ ...................
p a y m e n t.

My check

Address

is enclosed in full
FA -512
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W illiam P. Field & Company, Account
ants and Auditors of Havana, Cuba, an
nounce their Santiago de Cuba offices are
now located in the Royal Bank o f Canada
Building.
Lewis L. Davis, C.P.A., has w ithdraw n
from the firm o f Richardson, Jackson &
Davis, Atlanta, Georgia, in order to be
come associated w ith the T rust Company
o f Georgia. Messrs. Edw. Richardson
and W m . C. Jackson, Certified Public
Accountants, w ill continue the practice o f
the firm under the name Richardson, Jack
son & Company, Certified Public Account
ants, 1444-1450 Citizens & Southern N a
tional Bank Building, Atlanta, Ga.
Kahl and Thurman, Public Accountants
and T a x Attorneys of Indianapolis, In d i
ana, announce the opening o f an office at
401- 3-5 K . o f P. Building, South Bend,
Indiana, in association w ith O liver M.
Loomis, form er U . S. D istrict Attorney
fo r the northern district of Indiana.
Joseph H . Feinberg, C.P.A., announces
that his offices are now located at Suite
2206, 10 East 40th Street, New Y o rk City.
NOTES
Benjamin Beckerman, C.P.A., of New
Y ork, presented in a recent issue of Credit
Executive, some observations on “ Bank
ruptcy Accounting.”
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Federal Income Tax Reg
ulations and Procedure
C oncisely S u m m a riz ed
★

PUBLIC ACCOUNTING
PROCEDURE
B y L e e M c G in ley , C .P .A .
C h airm an , M ichigan S ta te B o a rd
o f A ccou n tan cy

Not a substitute for official regulations or
expert “tax services,” but a ready reference
work on essentials of questionable matters
which may be investigated later at the con
venience of the accountant.
Also contains complete outlines of audit pro
cedure and system installation. An indis
pensable working manual for professional
accountants, auditors, C.P.A. candidates, and
accounting students.
Single Copy, p o stp aid .................................$2.50
(Refunded if you are not fully satisfied
and return copy to us within ten days.)
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South Bend Commerce fo r January,
1934 carries an article on “ Certified Pub
lic Accountants” by J. R. W harton, C.P.A.,
of South Bend, Indiana.
STATE BOARD NEW S

L O U IS IA N A
E.
J. McLuckie, C.P.A., o f Indiana,
Pa., is the author of an article entitled,
Announcement is made of the appoint
“ Before a Price F ixin g Spree— W hat ment of Edward J. de Verges to the State
About O u r Costs?” appearing in the July, Board of Certified Public Accountants. The
1933, issue of Food Industries.
Board as now organized consists of Emile
Bienvenu, President, Edw. J. de Verges,
Frank Klein, D irector of Budgets, Secretary, and G. V. W . Lyman, Treasurer.
W orthington Pump and Machinery Corp.,
is the author of an article on “ Budgetary
O H IO
Control D uring a Depression,” in the Jan
uary, 1934 issue of Executives Service
Sidney J. Collins, C.P.A., o f Youngs
Bulletin.
town, Louis C. Weiss, C.P.A., o f Cleve
land, and H a rry W . Cuthbertson, C.P.A.,
Railroad taxes have grown much faster o f Dayton, members o f the Ohio State
than railroad revenues. In 1890 taxes Board of Accountancy, were recently in iti
consumed 2.83 % of gross operating rev ated as honorary members in Beta Alpha
enues; in 1910, 3.49 % ; in 1920, 4 .58% ; Psi Fraternity at Ohio State University,
Columbus.
in 1930, 6 .61 % and in 1932, over 8.8%.

POSITIVE
MECHANICAL
SELECTION
SORTS EITHER 45
OR 90 COLUM N
POWERS PUNCHED CARDS

H E F I R S T com m ercial horizontal
(P un ch ed C ard ) Sorting M ach in e
was p ioneered and m anufactured by
P ow ers.

T

T oday,
the
same
S T A N D A R D
P O W E R S S O R T E R , w h ich has so suc
ce ssfully
handled
the
sorting
of
P O W E R S 45 C O L U M N C A R D S
“ w ith a flip of the fin g e r” . . . m echani
c a lly classifies and arranges in any de
sired o rd e r P O W E R S 90 C O L U M N
CARDS.
These cards, e ith e r 45 o r 90 C olum ns,
are firs t punched on a Pow ers A u to m a tic
Punch, then grouped o r sorted at high
speed on the Pow ers 45/90 m echanically
c o n tro lle d S orter, and F in a l M a n a g e ria l
R eports are then produced on the Pow ers
autom atic 45/90 m echanically c o n tro lle d
P rin tin g T a b u la to r. T h u s the S T A N D 
A R D P O W E R S S O R T E R p ic tu re d
above plays an im p o rta n t p a rt in Pow ers
P unched C a rd M ethods.
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With the new Burroughs Electric Carriage Typewriter a built-in motor
returns the carriage to the starting position or to an intermediate
point, and automatically spaces to the next writing line. Shifting for
capitals is also electric. The result is easier, faster and neater typing.
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Upon requ est, we w ill gladly m ail our booklet, "How
to L earn A c c o u n t i n g to anyone who is in terested in
obtain in g fu ll in form ation regardin g I.A .S . train 
ing. A ddress th e In tern ation al A ccountants S ociety ,
In c., 3411 South M ichigan A venue, C hicago, Illin o is.

I n t e r n a t io n a l
A c c o u n t a n t s S o c ie t y , I n c .
A Division of the

A LEXAN D ER

HAMILTON

IN STITUTE

A N outstanding feature of the
course in Accounting offered
by the International Accountants
Society, Inc., is the Resident Fin al
Exam ination, which each student
must pass before his diploma of
graduation is issued.
The Resident Pinal Exam ination
Plan was inaugurated in April,
1925, and every student enrolled for
the ninety-lesson I. A. S. Course
since that time is required, after
finishing the work on his course, to
take an examination held under the
personal supervision of a Certified
Public Accountant (or, if a C. P . A.
is not available, an Attorney a t
Law) either in the student’s home
city or in an adjacent city.
Ju st prior to the date of examina
tion, the necessary examination
questions and all blank forms for
the candidate’s working sheets,
schedules, statem ents, and other
papers required for the solutions,
are mailed to the supervising
C. P. A., as a confidential communi
cation between himself and the
I. A. S.
The examination m aterial is
handed to the student a t the begin
ning of the examination period. I t
is the supervisor’s obligation to re
main with the student during the
examination and to insure th at he
completes the examination without
having access to textbooks, notes,
or any outside help.
When the examination is finished,
the papers are turned over to the
supervisor who forwards them to
the International Accountants So
ciety, Inc., in Chicago, where final
judgment as to the student’s eligi
bility for a diploma is made by the
Active Faculty.
The same examination is never
given the second time in the same
city.
The Resident Fin al Exam ination
Plan assures prospective employers
th at I. A. S. graduates possess a
thorough, tested knowledge of Ac
counting.
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“ Regardless of what may be the final outcome of
the National Recovery Act as interpreted and
enforced by the National Recovery Administration,
it seems quite obvious that it has placed an
unprecedented importance upon accounting and
accounting information in the administration of
American industry”
B u lle tin — N a tio n a l Association of Cost Accountants.
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With new Federal laws and new business methods prevailing, accountancy trained men will constantly be in
g reater demand than ever before.

Under the National Industrial Recovery A c t accounting is the "vital basis

for price making, for selling policy, for business control."

The Federal Securities A ct, with its widespread and

searching requirements, will add g re a te r opportunity f o r the trained accoun tant. The proposed National Stock
Securities A ct will immensely increase the work of accoun

WALTON'S
OUTSTANDING
RECORD

tants in the monthly, quarterly and annual reports required

P ro o f o f w hat W a lto n tra in in g can d o fo r
you is fou n d in. th e follo w in g re co rd th a t
in spires c o n fid e n c e .

with the assured increase in business activity, you must pro

of the corporations whose stock is listed on the exchanges.
To qualify for the many worth-while positions th at will be
cre a te d under the existing and pending legislation, to geth er
vide yourself with training unquestionable in its thorough
ness. Such training is available to you through the W alton

For nine su cc essiv e y ea rs W a lto n stu d en ts
won high honors in A m e rica n
In stitu te
e x a m in atio n s.
W a lto n
stu d en ts
m ed als o ffe re d by
C e r tifie d
Pu blic
sta n d in g in Illinois

School of C om m erce.

WALTON COURSES

h av e won tw en ty-tw o
th e Illinois S o c ie ty o f
A c c o u n ta n ts
fo r
high
C .P .A . ex a m in a tio n s.

CONSTRUCTIVE A C C O U N TIN G

M o re th an 1,250 W a lto n -tra in e d stu d en ts
a re now C e r tif ie d P u blic A c o u n ta n ts by
e x a m in a tio n .

ADVANCED A C C O U N TIN G AND AUDITING
SHORT INTENSIVE-ADVANCED A C C O U N TIN G

T ext m a te ria ls co m p risin g W a lto n C o u rse s
h ave b e e n a d o p te d fo r classro o m use by
h un dred s
of
e d u c a tio n a l
in stitu tio n s
th ro u g h o u t th e co u n try .

PRINCIPLES AND PROCEDURE
COST A C C O U N TIN G - - BUSINESS LAW
FEDERAL IN C O M E TAX A C C O U N TIN G

"The Walton Way to a Better Day"

MATHEMATICS O F A C C O U N TIN G

Send for our free book, “ The Walton W ay to a Better Day.” You
will find it a remarkable exposition of Walton ideals and policies,
full of inspirational statements from leading accountants and execu
tives as to the sound and thorough character of Walton training. It
will show you the wisdom of preparation and the extent to which
specialized training is appreciated and rewarded. Send for your
copy today.

C .P .A . C O A C H IN G

AND FINAN CE

D a y and E ve n in g Classes and
H o m e S tu d y In s tru c tio n

MAIL THE C O U P O N N O W !
Charles H. Langer,
Ph.B., C .P .A .
P resid e n t and
E d u ca tio n a l D ire cto r
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M ember National Home Study Council

W ALTO N

S C H O O L O F C O M M E R C E , 5 0 3 -5 1 3

M c C o rm ic k Building, C h ic a g o , Illinois

W ith o u t o b lig a tio n on my p art, p le a se sen d m e a c o p y o f "T h e W a lto n W a y to a
tio ns as to w hat you can d o to help m e a d v a n c e in the bu siness w orld.
N am e .........................................................................................................................
A d d r e s s ....................................................................................................................
C ity and S ta t e
O c c u p a tio n

..................................................................................................

AM
IN TERESTED
IN

□

B e tte r

D a y ," and

su g g es

H O M E ST U D Y IN S T R U C T IO N

□

R ESID EN T D A Y C L A S S E S

□

R ESID EN T E V E N IN G C L A S S E S

............................................................................................. A g e .
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In

M

e m o r ia m

C.P.A.
(C alifornia No. 38, 1902) o f Los Angeles
recently passed away.
M r. Blackman was a charter member of
The American Society and a member of
the C alifornia State Society. He had fo r
many years practiced accounting under his
own name in Los Angeles.
W il l ia m

R obert

B lac km an ,

A n d r e w H u n t e r , J r ., C.P.A. (M a ry 
land No. 37, 1906) o f Baltimore died on
March 20, 1934.

He was a charter member of The A m eri
can Society and a member of the M ary
land Association o f Certified Public A c
countants. For many years he conducted
his practice under the name o f Andrew
H unter, Jr., in the American Bank B u ild 
ing, Baltimore.
H omer

E.

L e w is ,

M ay,

C.P.A. (O hio No.

404, 1925) died in Columbus, Ohio, on
February 11, 1934.
For a number o f years he was asso
ciated w ith Lybrand, Ross Bros. & M ont
gomery and fo r the past three or fo u r
years had practiced on his own account in
Cincinnati. He was a member o f the
Ohio Society of The American Society.
C h ar les
S. L u d l a m , C.P.A. (New
Y ork, 1897; I l l ., Pa., Ohio, Mo., Okla.,
Colo., La., Calif., Texas, M inn., Mich.,
R. I., Utah, Ore., Ala., N. J., Tenn., and
N. C.) passed away at his home in M iam i
Beach, Florida, on A p ril 4 , 1934.
He was a senior partner in Haskins &
Sells, which firm he joined in 1895. One
o f the early leaders in the advancement of
the profession, his interest and activity was
continuous through the years.
M r. Ludlam was a charter member of
The American Society, a member of the
American Institute, National Association
of Cost Accountants, American Associa
tion of U niversity Instructors in Account
ing, the American Academy of Political
and Social Science, the American A rb i
tration Association as well as societies in
many states in which he held certificates.

J o s e p h C. M y e r , C.P.A. (N . J . No, 285,
1925 ; N. Y. No. 3477, 1931) died at M edi
cal Center, New Y o rk City, on A p ril 5,
1934, of an infection of the blood stream.

He had been in the hospital fo r five weeks
suffering from a physical breakdown.
A t the time of his death he was Dean
o f the School of Commerce at St. John’s
U niversity, Brooklyn, which he had o r
ganized in 1927.
Born in Newark, New Jersey, in 1893,
Dean M yer was graduated in 1917 from
Dartmouth College w ith the degree of
B. S. W hile at college he was leader of
the Glee Club, Captain o f his class Cross
Country Team, member of the track team
and founder and editor of “ The T h ird
Rail,” a Dartmouth publication.
He was a member of The American So
ciety, National Association of Cost A c
countants, American Association of U n i
versity Instructors in Accounting, the So
ciety of Certified Public Accountants of
the State o f New Jersey and the New
Y o rk State Society of Certified Public
Accountants. He had accumulated an ex
tensive library of early accounting text
books and was himself the author o f the
Standard Accounting Texts on Elementary
Accounting, Constructive and Partnership
Accounting and Corporation Accounting
and New Y o rk C.P.A. Questions w ith
Answers.
M ic h a e l

S ig a f o o s ,

C.P.A. (Pa. No.

136, 1915) died suddenly at his home in
Germantown, Philadelphia, on March 10.
In his many years o f professional prac
tice he had endeared himself to his associ
ates and always worked fo r the best inter
ests of his profession.
C o l e T r o s t l e r , C.P.A. (N ew Y ork,
No. 908, 1920) o f New Y o rk C i t y , died
on A p ril 9, 1934.
M r. Trostler was a partner in the firm
of Charles Hecht & Company and had
been a member of The American Society
and the New Y o rk State Society fo r many
years.
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“ Just the minute you get satisfied with what you've got, the concrete has be
gun to set in your head.” — Charles F. Kettering.

The President’s Page
D is trib u tio n

C o s t

A c c o u n tin g

by George Price Ellis,

C .P .A .

C C O U N T IN G has a fu n ction under th e codes w hich has not so fa r
been stressed. The “p olice” fun ction , which is im m ediate and v ital,
has been pointed out. The big opening for prod u ction -cost an alysis is
clear. B u t acco u n tin g aid in achieving econom ies in D istrib u tion has
hard ly been noted. Y e t the course of N R A , in spite of th e em phasis upon
p roduction, is m arketw ise. U ltim ately , code governm ent m u st be ap 
praised from the m ark et side.

A

F o r reason s la rg e ly h istorical, D istribution has n ot had in this
co u n try the co n cen trated stu d y wh ich has been given to P rod u ction . I t
w as not previously th ou gh t essential to study it. In the days before the
v ast credit-banking s tru c tu re , p rod u ction w as for self-contained local
m arkets. E xp a n sio n m erely enlarged th e m ark et area, w ith ou t changing
its c h a ra c te r o r its stru ctu re . Cam e the in d u strial developm ent a fte r
the Civil W a r , p arallelin g R eco n stru ctio n in the South and the occu p a
tion of the W e ste rn plains. B o th afforded a seem ingly lim itless dem and
fo r the grow ing bulk of in d u strial ou tp u t. The dom estic m ark et seemed
able to absorb co n sta n tly m ore goods, w ithout eith er a corresponding
in crease in selling p rice, o r a corresponding cu t in p rice, so th a t indus
tria l profits w ere in p rop ortion to the volum e of goods produced.
C onditions a re different today. V olum e can be absorbed, if a t all,
only a t g re a tly augm ented selling cost, or by p rice-cu ttin g . W e have
larg e experience of the p rice -cu ttin g ; and, under th e codes, it is probably
taboo. H igh p ressu re selling only in creases consum er resistan ce, and
consequently th e expense. The answ er is to be found in m ark etin g an alysis
even m ore intensive and thorough th an the P ro d u ctio n an alysis of the
past.
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M ay

The p rep a ra tio n of code d a ta revealed how little the ran k and file
of business and in d u stry know about cost-of-production. They know
even less about the cost-of-distribution. So long as the m ark etin g m a
chinery functioned, no one cared about its inadequacy and w astefulness.
Now, w ith a m ark et ch aracterized , as Colonel N. B . G askell has pointed
out, not by absorptive pow er but by replacem ent and in tern al re a rra n g e 
m ent, business m ust seek profits in a new ap p roach to D istribution. The
consum er, not the p rod u cer, is the key to the in d u strial future.
The need for d isinterested tech n ical an alysis is the m ore pressing
as the force of tra d e p ra ctice , price, cost, and production provisions of
the codes begins to affect the m arket. The m ost in terestin g news of the
day is th e tra d e re p o rts w hich discover these movem ents. The m ig ra
tion of in d u stry from ru ra l to urban areas in one d irection perhaps is
balanced in an oth er by a tendency to decen tralize through branch offices,
w arehouses, and region al units. W h ile all q u an tity and tra d e differ
en tials a re dropped under some codes, the close definition of discounts in
oth er codes is stim u latin g cooperative buying, and rebuilding the jobberw holesaler function. Two reasons are given by the C onsum ers’ A dvisory
B o a rd for this drive to freeze d ifferentials in to the c o d e s: first, the desire
of th e in term ed iate d istrib u to r to op erate upon a m argin p rotected by
law from the com petition of m ore d irect m ethods of d istrib u tio n ; second,
the need for p rotection a g a in st the b argain in g stren g th of larg e buyers.
The B o a rd has sounded a w arn in g ag ain st an unconsidered rig id ity ; dif
feren tials have no ju stification excep t they be based upon difference in
m ark etin g function.
The reord erin g of q u an tity discounts has raised the issue of quality.
A dem and is grow ing in stren g th th a t the codes be am ended to include
stan d ard s of q uality. The com petition between n atio n al and p rivate
brand goods th reaten s to become form idable. A t the m om ent, it is said,
th ere is consum er leaning tow ard the known q u ality of n atio n al b ra n d s ;
but the p rice ad van tage w ith local brands m ay p resen tly a lte r the s itu a 
tion. The d an g er is, as Colonel G askell has suggested, th a t unbranded
m erchandise m ay become so predom inan t an elem ent in d istribution th a t
it w ill con tro l prod u ction . U nbranded goods have no uniform stan d ard s
of q uality. A bsorption of consum er dem and by such low -priced, lowprofit m erchandise, m akes for m ark et in stab ility and en tails also a gen
eral unbalan cin g of production. The side of the m ark et which responds
to qu ality, is all too often overlooked. Likew ise, it is often forgotten th a t
p rod u ction balanced between q u ality and cheapness brings the higher
average price.
C ustom er selection is an oth er division of D istrib u tio n cost req uirin g
accou n tin g analysis. F e w business men have bothered to distinguish
the variou s la y e rs in th eir m ark et w ith a view to tap p in g only those
m ost profitable. F e w have cared to weigh large and sm all ord ers with

,
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an eye to the re lativ e burden upon in ven tory con trol, financing costs,
salesm en’s expense, bookkeeping requirem ents, and all oth er op eratin g
expense acco u n ts. The elem ent of good-will m u st be ap p raised from an 
other angle. F o r y e a rs, m any banks cu ltivated a m ultitude of sm all a c 
counts w ithout, ap p aren tly , an y a tte m p t to analyze the cost of handling
such business. W hen they woke suddenly to the unprofitableness of the
sm all accou n ts they had been so eager to bring into the fold,— when, in
sh ort, th ey applied cost accou n tin g to th eir deposit business,— and began
to ch arge accord in g ly , i t is quite possible th ey in ju red them selves m ore
in the public m ind th an they saved in expense. C ertain ly, it w as a s t a r t 
ling revelation to th e m an in the stre e t th a t some banks had n ot known
the cost of doing business.
C ost-of-distribution is an u n trod field of op p ortu n ity for the a c 
co u n tan t to whom his profession is m ore th an a ro u tin e an alysis of c e r
tain figures and relationships. E ven cost-of-production d a ta gain in sig
nificance when related to the m ark et. Tendencies tow ard m onopoly have
less bearing upon p rod u ction th an upon the m arket. The w astes of dis
trib u tion have never been dissected item by item . E xcessiv e m erchandis
ing effort, excessive ad vertisin g, tra d e abuses, too m any d istrib u tors—
are only ideas u n til cost-analyzed in relatio n to a p a rtic u la r situ ation .
U nscientific m anagem en t is a fa c t w ith ou t point u n til D istrib u tio n C ost
A ccou n tin g reveals w hether it is lack of coordination of p roduction and
m ark etin g, lack of fo recastin g, lack of stan d ard izatio n and budgeting,
lack of research , of personnel, or fa ilu re to establish sound tra d e re la 
tions.
The a cco u n ta n t holds th e key to these problem s of business
engineering.

B o a rd

o f D ire c to rs

The annual Spring meeting of the Board
of Directors of The American Society was
held in the Silver Room of the National
Press Club, Washington, D. C., Tuesday
and Wednesday, M ay 1 and 2, 1934.
Those present were:
W illia m J. Carter, Atlanta, Georgia;
Ralph W . E. Cole, Los Angeles, Cali
fornia ;
John A. Conlin, Newark, New Jersey;
James A . Councilor, Washington, D. C .;
Carl E. Dietze, Milwaukee, W isconsin;
Homer A. Dunn, New Y o rk C ity;
George P. Ellis, Chicago, Illin o is ;
W illia m C. Heaton, Elizabeth, New
Jersey;

M

e e tin g

Simon Loeb, New Y o rk C ity;
E. Lunsford, Kansas City, M is
souri ;

H a rry

Frank W ilb u r Main, Pittsburgh, Penn
sylvania ;
H enry J. M iller, New Orleans, L o u i
siana ;
W illiam D. Morrison, Denver, Colorado;
Herman C. J. Peisch, Minneapolis, M in 
nesota ;
H oratio A. Roney, Indianapolis, In d i
ana ;
Darby Sere, New Orleans, Louisiana;
Durand W . Springer, U .S .A .;
A rth u r C. Upleger, Waco, Texas;
W alter D. W all, Columbus, Ohio.
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D uring the meeting form er Director
P arry Barnes of Kansas City, and Com
mitteeman J. A rth u r M arvin of New Y o rk
C ity sat in fo r short periods.
The Secretary’s report referred to the
w ork which had been done by the Society
committees in connection w ith the Revenue
B ill, the Government Costing bill, the bill
which sought to lim it fees that could be
charged in connection w ith refunds, and
the Stock Exchange B ill. I t then reviewed
the w ork which had been done in connec
tion w ith T D 4416, the prospective amend
ments to the Securities A ct of 1933, N R A
Codes, and increased utilization by the
Government of certified public accountants.
Following the governmental relationships
referred to, the report covered the subjects
o f annual meeting, one national organiza
tion, membership, finances, service o f ex
amination questions, president’s trip and
Canadian relations.
The entire forenoon was occupied by
inform al discussion o f the several points
enumerated in the report.
A t the noon luncheon Baldwin B. Bane,
chief of the Securities D ivision o f the Fed
eral Trade Commission, was a guest. The
directors enjoyed renewing the pleasant
acquaintance made at the Milwaukee meet
ing and inform a lly M r. Bane touched on
several administrative points which had
arisen since that time.
The afternoon was entirely devoted to
a discussion of general policies, at the con
clusion o f which a committee consisting of
Messrs. Peisch, M ain, Heaton and Dunn,
was named to formulate from the discus
sion a report which could be considered
at the Wednesday m orning meeting.
A t the session follow ing dinner the
Board agreed on certain recommendations
to be presented to President Roosevelt, or
dered reprints of the pamphlet on “ Regu
latory Legislation” w ith an additional fea
ture, authorized the issuance o f reprints
o f the address by President E llis which
w ill appear in the June issue, directed the
Secretary to carry out a suggested plan of
campaign in favor of the larger adoption
o f the general principle of utilizing the
Natural Fiscal Year in connection w ith all
industry, referred to A rth u r Upleger to
present a report the next day, a suggested
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resolution w ith reference to the decease of
two members who had been prominently
identified w ith the Society, cited a member
to appear before the next Board Meeting
to defend himself against charges which
had been preferred and which the Com
mittee on Complaints had recommended to
the Board fo r action, referred the matter
o f proper distribution of a report covering
the subject of a M unicipal Accounting
Program to the President and Secretary,
recommended a few suggestions to the
Committee on Federal Legislation fo r con
sideration, and discussed the possibilities
of a closer relationship between certain
business and professional groups and cer
tified public accountant societies.
Wednesday morning Herman Peisch, fo r
the committee appointed to present the
ideas which had been evolved in the dis
cussion of Tuesday, presented a report
recommending the establishment of a small
monthly printed bulletin styled, C.P.A.
N E W S , the purpose of which should be
to bring news items to the members at
regular intervals rather than by means of
mimeographed or printed letters from the
Secretary’s office.
The committee also
recommended that careful consideration
should be given by the Board and the Com
mittee on Constitution and By-Laws to the
advisability and possibility of such a revi
sion as would perm it the individual who
had recently received a C.P.A. certificate,
who had joined the State Society w ithin a
year thereafter and who may apply to The
American Society fo r membership w ithin
the next year to pay a third of the basic
dues fo r the first year of his membership,
two-thirds fo r the second, and beginning
w ith the th ird year the fu ll amount.
Several questions which had been pre
sented to the office o f The American Soci
ety by members were introduced by the
Secretary and suggested replies agreed
upon. Shortly a fte r lunch the Board ad
journed.
P LA N TO A T T E N D T H E

ANNUAL MEETING
of
T H E A M E R IC A N S O C IE T Y

ATLANTIC CITY — OCTOBER 1-4, 1934
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President E llis le ft Chicago Sunday
night, A p ril 1, and spent Monday at
Minneapolis. A luncheon at the M inne
apolis A thletic Club brought together 30
accountants, members o f the Minnesota
Society o f Certified Public Accountants
and the F riday noon accountants’ luncheon
club. Past President Peisch introduced
the speaker. M r. E llis discussed the ac
counting profession as it was affected by
the Federal Securities A ct and the N R A
code provisions, a fte r which the bulk of
the afternoon was spent in questions and
inform al discussion.
Leaving Minneapolis at night, President
E llis arrived at Fargo, N o rth Dakota, at
five o’clock Wednesday morning. D uring
the m orning he met several o f the account
ants. A t a luncheon at the Gardner H otel
10 persons were present, including the
local N R A D irector and tw o chairmen of
local code administrative committees. This
meeting was of an entirely inform al char
acter but served to bring together account
ants and business representatives fo r a
very profitable discussion.
Leaving Fargo at 2 :50 that afternoon,
Bismarck was reached at 7 :50. The cer
tified men from M in o t and Bismarck spent
the entire evening discussing w ith him the
professional situation in N orth Dakota.
Wednesday m orning they inspected the
new State Capitol, made a short trip to
Mangan, and about noon President E llis
le ft fo r Montana.
He arrived at Helena at seven o’clock
Thursday morning. No meeting was held
in Montana, although he met several of
the accountants inform ally.
The president reached Spokane, Wash
ington, late Thursday night and spent F r i
day in that city. Luncheon at the Daven
port Hotel was attended by a baker’s
dozen and, as in most of the places, fo l
lowing the general presentation on Federal
Government activities, considerable time
was spent in inform a l questioning w ith re
gard to the general professional situation.
Saturday morning, A p ril 7, found the
president at Seattle. The m orning was
spent in sightseeing. W hile, o f course,

B y

P re s id e n t

E llis

Saturday is usually an inconvenient day
fo r meetings, 22 of the certified men gath
ered fo r a luncheon. Naturally, some time
was devoted to a discussion of the prac
tical workings o f the recently enacted
W ashington law, copy of which appeared
in our A p ril issue. Later in the afternoon
another sightseeing trip was taken and the
officials o f the Society had dinner w ith
President E llis follow ing which they dis
cussed other important professional ques
tions.
Sunday morning the president reached
Portland.
Messrs. Wood, Sawtell and
Janney took him on the famous, as well
as interesting, Columbia R iver trip and
the day served as a fine intermission in a
couple o f very strenuous weeks. A t noon
Monday he spoke before the Portland
Chamber o f Commerce at the Portland
H otel on “ Problems Relating to N R A .”
About 300 were present and the program
was broadcast. Following this address he
was invited to remain over and speak to
the Portland Breakfast Club the next
morning. He could not accept this in vi
tation by reason of the schedule which
had been prepared fo r him in advance, but
it was a tribute to the message he had
given at noon. That afternoon Director
Lesher accompanied the president on a
visit to the offices of a number of account
ants and in the evening the monthly meet
ing o f the Oregon State Society was held,
at which time professional problems were
discussed.
Leaving Portland Monday night, Sacra
mento was reached at 6:10 Tuesday a fte r
noon. He was met at the train by M r.
Lumbard, and was taken directly to the
Sacramento Hotel, where 40 individuals
were awaiting his arrival. In addition to
the 10 accountants there were representa
tives o f the Finance Department o f the
State, the Sales T a x Examiners from d if
ferent parts o f the State who had been
present fo r an all-day session at the Capi
tol. Following the usual talk on securi
ties and codes, another hour and a half
was devoted to answering questions.
Wednesday m orning he arrived at San
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Francisco, spent some time w ith M r.
Bours, the Secretary of the State Society,
Secretary of the State Board, and a fo r
mer D irector and State Representative of
The American Society. O nly members of
the State Society were present at the
luncheon and the time was largely given
over to professional matters, although
considerable interest was shown in his re
marks on the National Recovery Act. In
the afternoon the president was in con
ference w ith Messrs. Bours and H am 
mond, present State Representative.
The president reached Los Angeles
Thursday morning. D uring his stay at
Los Angeles he was largely chaperoned
by Messrs. Cole, Thomson and Wilson.
A luncheon at the A thletic Club brought
together 25 o f the members o f the Los
Angeles Chapter o f Certified Public A c
countants fo r a discussion of the future
o f the profession. In the afternoon W il
son and Thomson took the president on a
sightseeing trip through Beverly H ills, to
the beach, through Japanese gardens and
some o f the fine residential districts in
Los Angeles, returning in time fo r an eve
ning meeting which had been scheduled
at the U niversity o f Southern C alifornia
under the jo in t auspices o f the Los A n 
geles Chapter o f the State C. P. A . So
ciety, the Los Angeles Chapter of the
National Association o f Cost Accountants,
the Petroleum Accountants Institute, the
Iota Chapter o f Beta Alpha Psi, and the
Society o f Industrial Engineers. This was
a jo in t meeting of the character fa irly
common in Los Angeles when all o f the
various groups interested in accounting
problems get together fo r the purpose of
studying a particular accounting subject.
The topic fo r the evening was “ The N R A
Code Procedure.”
Three reports as to
the number present varied a little but
the average shows 320 attended the meet
ing. Following the address which Presi
dent E llis gave, questions were propounded
and answered fo r another hour. D uring
the president’s stay Past President Cole’s
son Richard took him fo r a tw o-hour a ir
plane ride over the city and surrounding
country.
Sunday evening the president reached
Salt Lake City. Monday was a legal holi
day in the State o f U tah and, o f course,
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a good many o f the accountants had nat
urally taken advantage of that fact to have
an extended week-end vacation. H o w 
ever, a luncheon at the A lta Club at noon
on Monday tendered President E llis by
Lincoln G. Kelly, w ith the officers of the
State Association, became so enticing that
it was three o’clock before it broke up.
The newspaper men interviewed E llis w ith
regard to the national financial situation
and gave practically a column in the eve
ning paper to the interview. A dinner
meeting, attended by a m ajority o f the cer
tified public accountants, completed an in 
teresting as well as profitable day.
Leaving Salt Lake Monday night,
Rawlins, W yoming, was reached at eight
o’clock Tuesday morning. President E llis
was met by Messrs. Reimerth and K n ittle
and the 126-mile ride through the moun
tains to Casper brought them to a group
of 60 business and professional men who
awaited his arrival fo r a luncheon meeting.
Once again the State N R A Director, State
Senator Nels A. Pearson, was present and
made a short talk, as well as the M ayor
of the city. The problems of the Federal
Government were constructively presented
by Ellis. The afternoon was spent by the
accountants in inform al discussion.
Leaving Casper at eight o’clock that eve
ning, the president was met at Denver the
next morning by Messrs. M orrison, Rede
ker, Dent, Linck, W ittin g and Montgom
ery. A fte r breakfasting together, a trip
into the mountains occupied the forenoon
and at noon 30 o f the certified men
lunched together and discussed local pro
fessional matters. In the evening there
was a jo in t meeting, held at the ShirleySavoy Hotel, of the Colorado Society and
the Denver Chapter o f the National A s
sociation of Cost Accountants, to which
the various regional code authorities had
been invited. M any were present, includ
ing the Executive Assistant to the State
D irector of the N R A and an official of
the Denver Chamber o f Commerce. The
150 present were highly pleased w ith the
inform ative talk given by President Ellis,
after which there was considerable time
spent in answering questions.
Omaha, Nebraska, was reached at 3:15
Thursday afternoon. Messrs. Loucks and
( Continued on page 300)
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L a tin -A m

e ric a n

P a id ? *

C.P.A., New Y o rk City

H E average American w ill be sur
C a u se of t h e D e fa u lt s
prised to learn that at the end of 1930
The defaults were caused by two rea
the estimate o f p o rtfolio investments of sons— political and economic. Since June,
the U nited States in the twenty Latin- 1930, we have had ten successful revolu
American republics amounted to $ 1,610,- tions in the twenty Latin-Am erican repub
038,000.1 On the assumption that $1,000 lics and revolutionary attempts in some of
is the average holding, this means 1,610,- the others. The causes of these revolu
038 investors, and on the basis o f a $3,- tions were both political and economic,
000 holding it would mean 537,000 inves stressing the latter. W e must be realistic,
tors. By portfo lio investments is meant however, and i f there had been no revolu
the amount o f government or government- tions economic causes would have com
guaranteed dollar bonds, whether o f cen pelled the defaults. The main economic
tral governments, states or cities, issued reason was the tremendous drop in the
and held in the United States. Redemp prices o f raw materials, both agricultural
tions through direct purchase or the opera and mineral, in Latin-Am erica. Decreases
tion of sinking funds have reduced this in volume and prices o f their exports
figure somewhat, but not to an appreciable meant less im ports; less imports meant
extent. Perhaps 70 per cent. o f this less custom revenues, both on imports
and exports, and a reduction in taxes
amount represents issues since 1914.
The issues o f fourteen Latin-Am erican on income, profits and consumption. I t
central governments are quoted on the was a vicious circle and the governments
New Y o rk Stock Exchange— ten issues are were unable to reduce their expenses as
in default, and it is possible that the bonds fast as the drop in revenues. W a r scares,
of another large country soon w ill be. and w ar as well, helped to increase ex
This does not take into account the issues penditures and has and is still affecting
of Latin-Am erican states, departments or fo ur countries— Colombia and Peru, Bo
municipalities, the m ajority of which are livia and Paraguay.

T

also in default.
Secretary H u ll’s recent trip through
South America has aroused a great deal
o f interest and speculation on the eco
nomic situation o f our Latin-Am erican
sister republics. The average investor in
his own mind asks h im s e lf: W hat was
the cause of these defaults? W hat w ill
help to make these bonds more valuable,
and w ill I get my interest and principal?
W hat are the Latin-Am erican republics
doing to restore their credit ? W ho are the
holders o f these bonds? W hat is being
done to assist the investor in L atin-A m er
ican bonds? Outside of Mexico these de
faults have taken place since 1930.
* R e p rin te d f ro m T h e B a n k ers M a ga zin e, N e w
Y o rk .
1T ra d e In fo rm a tio n B u lletin N o . 7 6 7 , U n ite d
S ta te s D e p a rtm e n t o f C o m m e rc e .
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One answer is, more trade w ith Latin
America. The follow ing figures should be
interesting :2
The exports show an increase o f 11.1
per cent, and the imports a decrease o f 7.9
per cent., compared w ith 1932. W hile
these figures show a favorable merchan
dise balance, it does not take into account
the invisible items which would probably
reduce the amount considerably, i f not
cause its entire disappearance.
The second answer is— better commod
ity prices fo r the raw materials o f L atin
America, through increased consumption
here. Twelve m ajor Latin-Am erican ex
port commodities are shown on next page.3
2T h e A nnalist, J a n u a r y 19, 1934.
3B u lletin o f the P a n A m erica n U nion, O c to 
b er, 1931.
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Exports from the United States to Latin America (11 months of 1933).......$241,000,000.00
Imports into the United States from Latin America................................ 329,000,000.00
Latin America’s favorable trade balance..................................................$88,000,000.00
Coffee
Sugar
Petroleum
Copper
N itrate
W ool

Hides and skins
Cotton
Silver
Bananas
T in
Cacao

Several other commodities have a
greater export value than those shown
above, but they are more competitive w ith
our own raw materials. The accompany
ing table shows figures on imports o f se
lected commodities1 (next page).
The decrease in imports o f copper and
crude petroleum is probably due to the
im port duties now levied by the United
States Government.
The prices of the twelve commodities
listed heretofore have increased consider
ably in the past year. New Y o rk spot
prices on imported commodities are shown
in the table on the next page.2
Silver rose from 2 4 ½
cents per ounce
at the beginning o f 1933 to 445/8 cents at
the end o f the year. This should benefit,
under certain conditions, large silver-pro
ducing countries like Mexico and Peru.
The other fo ur commodities heretofore
listed have also shown price improvement.
In making these price comparisons the de
crease in the value o f the dollar should
also be borne in mind.
W

il l

th e

I n vesto r G e t H is P
I n ter est I n t a c t ?

r in c ip a l

and

Three countries whose bonds are listed
on the New Y o rk Stock Exchange have
made or are making adjustments w ith the
bondholders. The mildest o f these de
faults is the partial suspension o f sinking
fund. No fair-m inded bondholder should
object to this. The average investor is
satisfied i f he gets his interest and reason
able assurance o f the repayment o f his
principal. However, when you begin to
reduce or suspend interest or attempt to
reduce principal the business becomes
A n n a lis t,
1
2A n n a l i s t ,

January 19, 1934.
January 19, 1934.

more complicated. W hen a bondholder
learns that two Latin-Am erican countries
are buying up their bonds at forced sale
values, his thoughts in the matter can be
imagined. The investor may ask why
should E l Salvador and Bolivia pay 8 per
cent on their money when Argentina and
Chile borrow at 5 per cent and 6 per cent.
The answer is, the credit risk and the
country’s debt history. This is also the
reason why Switzerland and the Scandi
navian countries borrow more cheaply
than Roumania and the Serbs.
That there must be some adjustment of
the debts o f L a tin America is admitted.
President Roosevelt has stated that the
debtor is entitled to a sympathetic hearing
from his creditor.
O nly one L atinAmerican country, Bolivia, has sent a mis
sion to the U nited States to discuss mat
ters w ith the representatives o f the bond
holders. In these difficult days the situa
tion seems to have changed and the credi
to r has to go hat in hand to the debtor.
W

hat

t r ie s

A re t h e L
D o in g to R

a t in

-A

esto r e

Coun
C r e d it ?

m e r ic a n

T
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W ith the numerous revolutions taking
place and other difficulties of an economic
character, we are forced to the conclusion
that, w ith the exception of three countries,
the others have done nothing. W hile the
w ar debts o f Europe to our Government
have nothing to do w ith the debts o f Latin
America to our citizens, the man on the
street in Latin America thinks his country
should have the same treatment. Some of
the South American republics w ith large
trade balances in their favor w ith the
United States have not given the same
consideration to the American bondholder
as some o f the republics in Central
America.
Four countries have w ith varying suc
cess started on controlled production pro
grams, which may help to put them on
their fe e t:
Bolivia, w ith its tin agreement.
Brazil, w ith its coffee destruction pro
gram.
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Imports in Millions
1933*
Bananas, bunches ................................................................
39.6
Coffee, pounds ...................................................................... 1,552.5
Cane Sugar, pounds............................................................... 5,825.
Crude Petroleum, bbls..........................................................
31.5
Copper, pounds ..................................................................... 260.
Tin, refined, pounds.......................... ..................................
138.
Hides, pounds ....................................................................... 337.

1932
49.5
1,501.1
4,941.4
44.7
392.
78.
190.2

267
Per Cent Change
1933 from 1932
—

20.

+ 3.4
+17.9
—29.5
—33.7
+76.9
+77.2

*First eleven months.
Spot Prices
Sugar, refined, lb ..........................................
Coffee, Santos No. 4, lb .................. ..........
Coffee, Rio No. 7, lb ..................................
Petroleum, bbl................................................
Copper, lb........................................................
Tin, lb...............................................................
Wool, fine staple territory, lb..................
Hides, heavy native steers—Chicago, lb.

Cuba and Peru, with stabilized sugar
production.
Four countries have Americans in
charge of their customs revenues—Haiti,
the Dominican Republic, Nicaragua and
El Salvador.
These posts are covered by treaties in
the case of the first two, engagements with
the Corporation of Foreign Bondholders
in the case of Nicaragua and bankers’ loan
contracts in the case of El Salvador.
There are three ways in which the
Latin-American republics can help them
selves, and this is no carping criticism:
1. The revenue system in each country
can be improved. At present there is too
much reliance on indirect taxation, prin
cipally import duties.
2 . The revenue collection system shows
room for improvement. In some countries
there is too much decentralization of rev
enue collection, and consequent shrinkage,
before the funds arrive at the central
treasury.
3 . A better system of government bud
get and budget control is required. Bud
gets have to be adjusted to the present
levels of government income.
The Latin-American republics can only
pay their debts in gold, in goods or in ser
vices. The practical result is that they
must pay in goods. The feeling of nation
alism has grown very strong in Latin
America. Each country would like to be
self-supporting, to sell as much as possible
and to buy as little as possible. While this
is very beautiful in theory and should help

J a n .16,1934
.0430

. 103⅜ —⅝

.09⅜-½
1.197
.08

.52½

.85

.10

Jan. 17, 1933
.0395

.10
.08¼
.828
.05

.22¾

.43½

.05½

every country to pay off its debts rapidly,
it does not work out in practice.
One of the theories of the devaluation
of the dollar is that it will make it easier
for our debtors to pay their debts. Some
of the difficulties of this theory are the
following: Almost every Latin-American
country is off its monetary standard,
whether gold or gold exchange. Mexico
has a silver standard.
Practically every country has a control
over its foreign exchange and some have
very drastic regulations with severe penal
ties for violations or evasions. Each coun
try rations the available supply of export
bills for the most necessary imports or
other imperative obligations. A sudden
demand for a large amount of foreign
exchange for foreign debt service might
upset the monetary and fiscal system. This
transfer difficulty is one of the most im
portant.
A department or municipality may bud
get its debt service and even deposit the
local currency in the bank, but the ex
change control board of the central gov
ernment may refuse to sell them exchange.
In almost every country there is a “boot
leg” or “black” market in exchange, but
at ruinous rates.
The foreign exchange cable rates of
seven countries for the year 1933 are
shown in the accompanying table:1
Mexico and Colombia show losses in the
value of their monetary unit—in other
words it takes more local currency to set1Annalist, January 19, 1934.
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ColombiaArgentina
Brazil
Chile
Par
$.9733 .4244
.1196
.
.1217
.28
Unit
Gold Peso
Paper Peso Paper Milreis Gold Peso
Week ended
High Low
High Low
High Low
High Low
Jan. 7, 1933...........9550 .9550
.2575 .2575 .0750 .0750
.0612 .0612
Dec. 30, 1 9 3 3 ... .6850 .6850
.3352 .3325 .0875 .0875
.0975 .0975

t le foreign obligations than at the begin
ning of the year. Argentina, Chile and
Uruguay show considerable gains. Should
the Latin-Am erican currencies appreciate
to the extent o f the depreciation of the
dollar it would seem that the debt service
o f these republics could be easily resumed.
However, there are too many other factors
involved, too numerous to set fo rth in this
article, to permit the depreciated LatinAmerican currencies to move up as fast
as the dollar fell.
W ho
A re
th e
H o ld ers
of
L a t in A m e r ic a n B o n d s, a n d W h a t I s B e in g
D o n e to H e l p T h e m ?

Latin-Am erican bonds are held by hun
dreds of thousands of individual investors,
men and women, all over the United
States. Thousands o f small banks, both
national and State, and trust companies are
holders, and perhaps a few other institu
tions. These investors are numerous, not
very vocal and disorganized. T heir money
furnished the wherewithal fo r the huge
exports of our manufacturers to, and con
struction w ork in, Latin America.
If
there are any blocked pesos or milreis
available in these countries they go to the
people on the ground who are s k illfu l and
energetic, and there is the profit motive
both fo r importers and exporters, A m eri
cans and Latin-Americans.
The bondholder is the forgotten man as
a rule. Occasionally he joins a protective
committee. So far I know o f only one
which has had any success. W ith his
bond selling around $50 to $60 he does not
feel like spending say $10 to secure repre
sentation and protection.
W ith in the past few months there has
been organized in the U nited States a
Foreign Bondholders Protective Council
to look a fter the interests of the American
holders o f defaulted bonds.1 This council
has among its members many prominent
N e w Y o r k T im es B o o k R e v ie w e r ( 2 / 2 5 / 3 4 )
1A
d e sig n a te s th is step a s f o llo w s : “ . . . T h e a d d i
tio n to th e p la n n in g h ie ra r c h y o f th e G o v e rn 
m e n t’s o w n n o m in e e s to th e n e w F o r e ig n B o n d 
h o ld e rs P r o t e c t iv e C ou n cil. . ."

Peru
1.0342
Sol
High Low
.1750 .1750
.2250 .2250

M ay,
Uruguay
Gold Peso
High Low
.4750 .4750
.7552 .7400

Mexico
.4985
Silver Peso
High Low
.3125 .3082
.2791 .2791

Americans in all walks o f life. I t should
have the moral support of our Govern
ment, the financial aid o f the investment
bankers who sold these bonds and who, no
doubt, wish to protect and preserve their
investment clientele, and it should have the
financial support of every bondholder. I f
the bondholder elects the men who make
the laws and levy the taxes he should elect
an organization to represent his financial
interests. This organization can then carry
enough weight and authority so that no
foreign country can arb itra rily say to the
bondholder, “ Take it or leave it.”
There is also another organization called
The Institute of International Finance,
which is conducted by the Investment
Bankers Association o f America in co
operation w ith New Y o rk University. This
is a fact-finding organization, its bulletins
are excellent and the inform ation they con
tain is of an official character.
In England there is a Corporation o f
Foreign Bondholders, in existence fo r
nearly sixty years. I t has done excellent
w ork and has handled debt settlements
aggregating over £ 1,000,000,000. Its an
nual reports are authoritative and are con
sulted by every one. In three countries I
have been in touch w ith its operations.
There is no reason why such an organiza
tion should not be functioning here, fo r it
is greatly needed.2
In France there is an Association Na
tionale de Porteurs Fran çais de Valeurs
M o b ili ères, which protects the interests of
the French bondholder, and there are
sim ilar organizations in Belgium, Switzer
land, Italy, etc.
There is no doubt that some of the
Latin-Am erican bonds have been sold at
ridiculously low figures. In some cases
the interest coupon fo r one year is more
than the selling price o f the bond. A col
league made the statement in a semi-public
2 S ee “ T h e P r o te c tio n of A m e rica n
B o n d h o ld e rs,” by A llen W . D u lles,
A ffa irs , A p ril, 1932.

( Continued on page 319)
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by A r t h u r C. K e l l e y , C.P.A., San Jose, Calif.
Associate Professor, Department of Commerce, State College
suffered a tremendous collapse after 1929
H E day when a narrowly technical
training was sufficient fo r the profes fo r several reasons, which are recognized
sional accountant is past. The student of now to be more or less inherent in a highly
this subject must realize and hold clearly developed capitalistic economy using con
in mind the distinction between the art tinually improved labor-saving machines
of bookkeeping, which requires various fo r large scale production.
mental and manual skills, and the science
The suffering of the millions of unem
of accountancy which requires the book ployed and their families during those
keeping skills and also a specific and years follow ing 1929 brought about a com
thorough understanding of the principles plete political overturn, so that when the
of accounting and their application to the new administration took charge in March
solution of the various types of problems 1933, it had the power and the popular
which arise in the conduct of a business backing to make vital changes in the busi
enterprise under our present economic sys ness system of the nation. The time was
tem. In addition, however, to this profes ripe fo r a “ New Deal,” and the new Presi
sional training the modern accountant dent, Franklin Roosevelt, immediately set
should have a background of general and in motion the legislative machinery to
business education which w ill give him bring it about. Under the spur of the
an understanding of the nature of our President the Seventy-Third Congress en
present economic order, its origin, history, acted several measures o f far-reaching im 
its present status in this and other coun portance, but the one which was intended
tries of the world, and its trend and prob to be the foundation of the entire recovery
program was the National Industrial Re
able future development.
Such a grasp of the nature of business covery Act, signed by the President on
can only be acquired by a rigorous train June 16, 1933.
This federal law, commonly known as
ing in the social sciences, history and eco
nomics, money and banking, law and gov N. I. R. A. and the administration of the
ernment. This means a liberal education law, N. R. A., aimed to bring about such
and broad culture in the best sense of great changes in the methods of conduct
those terms. The inter-relationships and ing American business that every account
ramifications of modern business are so ant should make an intensive study o f the
far-reaching and intricate that the account act and acquaint himself w ith its provi
ant who does not possess a broad back sions. The purposes of the Recovery Act
ground w ill be handicapped and w ill fail were these:
( 1) To raise wages, shorten hours, and
to realize the fu ll opportunities of the pro
improve working conditions.
fession.
( 2 ) To provide more jobs.
These considerations are particularly
( 3 ) To encourage collective bargaining
pertinent to the present situation in the
United States. I t is coming to be realized
between labor and management.
In order to compensate the employers
more and more that the economic crisis
and depression o f 1932-1933 marked a fo r interfering in their labor relations the
turning point in the business life of this A ct also provided that the employers
country. The laissez-faire regime of indi should organize into industrial or trade
vidualism and capitalistic competition associations fo r the purpose of stabilizing
which had worked after a fashion and and insuring profits. These trade asso
served the people fa irly well fo r 150 years, ciations themselves were required to fo r
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mulate codes of regulations governing
wages, hours of labor, conditions of work,
production policies, minimum selling prices
and various other matters of importance
to the trade. Each code was then submit
ted to the N. R. A . fo r approval, and when
finally approved and signed by the Pres
ident, became the law of the land and had
to be complied w ith by all the business
units in the trade or industry concerned.
O f course, the purpose of these codes was
to eliminate u n fa ir and cut-throat methods
of competition, so that each enterprise
could make a fa ir profit, pay higher wages,
provide more jobs and still live.
In essence the theory o f the N. I. R. A.
was not to scrap capitalism at all, but
rather to continue laissez-faire individual
ism on a higher ethical plane, and by the
power of the government to force every
business enterprise to compete in a fa ir
and decent manner. The ideals of the N.
I. R. A. were praiseworthy, but the diffi
culty lay in the enforcement of the codes.
I t was thought at first that the rules of
the codes would be adhered to by the mem
bers of an association w illingly, and any
recalcitrant member would be brought
into line by moral suasion and public pres
sure. B ut these measures proved insuffi
cient, and violations o f the codes were
numerous especially in marginal enter
prises, thruout the country.
There are tw o fundamental assump
tions upon which the N . R. A. program
was based. The first is that i f all compet
itive units in a capitalistic economy are
forced to carry on their competition in a
fa ir and gentlemanly manner, profit mar
gins w ill be restored, wages increased and
hours o f labor reduced, and the unem
ployed w ill again find jobs. This assump
tion has not been borne out by experience.
Prices have been increased and profit mar
gins have been restored in some cases,
and there are indications that in certain
industries the condition of labor has been
improved considerably by the codes. For
example, in the textile industry child labor
has been abolished. On the other hand
the N. R. A . has not put back to w ork
the millions of unemployed. These have
had to be taken care of after a fashion by
the government borrowing and spending
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millions o f dollars on more or less un
necessary public works.
The second assumption of the N. R.
A. program is that all kinds and sorts of
enterprises can be forced to abide by the
same rules set up in the codes. There are
varying degrees of business efficiency in
any industry, ranging from those at or
below the margin which are suffering
losses to those at the top which earn con
siderable profits even during a great de
pression. Since the adoption of the N.
R. A. codes w ill usually increase cost of
operation, it is evident that their effect
upon the weaker units may be disastrous.
In such cases it w ill require fa r greater
pressure by the government to enforce the
code regulations than has yet been applied.
Such enterprises, impelled by the instinct
of self-preservation, w ill violate the code
rules in many ways, because of course the
profit motive is prim ary in any private
business.
I f the N. I. R. A. is to continue as a
permanent part of American business law
it appears that the government w ill have
to exercise greater diligence in the enforce
ment o f the codes upon those business
units which do not favor it and violate
it constantly. In this connection the ac
counting profession w ill have to assume a
certain responsibility, fo r it is the trained
accountant who can really examine and
analyze a business unit and determine
what are the facts w ith regard to sus
pected code violations. This is especially
true w ith regard to those provisions in
nearly all the codes which require that the
product must not be sold below “ cost,”
and include in that term not only cost of
production but also administrative, deliv
ery and selling expenses. Such code re
quirements are absurd because they would
make it illegal to sell a commodity at a
price which would not cover all cost of op
eration, everything in fact except the net
profit. In many lines of industry the net
profit is not over 5 % of the sales so that
such a requirement would prevent cutting
the price of an article more than 5%, which
could not possibly be enforced by any gov
ernment under the stress of modern com
petitive conditions. I f the trade codes are
to be workable the accounting profession
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must have a hand in fram ing and inter
preting them.
I t is perhaps rash to indulge in predic
tions at a time like this when the economic
system is in a state of rapid flu x and
change. Yet there are many indications
that the capitalistic regime in its old raw
form which dominated the American
scene fo r so many years, despite its peri
odical convulsions, is on the way out, and
a greatly modified and better controlled
system w ill take its place. W hat the even
tual form o f the new system w ill be cannot
be seen. I f the N. I. R. A . fails, new
methods o f economic control w ill be set
up which w ill probably be more radical
and stringent than any yet attempted. I t
is hardly possible, however, that the na
tion w ill ever go back to the era of un
bridled individualism which culminated in
1929. A ll signs point to more govern
mental control o f industry, and not less.
W hat this trend means to the account
ing profession can now be visioned. The
accounting method is essentially a method
of control. That is, any public or private
organization, whether it be the government
of the United States, the General Motors
Corporation, or the corner grocery store,
must have a system of gathering and re
cording business data and then interpret
ing these data in order to enable the man
agement to guide the organization as a
whole and in all its parts.
I f the present trend toward state social
ism continues there w ill arise in the United
States eventually a planned economy or
socially controlled system of production
and distribution in place of the present
capitalistic economy which in theory is con
trolled by the price system but in fact is
so poorly controlled by the price factor
that the system breaks down periodically.
I t is manifest that a planned economy
where production is nicely balanced against
consumption and the business cycle is flat
tened out is not conceivable without a
highly pefected and elaborate system of
statistical and accounting controls which
may be exerted th ru trade and industrial
associations or more directly by the gov
ernment itself.
The science o f accountancy has devel
oped a high degree o f technical efficiency
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especially along the line of cost analysis
and machine methods of gathering and
classifying business data, and this advance
ment in the science has made possible the
successful operation o f the great corpora
tions and consolidations which dominate
the American industrial scene today. O f
course these great enterprises are profitseeking units in a capitalistic economy,
and the point o f view of those in control
including the accountants has always
been individualistic and self-seeking. P ro f
it was first and the social obligations of
the business were not considered. The
time has now come, however, when this
limited point o f view must give way in
a measure to a broader social point of
view.
This need fo r a sh ift in emphasis is es
pecially true of the accounting profession.
In the future accountants w ill have to
measure up to even greater responsibili
ties than they now bear. N ot only must
they discharge their duty to their client or
employer by helping to bring about an
efficient profit-m aking enterprise, but they
w ill also be under an ethical and probably
legal obligation to see that their client
plays the game according to the rules, and
carries on the business in conform ity w ith
the trade code, the N. R. A . regulations,
the Federal Securities Act, and whatever
other governmental restrictions may be im 
posed. These are grave responsibilties, and
those who follow this profession in the
future w ill need a broad social outlook,
ability and talents of a high order.

A IL M E N T S
The doctor shook his head doubtfully.
“ T e ll me, what exactly is wrong w ith
you?” he asked his patient.
“ I can’t explain it,” said the patient wear
ily. “ I only know I suffer.”
The doctor nodded.
“ W hat kind of life do you lead?” he
asked.
“ I work like an ox, I eat like a wolf, I ’m
as tired as a dog at the end of the day, and
I sleep like a horse,” replied the other.
“ H ’m,” said the doctor, “ in that case I
should advise you to go and see a veterinary
surgeon.”
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* E d i t o r ’s N o t e : H o u s to n , T e x a s , fu rn ish e s an
in sta n ce o f h e a r ty c o o p e ra tio n b etw een th e c e r 
tified pu blic a c co u n ta n ts and th e lo ca l c h a p te r
o f th e N a tio n a l A s s o c ia tio n o f C o s t A c c o u n t
a n ts. Jo s e p h L . B lo c k , a m e m b e r o f T h e A m e r 
ica n S o cie ty , is P r e s id e n t o f th e N . A . C. A .
C h a p te r th is y e a r. T h e p r o g ra m sch ed u le h as
been m a d e up in a r a th e r unique m a n n e r. E a c h
m em b er in d icated his c h o ice o f nine su b je cts
fro m a list sen t him , to w h ich list he w as p e r
m itte d to ad d a n y o th e rs. T h e nine su b jects
re ce iv in g th e m o s t v o te s w e r e se le cte d f o r the
to p ics o f d iscu ssio n f o r th e nine m o n th ly m e et
ings. P ro m in e n t sp e a k e rs w e re ob tain ed to p r e 
sen t th e to p ics, p re lim in a ry to th e d iscu ssio n
w h ich follo w s. T h e to p ic f o r th e J a n u a r y m e e t
in g w as “ S ta te G ro ss In c o m e an d G e n e ra l S a les
T a x as a S u b stitu te f o r th e S ta te A d V a lo re m
T a x e s .” T h e sp e a k e r, a m e m b e r o f th e M issis
sippi S ta te L e g is la tu re , w h ich S ta te w a s th e
seco n d to pass a g e n e ra l S ta te sales t a x law ,
d e v o te d p r a c tic a lly h a lf o f his p a p e r to an h is
to r ic a l p re s e n ta tio n o f t a x d ev elop m en t. T h e
seco n d p a r t o f th e p a p e r, d ealin g w ith p re se n td a y co n d itio n s, p re se n te d su ch an in te re stin g r e 
su m e o f th e ir e x p e rie n ce th a t p e rm issio n w as
s e cu re d to p re se n t it to o u r r e a d e rs .

T a x e s

*

Member Mississippi Legislature

H E Federal Government has never
levied a general sales tax, in any of
its modified forms, but from time to time
has been compelled to levy special sales
taxes to raise revenue demanded by un
usual circumstances or conditions, usually
for the purpose of conducting a war or for
meeting the expenses incident to the clos
ing of wars and the payment of debts
caused by war. During the Civil W ar it
levied a comprehensive tax on manufac
tured goods but the attempt to supplement
it with a general sales tax met with defeat.
Many sales taxes, especially on “luxuries,”
were adopted during the late World W ar.
D uring the last few years various forms
of general sales taxes and manufacturers
tax have been advocated in Congress, but
to date no such tax has been enacted, the
Federal Government having in lieu o f
levying this kind of tax levied various
special sales taxes. The revenue from in 
toxicating liquors has removed the imme
diate necessity of the Federal Government
enacting a general sales tax or gross in
come tax.
A sales tax in its general form , though

T

V a lo re m

M ay,

often considered by various American
States, was never adopted by any State
until recent years. Because of increased
demands fo r public money and a corre
sponding shrinkage in the State’s revenue,
caused by the uncertain economic condi
tions since the W orld W ar, and especially
since the beginning of the present eco
nomic depression all over the world, va ri
ous forms of sales taxes have been enacted
in 26 states and agitated in many others.
The tax on gasoline is used in all the
American States and the tobacco tax is
at present used by 13 states.
Most states have special sales taxes, or
what are sometimes called excise or con
sumers’ taxes. The excise tax on gasoline
is universal. About one-fourth of the
states levy other kinds of consumption ex
cise taxes, mainly on tobacco, cosmetics,
soft drinks and other luxuries. South
Carolina has carried consumption taxes
further than any other State and derives
a large part of its revenue from this
source. Severance taxes varying in form
are levied in Alabama, Arkansas, Louisiana,
Kentucky, Minnesota, Montana, New
Mexico, Oklahoma, Texas and Mississippi.
In most cases the tax is based on the gross
market value of the material extracted or
severed from the soil or waters.
West V irg in ia was the first of our states
that set out deliberately to adopt a thor
oughgoing sales tax when it put such a
measure into effect on July 1, 1921. Its
adoption arose out o f need fo r more reve
nue to meet the increased cost of govern
ment, a condition that has occasioned much
more comment among our states in re
cent years than this obvious means of
meeting the demand. A t first the feeling
was general in West V irginia that, since
more revenue was needed, the coal mining,
oil and natural gas industries should pay
a larger share of the total, and a bill was
initiated to tax those industries. By the
time that bill emerged, however, it had
grown considerably, and provided fo r a
gross sales tax on all sales, commercial, in
dustrial and casual. Products of mining
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or of oil, gas and other minerals pay rates
that vary from .42 per cent fo r coal to 1.85
percent fo r natural gas. Manufacturers pay
a rate of .21 percent regardless of whether
the goods are delivered w ithin or out
side the State, and gross incomes of con
tractors, amusement houses, and all other
businesses pay rates varying w ith the busi
ness. Returns are made quarterly through
sworn statements. The new tax replaced
the corporation net income tax, which in
its last year o f operation, 1920-21, pro
vided $ 1,332,000. In 1921-22 the new tax
brought in $ 1,462,379, and the follow ing
year, $2,708,000. In 1925 the rates were
increased to those mentioned above, and
in 1927-28 it brought in $ 3,805,078. The
total amounts collected by this State under
the gross sales tax law since 1921, includ
ing the year which closed June 30, 1930,
aggregate $28, 179, 558.37, the annual yield
since 1925 being between three and a half
and fo u r m illion dollars.
This tax on sales furnished more than
one-sixth o f the entire revenues of West
V irginia.
In West V irginia, the sales tax might be
considered as an occupational, or privilege
tax, based on gross receipts, and the title
of the act designates it as a “ tax upon the
privilege of engaging in certain occupa
tions.” I t provides what is in reality a
selective gross sales tax at different rates,
which is considered the least objectionable
o f all gross sales taxes. In the original
act, professions were included, but the law
was amended in 1925 by changing the rates
on the different classes and by exempting
professions and sales not carried on fo r
profit.
The present rates on the percentage
basis are as fo llo w s : coal .4 2 ; oil, 1 ; gas,
1.85 ; other minerals, .45 ; timber, .45 ;
manufacturers, .21; retailers, .20; whole
salers, .0 5 ; banks, .30 ; steam railroads and
pipe lines, 1; telephone, telegraph, express,
electric ligh t and power companies, .60 ;
street railroads and other public U tilities,
.40 ; contracting business, .30 ; amusement
business 1 ; all other businesses, .30. A n
exemption o f $10,000 annually is granted
by the West V irg in ia law. Costs o f col
lection of this tax have steadily decreased,
amounting in 1930 to 1.18 percent.
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The West V irg in ia sales tax was de
clared constitutional by the Supreme Court
of the United States, in a test case on the
“ equal and uniform ” section of the State
Constitution.
In Pennsylvania there has been a mer
cantile license tax in both wholesale and
retail since 1821. W hile originally de
signed to tax the sales of dealers o f fo r
eign wares it was amended in 1841, to
cover all dealers. In 1932 the Pennsyl
vania Legislature levied a one percent
gross income tax on all sales of tangible
property by vendors to consumers.
In reality Mississippi was the second
State in the Union to enter the general
sales tax field w ith the enactment in 1930
of a classified sales tax. P rio r to this time
Mississippi had already followed her sister
states and levied a gasoline excise tax of
1c per gallon in 1922. This tax has stead
ily increased, being raised to 6c per gallon
at the 1932 Session of the Legislature.
The receipts from this tax, in the whole,
have been used by the State Highway De
partment to build and maintain State high
ways. In 1930 a ten percent admission tax
was levied on all places of amusement in
the State except those prompted by relig
ious and charitable organizations. In 1930
Mississippi joined her 12 other sister states
by enacting an excise or consumers tax of
20% on all cigars and cigarettes. This tax
originally placed upon the retailer, but in
the 1932 A ct the wholesaler was made the
collecting agency and the returns after this
amendment have been gratifying. Recent
investigation has shown that the 1932
Sales T ax in Mississippi was not the first
sales tax levied by that State. Contrary to
current knowledge Mississippi made use
o f the sales tax fo r a period of more than
fifty years, having inaugurated its use in
1815 and retained it until the adoption of
the general property tax in 1870.
In 1930 a gross sales tax was enacted
in Mississippi upon the recommendation
of a jo in t house and senate revenue com
mittee. The measure was vigorously op
posed, and its enactment represented a
compromise upon which opposing interests
could meet. This sales tax is very similar
to that o f West V irginia, and was levied
under the guise of a privilege tax and
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specifically provides that it is in addition
to all other taxes. A n exemption of $ 5,000
was given, as well as the sum total o f all
privilege taxes paid to the State. Certain
non-profit organizations were also ex
empted. The railroad, telephone and tele
graph companies were specifically ex
empted, and were taxed an added amount
in the form of privilege taxes to take care
of these exemptions. The rates levied
were as fo llo w s: oil, natural gas, lime
stone, sand, gravel, and other mineral pro
ducts, and timber, 1 per cent; brick, drain
age tile, building tile, sewer pipe, portland
cement and portland cement products, bot
tled soft drinks, and ice factories, ½ of 1
per cent; cotton seed oil mills, ⅛ of 1
per cent; all other manufacturing, 1/10
of 1 per cent; retail, ¼ of 1 per cent;
wholesale or jobber, ⅛ of 1 per cent; all
other manufacturing, 1/10 of 1 per cent;
street railroads, water works, gas com
panies, electric light and power compan
ies, ½ of 1 per cent; contracting, ¼ of 1
per cent; all amusements, 1 per cent; and
all other professions and occupations sub
ject to privilege taxes, ¼ of 1 per cent.
The returns from this tax were very dis
couraging, it having produced only $ 319,387.70, from June 1, 1930 to A p ril 1,
1932. I t cost approximately 8 per cent of
the gross to collect this tax due to oppo
sition to the tax and inefficiency in the
collecting office.
When the regular session of the M is
sissippi Legislature met on January 5,
1932, it faced a State deficit of approxi
mately $ 14,000,000, which continued to
grow daily. In this emergency the legis
lature was compelled to turn to the gen
eral sales tax as the only available method
of meeting the State’s financial crisis.
A fte r a long and bitter legislative fight
lasting sixteen weeks the Legislature in
1932 passed the now famous House B ill
No. 328, amending the general sales tax
law o f 1930 so that its rates are as fo l
lows: oil, 2 per cent; natural gas, 2½
per cent; limestone, sand, gravel, or other
mineral products, 2 per cent; timber, 2
per cent; brick, drain tile, building tile,
sewer pipe, portland cement and portland
cement products, and clay products, 1 per
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cent; ice factories, ¼ of 1 per cent; cotton
seed oil mills, ¼ of 1 per cent; all other
manufacturers on whose gross income a
tax is not otherwise levied in this act,¼
of 1 per cent; retail sales, 2 per cent;
wholesale or jobbers, ⅛ of 1 per cent;
automobile dealers or agents, 1 per cent;
all public utilities, other than electric light,
power, gas, etc., 2 per cent; electricity and
gas, when sold fo r industrial purposes, 1
per cent; and when sold fo r all other pur
poses, 2 per cent; contracting, 1 per cent;
all professions and other callings, subject
to a privilege tax, 2 per cent.
A n exemption of $ 1,200.00 per annum
is allowed, but no credit is allowed fo r the
amount of privilege taxes paid, as author
ized by the law of 1930. Places of amuse
ment, taxable under the admission laws of
the State, and certain charitable and non
profit sharing organizations are specifically
exempted from the provisions o f the act.
Under the 1930 law, quarterly returns
were required, while the 1932 law requires
a report to be made monthly, except where
the tax payable does not exceed ten dollars
per month, in which event a return is made
quarterly.
The 1930 act required the
quarterly return to be made under oath,
and the 1932 act requires a monthly report
to be made w ithout oath, and a yearly re
turn to be made under oath. The enforce
ment of the 1930 act was placed in the
State Commission, while the enforcement
of the 1932 act is placed in the Chairman
of the State T ax Commission. We learned
by experience w ith our 1930 act that a tax
of this kind cannot be properly and effi
ciently collected by a Commission, there
fore, the Adm inistration of the 1932 A ct
was placed in one man, the Chairman of
the State Tax Commission, and to him was
delegated fu ll and complete power to ad
minister and collect the tax. Governor
Connor was very fortunate in his selection
of Hon. A. H . Stone, an eminent tax au
thority, fo r this position, and to M r. Stone
is due much o f the credit for the phe
nominal success of this tax. Immediately
upon entering office M r. Stone reorganized
the entire Tax Commission and placed it
upon a business basis. He was enabled to
do this because the Legislature in 1932 did
an unprecedented thing toward him and
allowed him fu ll rein and authority to
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hire and pay his employees whatever he
thought they were worth, save only that he
could not exceed his appropriation. M r.
Stone has the confidence of our people to
an unusual degree, and to him more than
any one else is due the success o f the M is
sissippi gross income and general sales tax.
This law went into effect on M ay 1, 1932,
and the collections made under same up to
and including January 4, 1934, amounted
to $4, 118,722.70, being something like
20% more than the Legislature estimated
it would produce and being about one-fifth
of all State revenues collected. The actual
cost of collecting this tax has amounted to
approximately 3.8 per cent of the total
amount collected, and included in this has
been the unusual and extraordinary cost
of setting up a new system and educating
the people to make the proper returns, and
also the added cost of securing statistics
that are very valuable in the study of this
method of taxation. The Mississippi gross
income or sales tax is a tax levied under the
guise of a privilege tax and specifically pro
vides that it is an added and additional tax.
The Mississippi tax was levied because
of the unusual conditions facing the State
and it was called and is known as the
E m e r g e n c y R e v e n u e A c t o f 1932, and
is automatically repealed unless re-enacted
prior to June 31, 1934.
Most of the opposition originally against
the Mississippi tax has been removed and
it w ill be re-enacted at our present session
without the acrimonious debate and fight
accompanying its passage in 1932. A t that
time the merchants were the leading oppo
nents of the tax but since that time they
have changed their attitude and a m ajority
of them now favor the tax. This is due
to the fact that they have learned by ex
perience that the tax is in reality a con
sumers tax and though the tax is levied
against them it is passed on to the ultimate
consumer. The fight in our Legislature
this year w ill not be on the tax, but w ill be
to keep the tax from being raised to 3 or
5 per cent. Many administrative changes
w ill have to be worked out in the re-enact
ment, and without fear of contradiction I
am sure the $1,200.00 yearly exemption
w ill be eliminated. This exemption, like
most exemptions, has merely served as a
flood gate fo r tax evasions, and the friends
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of the tax realize that it must be elim i
nated. The Mississippi tax was not levied
as a substitute fo r the State ad valorem tax
but was levied solely to prevent an increase
in the already overburdened State ad valo
rem taxes. I t is the ambition of our pres
ent Adm inistration in Mississippi to reduce
gradually and finally eliminate the present
8-m ill ad valorem tax levied fo r State pur
poses, and substitute the gross income or
general sales tax instead. It is not too op
tim istic to predict that this can ultimately
be done in Mississippi w ith the return of
normal conditions in business. O ur esti
mate fo r the 1932 tax was based on twen
ty-five per cent of the estimated retail sales
in Mississippi fo r 1929 made by the United
States Department of Commerce. W ith
the return to normal conditions it can
readily be seen that our 8-mill ad valorem
tax levied fo r State purposes producing ap
proximately four and one-fourth m illion
dollars per year, can be entirely eliminated
and leave the ad valorem field of taxation
entirely to the local districts. However,
if this is done in Mississippi our tax prob
lems w ill not have been eliminated fo r the
simple reason that the property tax burden
is local rather than statewide. In the aver
age county of our State the total ad valo
rem tax levy is approximately 50 mills, of
which amount only 8 m ills is levied fo r
State purposes, and which levy w ill be
eliminated if the present program is car
ried to its ultimate conclusion.
Personally, I am of the opinion that the
solution of our present tax problems lies
in the use of ad valorem taxes fo r local
purposes alone, and by classified prop
erty taxation, the states depending on
the net income tax, special sales taxes, and
gross income or general sales taxes, fo r
its sole support. O riginally the constitu
tions of most states required that all prop
erty must be taxed uniform ly and equal.
This provision has proven to be more of
a detriment than a safeguard and already
31 states have amended their constitutions
so as to provide fo r a classified property
tax, leaving only 17 other states where
taxes must be levied uniform ly and equal.
Under our modern conditions, where it is
more expensive to own a home than to
rent one, it is necessary that the home
steads be given some relief if we are to
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continue our past policy o f encouraging
our citizenry to home ownership. Under
a classified property tax homesteads can
be levied under a different rate and given
the preference that they deserve, and at
the same time the public utilities can be
taxed at a higher rate, and, therefore, be
made to pay taxes where they are escaping
taxes under our present system because of
the complexities o f our federal system o f
government and the inability of the states
to place taxes on interstate commerce. I t
is my belief that it is necessary to have
classified property taxes fo r the reason that
they w ill both increase the revenue to be
derived, and at the same time sim plify cer
tain administrative features that cannot be
reached in other ways. Under a classified
property taxation system, farm lands, and
urban real estate can, and should be, elim i
nated from all ad valorem taxes and at
the same time the State and local district
could be authorized to levy and collect
from railroads and other public utilities
taxes that they would otherwise escape
were all ad valorem taxes entirely elim i
nated.
In my opinion the State net income tax
laws should be amended in all states so as
to reach only the large incomes and exempt
net incomes of $ 5,000.00 and less which
can be reached by a general sales tax in a
much more satisfactory manner. This
tax, w ith a gross income or general sales
tax o f not more than three per cent, should
produce sufficient revenue to meet all the
demands on the states, save perhaps for
roads, schools or other special purposes,
and this need could be met by a series of
special sales taxes on gasoline, tobacco,
cosmetics, and etc. A ny tax, taken alone,
can be proven unjust and burdensome, and
this is especially true of the general sales
tax. I t strikes at those w ith small incomes
most because they must consume a greater
proportion of their incomes than more fo r
tunate people. This inequality can be cor
rected by a net income tax on incomes of
over $ 5,000.00, and also by special sales
taxes on such articles as gasoline, tobacco,
malt, cosmetics and etc. In this way states
can leave the entire field o f property taxa
tion to the counties and municipalities and
thereby accomplish a reform in taxation
that is not only demanded but urgently
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needed if our economic system is to sur
vive.
To Illinois goes the distinction of being
the first American State to carry out this
reform by her legislative act a few weeks
ago by substituting a general sales tax for
all ad valorem taxes levied fo r State pur
poses, thereby leaving the ad valorem tax
field entirely to the counties and municipal
ities o f the State. This is just the reform
that Mississippi has hoped to accomplish
fo r the last few years, but due to the fact
that our financial situation is worse than
that in Illinois we have been unable to
accomplish this change at present. H ow 
ever, we w ill probably reduce our ad valo
rem tax levied in Mississippi fo r State pur
poses this year something like 2 m ills o f
the 8 mills now levied, or one-fourth, and
it is the hope o f most people in authority
that we can gradually substitute the sales
tax fo r the State ad valorem taxes entirely,
and that w ithin the next year or so.
Another thought on this matter is that
the proposition should not be abandoned
if, and when the State ad valorem tax is
eliminated fo r the simple reason that ex
perience has shown that where the State
ad valorem tax is reduced that the coun
ties and municipal authorities are prone to
elevate their own ad valorem taxes in the
same ratio that the State ad valorem tax
has been lowered. In Mississippi we had
a good illustration of this in 1926, when
the State ad valorem tax was lowered
one-fourth by the Legislature and this was
followed immediately by the local author
ities elevating their ad valorem tax rate
just enough to take care of this decrease.
This can and should be prevented by the
State legislatures lim iting the power of the
local authorities to increase ad valorem
taxes over those now levied.
F o r years there has been a great deal
o f agitation fo r the complete separation of
the sources o f State and local revenues,
and, although the plan has much merit, so
far, it has not gained much headway. This
is just another illustration of the chaotic
conditions of the tax system in the United
States and the utter absence o f reason or
a proper tax philosophy.
Yet the United States started out in 1787
w ith something akin to a tax philosophy.
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The framers of the Federal Constitution
assumed that the National Government
would subsist on the proceeds of custom
duties and a few excise taxes, and also it
is apparent that those who drew the early
State constitutions, on the other hand,
looked to the field of direct taxation as
the main source of their revenue. Both
the Federal Government and each of our
forty-eight states possess power of taxa
tion in almost unrestricted forms. The
Federal Government has power to levy
any form of tax, except poll taxes on real
estate. It might even assess these, pro
vided it proportions the levy against the
states according to the population as the
Constitution requires. The states, on the
other hand, may tax anything except im
ports, exports and the agencies of the Fed
eral Government. Moreover, they may
delegate this power to tax to their coun
ties, municipalities, and other political sub
divisions.
The inevitable consequence of this over
lapping of the power to tax is that the dif
ferent tax authorities have entered into a
spirited competition with one another, each
giving heed to its own necessities with
scant regard for the fact that the taxpayer
is being hit twice in the same place from
different directions.
For this reason it is not only necessary
but mandatory that this reform in taxation
should be made immediately, and the states
substitute as soon as possible the gross in
come tax and the general sales tax coupled
with other special sales taxes for the pres
ent ad valorem taxes levied for State pur
poses, and leave the ad valorem tax field
entirely to the local taxing sub-divisions
under proper limitations.
In conclusion, viewing the foregoing
retrospectively, I am of the opinion that
various forms of general sales taxes, in
conjunction with proper net income taxes,
offer an inviting field for exploration and
experimentation, and I am inclined to think
possess possibilities for the solution of
many of our tax problems. However, I
am of the opinion that the change to this
method of taxation should be slow and
gradual, so that the rank and file of the
people can have the opportunity of being
educated to accept it and not have a dupli
cation of our experiences with the Eight
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eenth Amendment, a good example of
where law enactment was far in advance
of the sentiment necessary for proper law
enforcement. In my opinion, this problem
should be met, as follows: delegates from
the various states should meet in a conven
tion and formulate agreements as to the
kinds and maximum rates of general and
special sales taxes to be enacted by each
of the states, and should agree upon a
graduated scale by which this maximum
rate should be attained in all states at the
same time. In this way, the sales taxes
can be increased gradually and uniformly
in each State until the final maximum is
reached, thereby eliminating most of the
objections advanced against this method
of taxation, and at the time educating the
people to accept this radical and necessary
addition to our taxing system, and relieve
our unjust property tax burden, at least
as far as State ad valorem taxes are con
cerned.

Code Requirements
The Trade Association Executives Ad
visory Committee on NRA sometime since
issued a mimeographed analysis of code
requirements which had been compiled by
the secretary of the Printing Equipment
Industry and Trade.
Among the points listed there are a
couple which should be of interest to the
accounting profession.
Executives were cautioned not to as
sume the initiative in employing anyone
already employed by a competitor because
of the possibility that such employment
might be interpreted as hampering or em
barrassing the competitor in the conduct
of his business. Accountancy practitioners
would do well to recognize the value of
that suggestion if and when they are
tempted to offer employment to one on the
staff of another practitioner.
Each individual company was advised
to actually check the selling prices of all
products against their costs in order to
avoid selling below cost. Accountants have
for sometime recognized the difference be
tween estimated cost and actual cost. Too
often the business concern has relied too
much on the accuracy of its estimated
costs to its detriment.
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N the first week of March, 1934, there
assembled in Washington a most un
usual industrial pow-wow. There were
present some five thousand men constitu
ting the membership of Code Authorities
named as administrators of various codes
of fair competition developed and estab
lished under the National Industrial Re
covery A ct; and membership of Code
Committees of other groups which have
submitted such codes to the N RA ; all of
whom were interested to know whatever
they could learn of administration plans
and policies with respect thereto, and to
the larger question as to the future out
come of this legislation, which under the
terms of the law is to expire by limitation
in June, 1935.
Substantially, one of these two years has
passed since the passage of this legislation,
and only a minor number of industrial and
commercial groups have their operative
plans for administration of their newly
found authority and responsibility in func
tion. Neither they nor the membership of
their industries, as yet, have any very
clearly defined opinion or judgment as to
whether or not they have bitten off more
than they can masticate. They are yet in
a swirling fog of doubt as to whether or
not they are to be permitted the same
liberty of trial and error test, with some
reliance and tolerance of the good inten
tions of their judgment, as is accorded
political government; or whether they are
to be ordered and commanded, and left
only that imponderable but effective
American defense of passive resistance.
Already, the thought and deliberations of
these men, called to new tests of authority
and responsibility, has been clouded by the
raucous voice of the radical-minded Uto
pian, who would wreck every accomplish
ment for his immediate selfish advantage,
and make merry of the misery of millions;
and by the extremists on the other side of
the picture, who see destruction in every
social advance and peril in every proposal.
Then there are the self-constituted
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representatives of "Consumer’s,” as if we
were not all in that class to the extent of
our desires as affected by our income and
purchasing power—purchasing power,
which is circumscribed by our monetary
possessions, our barter goods, and our
existing or potential credit.
These “representatives” are lending their
voice to the babel, never remembering that
in no era of world history has it ever been
so difficult to exploit the consumer. A
plethora of goods and services are com
peting for his dollar—depreciated or not— .
His educated inclination to substitute and
change, almost without rhyme or reason,
and the variety of articles and services
available for his needs or desires makes
his exploitation next to impossible. Toll
bridges on the highways of commerce of
whatever form are but small obstructions
to his facilities of reaching almost all
sources for his supplies. This is not to
say that such unsocial or uneconomic de
vices do not exist, or that they should not
be removed or pointed out wherever pos
sible. Besides, it must be remembered
that, presumptively, the producer or sup
plier has sense enough not to destroy his
own markets.
Except in the most unusual instances,
and as never before in history, does the
consumer fix the price which he will pay.
Except in rare instances, too high a price
will instantly send many into another field
from that of a codified industry which even
thinks of being rapacious. Even in the
field of necessary foodstuffs, there are
hundreds of items from which to choose
and all bounded by the limitations of the
human stomach.
How we do like to tell others how their
lives should be ordered! How we enjoy
making unctious protestations of looking
after the other fellow!
Our laws and ideas respecting monopoly,
engrossing, re-grading, and other prac
tices of the market certainly hang on long
after the days of radio, airplanes, rail
roads, steamships, hard highways and
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motor trucks. These laws were written to
protect the towns when hub-high mud and
slow or no transportation and little com
munication was all that was between star
vation and the fruitful fields of the coun
tryside.
This is not to suggest that where
monopoly can and does survive that its
operations should not be carefully ex
amined and proper protective measures be
taken. But it is a much overworked
theme. It might be truthfully taken to be
the sole political stock in trade of many
who live by their wits and not by work.
A h ! liberty what crimes are committed in
thy honored name!
Then we hear loud lamentations as to
what is being harmfully done to small
businesses—businesses already advantaged
by quick mail, telegraph, telephone, cheap
power, lower rents, better living con
ditions, railroads, and available highway
truck transportation. Their output of
goods can get to market before a truck can
cross a congested city, and at much less
cost. Build I a better mousetrap and the
world will make a beaten path to my door.
A regenerated America will find a great
development of efficient moderate sized in
dustries of production and service. Lawful
codeswill aid and protect these—-not destroy
them. Their basis of competition will be on
service and value of product, not in price
alone; on knowledge of the wants, needs,
capacity and desires of their customers.
But if NRA, or Code Authorities, or
administration trys to mistreat, annoy or
misuse them, they have but to remind all
such agencies that few if any of them are
in any wise engaged in interstate com
merce; that they are not subject to their
rules; and thumb their noses at them and
tell them to go jump in the lake. And,
supreme satisfaction of all, care not
whether such agencies take the proffered
advice or not.
If one can at this time appraise the ef
forts of NRA, it must be confessed that in
its exuberance it has attempted far too
much. It appears to have mixed its legal
job of facilitating industry subject to the
Act to come forward and write its reason
able rules, with the high social objective of
getting more men to work at shorter hours
and higher pay.
These social objectives
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follow, rather than precede, a re-organized
industry consciously imbued with its re
sponsibilities to produce and deliver the
useful and desired goods and services
publicly required at the lowest possible
cost consistent with reasonable minimum
wages as a first fixed charge on produc
tive energy, plus a reasonable profit from
which to be able to pay, at least, taxes.
Thus costs must be recovered in order that
no waste of social capital ensue. A profit
is needed also in order to preserve and
protect such social capital, among other
things, from the lean days which always
follow fat months.
NRA appears to have never realized or
remembered that its jurisdiction is limited
to enterprises which are engaged in in
terstate commerce. It has waved a heavy
hand in front of pants-pressers; devoted
hectic hours to pencil premiums; realistic
ally rationed the supply of red-headed
hairpins; and commanded industry to be
on the jump. Fine! Fine! All grand and
great. We needed just such a shaking up.
But now we must settle down to the
daily drive of enterprise. Codes conglom
erate have been written; hasty hundreds of
them; many about things and subjects to
which the law has no application, but all
needing to be talked about and looked into.
This code writing job is now sub
stantially concluded. The talk-time has
now passed. The time for test has come.
Unless NRA is to come a cropper it would
seem advisable for it to trim itself to its
legal limitations, and leave business enter
prise time to test its wings under new con
ditions. Only thus may the country come
to facts and experience sound and sagaci
ous enough to enable it to pass judgment,
when the time comes, as to whether these
laws are to be revised, allowed to lapse or
become an integral part of a better and
sounder business and social structure.
Our Spring stock-taking should supply
the answer. Of laws we have more than
enough; of codes an over-plenty. These
laws and codes of proper scope, justly
made and capably administered, can be
made to do a very worthwhile work. That
work is advanced by instant challenge of
all unjustified and illegal activities from
whatever quarter or source. We deserve
our rights by defending them.
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HEN I mentioned to a lawyer friend
of mine that I had been asked to
W
give a talk on the radio on the subject of
Need for the Publication of Accurate In
formation on Affairs of Municipalities, he
jocularly suggested that I ought to brighten
up a drab topic with some jokes. In turn
I said that many people considered the
whole subject one big joke, especially when
considering the manner in which the af
fairs of many of our municipalities had
been conducted in the past. As a matter
of fact, however, the problem which I wish
to bring briefly to your attention is one
that has been assuming increasingly seri
ous proportions. This problem, although
it is nation-wide, is not merely an out
growth of the depression or of the overindulgences of 1928-29. It has always
been with us but seldom has it been so
keenly felt as at present.
I refer specifically to the lack of infor
mation regarding the affairs of municipal
governments, the cause behind this lack
and the manner in which it affects the
average citizen. This subject is directly
connected with the activities of the pro
fessional certified public accountant be
cause such a practitioner, if commissioned
to do so, could have and, in many in
stances, has prepared municipal reports
that furnish citizens with adequate and
understandable information regarding the
affairs of their city. The independent, in
formative character of such statements
serves notice on lax officials and reassures
the tax-burdened citizenry.
Despite the obvious advantages thereof,
few municipalities furnish their taxpayers
—the owners of any democratic govern
ment—with annual statements bearing the
certificate of an independent certified pub
lic accountant. My remarks will relate,
therefore, to the great majority of munici
* B r o a d c a s t o v e r th e W J Z - N B C n e t w o r k b y
th e P r e s id e n t o f th e N e w Y o r k S ta te S o c ie ty
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palities, large and small, that leave their
taxpayers uninformed regarding the ac
tual state of their financial affairs.
The root of the evil is traceable to a lack
of organized continuous public interest
and the inevitable presence of reactionary
politics which, in its best or worst state,
seems well-nigh inseparable from our pres
ent form of municipal government in this
country.
The most casual reader of financial
columns in newspapers and magazines
must have observed numerous expressions
of alarm at the low cash reserves, unbal
anced budgets and poor prospects of col
lection of taxes that characterize the pres
ent financial status of numerous munici
palities. The reader must also have noted
the rapid decline during the past year in
the value of municipal securities which is
a direct reflection of the conditions just
mentioned.
There will be no attempt to show how
this situation can be remedied over night
or over many nights. I shall simply state
an incontrovertible fact, proven countless
times since the earliest days of the hu
man race, and proceed therefrom to defi
nite conclusions which I trust you will
find to be convincing and helpful.
First, the incontrovertible fact and then
I shall proceed. No one will deny that
to know the facts of any situation, no mat
ter how bad they might be, is far better
than being left in the dark where to im
agine and guess at the true state of affairs
is tormenting and often leads to stark fear
and panic. We were given an excellent
example of the validity of this truism by
the Federal Administration when it pub
licly admitted the near-panic state of af
fairs just a year ago and set about remedy
ing them. The result has been increased
optimism and renewed courage throughout
the country.
I wish to declare with all possible em
phasis that increased optimism and re
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newed courage among taxpayers, bankers,
and investors would result from a frank
and understandable statement regarding
the affairs of every municipality. A true
base for a sound opinion would thus be
furnished. This would inevitably result
in increased confidence which would move
the taxpayer to support his local govern
ment and the holder of municipal securi
ties to refrain from dumping them upon
the market and thus further depressing
their price.
You are no doubt aware that many mu
nicipal jurisdictions never issue reports at
all. This plain disregard of the law and
sound common sense should be corrected.
Many reports consist of a series of more
or less incomplete and unrelated state
ments. These present a picture to the lay
man which is beyond his understanding
and which seems to him to be a hopeless
maze of figures. Revenues may be shown
in one schedule and expenditures, in hope
lessly detailed confusion, in another. State
ments of resources and of liabilities are
frequently omitted. If such a statement
is presented, the values are frequently
given as stated on the books without any
indication of the age or collectibility of the
assets. Accrued and contingent liabilities
of great importance may be found to have
been omitted.
Some communities report simply cash
received and disbursed. It is impossible
for such a statement, alone, to convey
adequate information regarding current
operations and present condition to an in
terested taxpayer, banker, or investor. On
the other hand, it is often overlooked that
detail in many published municipal reports
is frequently more confusing than infor
mative. It does not follow that because
a ponderous annual report is issued, it is
necessarily as informing as it could or
should be. The mass of detail contained
in it may be impressive and yet on close
study it will be found that important in
formation about the city’s financial condi
tion and operations is either not obtainable
from it or is so obscured as to be most
difficult to find.
Municipalities are usually required to
make annual reports to superior jurisdic
tions. These reports in many instances
are based on statutory requirements or on
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accounting regulations which were devised
many years ago and which have seldom, if
ever, been modified to keep up with the
progress made in commercial accounting
and reporting.
Municipal reports do not as a rule con
tain a comprehensive statement of the
financial results, for the period under re
view, in the form of a written report by
the chief financial officer or the chief ex
ecutive similar to the text of the presi
dent’s report to the stockholders of a cor
poration.
Municipal reports seldom contain essen
tial statistics such as unit costs of supply
ing public services, costs designed to indi
cate the efficiency of repair and construc
tion service, statistics indicating efficiency
of machinery, automotive equipment, em
ployees, etc. While much of such data is
primarily of value for administrative use,
some of it would be of much more infor
mative value in published reports than
much of the non-essential data which ap
pears in such reports. When the munici
pality owns utilities, such as light and
power plants and water supply systems,
it is the exception rather than the rule,
when the results of operation are as clearly
set forth as in the published reports of
well-managed private utilities.
Reports which are issued infrequently
or many months after the close of the fis
cal period have a lessened value as a basis
for constructive criticism designed to as
sist in the future conduct of the muni
cipality’s affairs.
We find many undesirable conditions
directly traceable to these shortcomings in
present-day municipal financial reports.
Taxpayers, lacking reliable, up-to-theminute information, supplied from author
itative sources, are prone to act on politi
cally motivated rumors which create un
necessarily difficult situations such as tax
strikes and sudden changes in administra
tion at elections.
In such times of uncertainty, investors
seek to sell rather than buy long-term se
curities for the normal capital expansion
program of municipalities. Market values
of outstanding securities are consequently
unduly depressed, and new long-term capi
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tal becomes prohibitive in cost if obtain
able at all.
Bankers who may usually be relied upon
for short-term loans and for ordinary
financial accommodations refuse to con
tinue in their usual role.
Each of these results intensifies condi
tions in its own, and in each other’s respect,
and ultimately situations obtain in munici
palities which would hardly have been be
lieved possible. Only a few years ago it
would have seemed unbelievable that the
credit of such cities as New York, Chicago
and Philadelphia should be questioned.
The remedies for those conditions out
lined above seem so apparent that it is not
necessary to dwell on them in much detail.
The entire accounting and fiscal proced
ure of municipalities should be surveyed
and modernized.
Advantage should be taken of presentday accounting knowledge and mechanical
devices to enable the prompt preparation
of daily, monthly, or quarterly reports on
the various phases of the public business
which are of interest to administrative offi
cials, bankers, investors and taxpayers.
Reports should be prepared with more
regard for the wishes of bankers, inves
tors, or taxpayers to whom they are ad
dressed and with less thought for out
moded statutory forms and regulations
which in most instances were promulgated
without any anticipation of the conditions
created by the upward and downward
swings of the last decade.
Certified public accountants familiar
with municipal affairs, and other account
ants, should be consulted as to the form
and substance of the statements. Their
independent certifications should be re
quired as an assurance to taxpayers, in
vestors and bankers.
I see no reason why a reasonable degree
of condensation should not be allowed, it
being understood, naturally, that thereby
no essential information would be ob
scured.
Statistics might well be included which
would indicate financial trends, past and
prospective, unit costs of public services
per mile, per ton, per yard, per capita, or
other units of service or production. The
presentation letter might include comments
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on particularly significant financial mat
ters, on policy changes in the past year,
or in contemplation, on marked accom
plishments, and on points of interest not
apparent in the statements, due to con
densation or omission.
The statements should show clearly
whether or not the administration lived
within its income. This sound economic
principle is only now being applied by
municipalities, although the business men
and taxpaying citizens who compose the
body politic bowed to the inevitable in
their private capacities long ago.
The results of the practice by the better
class of corporations of giving their stock
holders both annual and quarterly state
ments of income shows what can be ac
complished by full and frank disclosure
of financial conditions. Stockholders of
such enterprises are thus presented with
facts sufficient to permit them to form
judgment as to the soundness of the cor
poration.
One might ask if most corporations of
their own accord began giving stockhold
ers complete information. The answer is
no. In most instances public opinion has
been a powerful factor in persuading them
to do so, and it is this same public opinion,
now becoming thoroughly aroused, that
will force municipalities to give taxpayers
and holders of municipal securities ade
quate information concerning receipts and
disbursements and other data related to
financial operations.
Every right to the knowledge of how
his money is spent is vested in every tax
payer and municipal security owner. This
right has often been successfully ignored
but never successfully contradicted. I be
lieve that full recognition of this right
would result in loyal support for every
honest municipal government and full con
fidence in every honest municipal official.
A D ISTIN C TIO N
Pupil— Pop, w hat’s a traitor in politics?
Pater— A traitor is a man who leaves our
party and goes over to the other.
Pupil— W ell, then, what is a man who
leaves the other party and comes over to
yours ?

Pater—A convert, my boy.
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R EC EN T decision of the Board of
Tax Appeals (29 BTA 186) ruled
A
out losses incurred in the operation of a
race-horse stable as non-deductible, be
cause of the fact that the enterprise was
not entered into for business reasons, but
merely as a personal hobby. The peti
tioner in this case, Harry C. Fisher, the
creator of “Mutt & Jeff,” brought evi
dence that his interest in horse-racing was
solely for profits, and not as an outlet,
as claimed by the Board of Tax Appeals,
where he could spend his excess profits.
In 1910 the petitioner commenced the
operation of a racing stable, and since that
time he has had horses and stables. In
1925 he had a good-sized stable. Detailed
records were kept of the costs of operat
ing the stables. The costs were tallied
monthly under the headings of payroll,
kitchen, personal expense—trainer, feed,
shipping, jockeys, blacksmith, veterinary,
medical supplies, stable supplies, and mis
cellaneous. The accounts were kept by a
firm of Certified Public Accountants. The
petitioner was in active management of
the business and determined which horses
to buy or sell, which horses should be en
tered in the various races, selected the
jockeys, and gave them riding instruc
tions.
In 1925 the expenses of operating the
stables exceeded the gross income figure
by $29,616.47. The petitioner claimed this
loss on his 1925 income tax return as a
business loss, but it was disallowed by
the Collector and the Collector was sus
tained by the Board of Tax Appeals.
The facts in this case are analagous to
those in the case of Marshall Field v. Col
lector of Internal Revenue, 26 BTA 116.
Mr. Field, head of Marshall Field in Chi
cago, and well known as a leader in the
mercantile world, had sustained severe
losses in the operations of his stables for
a good many years. The Collector refused
to allow Mr. Field to deduct the losses,

claiming that the business was a hobby,
and that therefore the losses were personal
and not business losses, and inasmuch as
personal drawings cannot be shown as de
ductions on the Income Tax Return, they
were disallowed. Mr. Field, however,
presented evidence that his interest in
horse racing, and the maintenance of
stables was not a hobby but a business
with him, and that although he had in
curred losses for a good many years, it
did not mean that the business could not
at some future time show a profit. He
took a very personal interest in the affairs
of his stables, had a firm of Certified Pub
lic Accountants continually auditing the
books of the stables, and handled the af
fairs on a very businesslike basis. The
Board of Tax Appeals reversed the de
cision of the Collector and allowed Mr.
Field to deduct his losses incurred in the
race-horse business.
This attitude by the Board of Tax Ap
peals was also taken in the cases of George
D. Widener, 8 BTA 651, Margaret E.
Amory, 22 BTA 1398, and James Clark,
24 BTA 1235.
The discussion then narrows itself down
to this point in question: What legal dis
tinction can be drawn as between a busi
ness from which one derives a livelihood
and another business which the same per
son may enter into for profit, even though
the latter be classified as a “hobby” ?
The law presumes that an individual
enters into an enterprise for profit, other
wise he would not enter into it. (State
v. Boston Club, 45 La. Ann. 585, 589, 20
LRA 185, and Abel v. State, 90 Ala. 631.)
Perhaps a statement on what is actually
a business would be apropos at this time:
“The chief occupation or business of one,
so far as worldly pursuits are concerned,
is that which is of principal concern to
him, of some permanency in its nature,
and on which he chiefly relies for his live
lihood or as the means of acquiring
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wealth, great or small.” (Schwinn v. Com
missioner, 9 BTA 1304) and “The word
business as used in the statute, must be
construed to mean ‘that which occupies
the time, attention, and labor of men fo r
the purpose o f a livelihood or p r o f i t .'” (54
Fed. (2nd) 199.) Also, “Business is a
very comprehensive term and embraces
everything about which a person can be
employed.” (Flint v. Stone Tracy Co.
220 U. S. 107.)
The statements taken from BTA deci
sions did not differentiate between the two
phases of business, as we have herein set
them forth, but merely stated that a busi
ness was any field of endeavor from which
a person either derived a livelihood, or
from which he expected to make money.
It did not preclude a person, therefore,
from investing his money in any enter
prise he desired, and if losses were sus
tained, he would be entitled to deduct
them in his computation of Net Income
for the Government.
The above mentioned decisions evidently
were a little too broad and inclusive so,
therefore, in a later decision, we find this
statement, which is considerably different
from the ones previously given: “The
statute has always confined deductible
losses to certain carefully described
classes, and the qualifications of these
classes may not be ignored. The reason
able intendment of restrictions on busi
ness transactions resulting in losses to such
as were entered into for profit is that,
since the intended profit would be taxable,
the loss suffered should be deductible.”
(Edgar M. Carnick v. Commissioner, 21
BTA 12.)
There have been many cases tried on
precisely these points, and no two deci
sions are alike. Two cases, however, have
points which bear directly on the issue
involved: “Before a deduction can be
taken under this subdivision ( ( 5 ) of Sec.
214 (a) Revenue Act of 1918), it must
be established that the loss claimed re
sulted from a transaction entered into for
profit,” (55 Federal (2nd) 499), and “The
taxpayer seeking the deduction must
prove in fact that the transaction result
ing in the alleged loss was and reasonably
might have been entered into for profit.”
(21 BTA 12.)
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The burden of proof to establish the
intrinsic purpose and motive of a business
lies upon the individual involved, rather
than upon the Collector to prove the con
trary. “It is immaterial whether the Com
missioner proceeded upon the wrong the
ory in determining the deficiencies. In
any event the burden was on the petitioner
to show that the assessment was wrong.”
(Altschul Tobacco Co. v. Commissioner,
42 Fed (2nd) 609.)
The following decisions characterize the
various features that an enterprise must
possess in order that it may be classified
or defined as a business entered into for
profit, as distinguished from an enterprise
entered into as a “hobby” :
1. Sales must be the main incident of
the business; if it is merely a resulting
incident, then the business is run for
pleasure. (22 BTA 674.)
2. The ambitious motives must be in
that line. (26 BTA 116.)
3. An elaborate accounting system with
intent of controlling the financial policy
of a business is presumptive evidence.
(280 Fed. 722.)
4. Businesses are run as a loss for many
years with the anticipation that they will
become successful.
(24 BTA 1239)—
(evidently taking into consideration just
such matters as we are now discussing.)
5. Comparatively large amounts and
character of investments bear out the as
sumption that they were . . . (with refer
ence to business investments.) (13 BTA
630.)
6. Deductions . . . are allowable if the
stock . . . was purchased . . . as a business
investment and was worthless at the close
of those years in which purchased. (13
BTA 630.)
7. Facts of a loss does not deprive a
business enterprise of its character as a
business. (22 BTA 672.)
8. A serious and businesslike desire to
make operations profitable.
(26 BTA
116.)
9. An enterprise is not any the less a
business because the person engaging in it
is willing to do so without regard to its
profitableness because of the pleasure de
rived from it. (280 Fed. 722.)
10. We are of the opinion that the re
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lation of receipts to expenditures may be
an evidentiary fact to be taken into con
sideration, but the inference to be drawn
therefrom may be overcome by the sworn
testimony of the petitioner as to his in
tent, and the facts of record heretofore
related, which may and do in this case cor
roborate the intent of the petitioner to
engage in farming as a business for profit.
(4 BTA 1299.)
11. The pleasure or fondness which one
may have for the enterprise entered into
does not destroy the business aspect of
the enterprise. (4 BTA 1299.)
12. It is sufficient that the farm was
operated in a businesslike manner and
with a well-defined and possibly reason
able hope that profits would eventually
accrue. (6 BTA 890.)
The following decisions are given in the
attempt to show what characteristics of an
enterprise will remove it from the classi
fication of a business for profit to the
classification of a “hobby” :
1. A vain hope that on some day in the
remote future a profit may result, is not
enough to call a venture a business. (22
BTA 672.)
2. And so as to the personal attention
given to some phases of the stables, their
operation as a hobby or pleasure would
not preclude his giving them his attention.
(29 BTA 186.)
3. To avail himself of the deduction
provided by Section 204 (a) of the Rev
enue Act of 1921 . . . petitioner must show
that the loss resulted from the operation
of some trade or business regularly car
ried on by him. (51 Fed. 949.)
The controversial features of this sub
ject make it difficult for any one to de
cide clearly between business as a business,
and business as a “hobby.” A hypothetical
case will illustrate our point. “A,” an
accountant, shows an annual net profit
of $50,000. Being an accountant, and a
business analyst, he does not wish to in
vest his money in stocks and bonds, be
cause of their apparent instability as a fu
ture provider for his old age. He buys
a 5,000-acre farm close to his home, with
the intention of becoming a “gentleman
farmer.” He invests $25,000 in land and
another $ 10,000 in capital improvements
on his farm. “A ” contemplates to sell his
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produce and eventually, when the farm
can support him, to retire from the ac
counting profession.
During the first year he loses $5,000 on
the operations of his farm. Naturally, he
will try to deduct it from his Income Tax
Return as a deductible business loss. But
the Collector will say to “A,” your main
support for the past years were the profits
made from your accounting practice. You
entered the farming business merely as
an adjunct to your profession and to sat
isfy your desires to live in the open air
and to enjoy life. Your interests were
purely a diversion and a hobby, and the
losses cannot be deducted.”
“A” claims that the farm was not a
hobby with him but he actually gave it as
much or more attention than he gave to
his profession, and that therefore, the loss
should be an allowable deduction. Who,
then, is right, and on what legal basis?
This taxpayer may be entirely within
his rights in trying to deduct a business
loss, which is deductible under the Rev
enue Act, but also is the Collector correct
in refusing the deduction under the
grounds of it not being a business loss, but
a personal expenditure in the quest of
personal relaxation and enjoyment.
It is regrettable that this contentious
question has no solid resting on cases the
decisions on which would give one a direc
tional intimation of definite or determin
able conclusion and answer.
A BU D G ET STU D Y
Birmingham, Alabama, along with most
cities, has felt the necessity for a more
careful study of its budget situation than
in preceding years. The City Commission
asked that a committee be appointed to
work out for them a solution of the city’s
financial problems. The Commission had
worked over the budget for a second time
and found that it was still short in spite
of all the savings that they felt could be
effected.
The special committee included leading
professional and business men, William J.
Christian, C.P.A., being named as a mem
ber thereof. Newspaper reports indicate
that the services of the special committee
were appreciated and, incidentally, were
successful.
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H E rules relating to burden of proof
in federal tax cases are the same as
those obtaining in general court procedure.
It has been held that such rules are a part
of the substantive law, and in the absence
of specific statutes remain the same in all
types of cases. Even the U. S. Board of
Tax Appeals has no power to change the
rules relating to the burden of proof, and
therefore rule 30 does not operate to
change the law. (H. A. Underwood v.
Commissioner, 56 Fed. (2d) 67.) (Ed
ward G. Budd v. Commissioner, 43 Fed.
(2d) 509.) (Chicago Railway Equipment
Co. v. Blair, 20 Fed. (2d) 10.)
The frequent misconception that special
rules as to burden of proof are applied in
federal tax cases, and particularly that the
burden of proof is always on the taxpayer,
grows out of confusion on three points:
(1) The double meaning of the term
“burden of proof” is not understood.
(2 ) The varying rules applicable to dif
ferent stages of the tax controversy are
confused.
(3) And particular confusion results
from failure to distinguish between the
classes of issues and the rules applicable
thereto.
First, a brief review of the meanings of
terms, particularly “burden of proof,”
often encountered in the decisions is neces
sary. Quoting from Corpus Juris, volume
22, page 67, we find:
“Although the phrase ‘burden of proof’
is one of double meaning, which circum
stance has been the cause of confusion so
great as to suggest the propriety of adopt
ing a less objectionable term, it has a
firmly established place in legal phrase
ology and cannot well be superseded. The
ambiguity lies in the indiscriminate use of
the phrase ‘burden of proof’ as meaning
either: first, the necessity of establishing
the existence of a certain fact or set of
facts by evidence which preponderates to
a legally required extent; or second, the
necessity which rests on a party at any
particular time during a trial to create a
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prima facie case in his own favor or to
overthrow one when created against him.”
Corpus Juris goes on to state that the
first meaning is the true meaning of the
phrase, while the second should be ex
pressed by another term and suggests
“burden of evidence.” In this analysis we
will follow that suggestion in distinguish
ing the two meanings.
As a basic rule we find that the burden
of proof, in its true sense, so far as any
particular fact or set of facts is concerned,
rests on the party relying on them to es
tablish his right of action or defense. Thus,
as a general proposition, we would expect
to find that the true burden of proof rests
on the government to prove that a taxpayer
has income, within the statutory classifica
tion, sufficient to establish the amount of
tax claimed; while, if the taxpayer is urg
ing an offset by reason of having paid in
come tax to a foreign country, the burden
of proof is on him to show payment of
such a tax within the class set out by the
statute as a basis of such credit.
Furthermore, the burden of proof as to
a particular issue does not shift during a
trial. It remains on the same party from
the beginning of a trial to its conclusion.
That is, as to the particular issue, the party
charged must, before the conclusion of the
trial, produce evidence which preponder
ates over the evidence produced on the
same issue by the opposing party to the
legally required extent, if he succeeds in
meeting the burden of proof. Hence it
must remain on the same party throughout
the trial.
On the other hand the “burden of evi
dence,” so called for distinction, may shift
from one party to the other many times
during a trial. Every time one party
builds up his evidence on an issue to the
point where the decision would be with
him, if the trial ended without further
evidence, the “burden of evidence” shifts
from him to the other party. In other
words as soon as a party by any means es
tablishes a prima facie case, the burden of

1934

T H E C E R T IF IE D P U B L IC AC C O U N TA N T

evidence at once shifts to the other party.
However, if the opposing party by any
means breaks down the prima facie char
acter of the proof, the burden of evidence
at once shifts back to the first party.
While a prima facie case is usually es
tablished by probative evidence, there are
certain legal substitutes which may be used
when available. The most common of these
legal substitutes for evidence are presump
tions of law.
Again quoting Corpus
Juris, volume 22, page 124:
“It (a presumption of law) is an as
sumption made by the law that a strong
inference of fact is prima facie correct,
and will therefore sustain the burden of
evidence, until conflicting facts on the
point are shown. Where such evidence is
introduced, the presumption of law is
functus officio (accomplished of purpose,
and therefore of no further force or au
thority) and drops out of sight.”
The rule that such presumptions of law
must give way before contradicting facts
is followed in Wilson v. Eisner, 282 Fed.
38, and in Flannery v. Willcuts, 25 Fed.
(2d) 951.
As an example of such a presumption of
law, we quote from Corpus Juris, volume
22, page 130:
“There is always a presumption (of
law) that official acts or duties have been
properly performed.”
This particular presumption of law is
the basis for a large number of the de
cisions relating to the burden of evidence
in tax cases. But first let us examine
Corpus Juris once more on the effect of a
presumption of law on the burden of
proof, in the true sense. On page 79 of
volume 22 we find:
“While the existence of a presumption
of law does not affect the burden of proof,
yet, as an inference of fact which the law
assumes to be correct, establishes, in the
absence of evidence to the contrary, a
prima facie case and thereby sustains the
burden of evidence on the point which it
covers, it is frequently said that presump
tions of law shift the burden of proof,
meaning of course the burden of evidence.
The same result may be effected by any
substitute for evidence, such as . . . . statu
tory regulations prescribing what shall
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constitute prima facie evidence of specified
facts. On the position of the burden of
proof, properly so called, the existence of
any particular inference of fact can have
no effect, even should it constitute a prima
facie case, or should further proof be ex
cused by rule of law.”
The importance of this distinction is
realized when it is seen that, although a
presumption of law may shift the burden
of evidence, such burden is shifted back
again by any controverting evidence, and
the presumption has no weight whatever
in the face of controverting evidence, but
the party relying on the presumption must
introduce real evidence to again shift the
burden. On the other hand, if such a pre
sumption would shift the real burden of
proof, the duty would be on the opposing
party to produce a preponderance of evi
dence on the issue, and not merely enough
to break down the prima facie character
of the presumption.
Furthermore we should not overlook the
important principle that on certain issues
the government has the duty of presenting
a preponderance of evidence, if any evi
dence at all is produced, even though it
has the initial advantage of a prima facie
case based on the presumption of correct
ness of the Commissioner’s determination,
a substitute for evidence, which advantage
disappears as soon as any controverting
evidence is introduced.
Having thus considered the meaning of
the term “burden of proof” as is often
used in two different senses by the courts,
we will proceed to consider the second
point of confusion, that is the variance of
the rules applicable to differing stages of
a tax controversy. For the purposes of
this discussion we will consider that there
are three stages in such a controversy:
first, from the beginning of the controversy
until the Commissioner has made a de
ficiency determination or assessment; sec
ond, after such determination has been
made until payment of the tax is made;
and third, after payment of the tax, if a
refund is sought.
We will take up the third stage first.
Since the taxpayer is seeking to recover
money from the government, we would ex
pect that the burden of proof would be on
him to show his right to recover, just as
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it would be in any other type of action
on the person seeking to recover. The
courts have been very consistent in fol
lowing this rule. The Circuit Court of
Appeals, 2nd circuit, said in 1917 in An
derson v. Farmers Loan & Trust Co., 241
Fed. 322:
“ . . . but the company had the burden
of establishing by a preponderance of evi
dence, that the tax collected, or some part
of it, was not due.”
In 1926 we find the United States
Supreme Court saying in the leading case
on the question, U. S. v. Anderson, 269
U. S. 422:
“Since the suit was one to recover a
tax erroneously exacted, the burden was on
the petitioners to prove the facts establish
ing the invalidity of the tax.”
And a few months later in U. S. v.
Mitchell, 271 U S 9 :
“The executors . . . seek to recover the
full amount of the 1919 income tax paid.
. . . The burden is on the executors to es
tablish the invalidity of the tax.”
And in numerous other suits for re
covery of taxes paid we find the court
following this rule: Wickwire v. Reinecke,
275 U S 101; Williamsport Wire Rope Co.
v. U. S., 277 US 551; Botany Worsted
Mills v. U. S., 278 U S 282; Reinecke v.
Spaulding, 280 U S 227; Niles Bement
Pond Co. v. U. S., 281 U S 357; Bonwit
Teller & Co. v. U. S., 283 U S 258; Rice
v. Eisner, 16 Fed (2d) 358, certiorari
denied 273 U S 764; Rieck v. Heiner, 25
Fed (2d) 453; certiorari denied 277 US
608; and Rouss v. Bowers, 30 Fed (2d)
268, certiorari denied 49 S. Ct. 348.
But on the other hand, where the tax
has not been paid, and particularly where
no determination or assessment has been
made, we find the decisions very plain in
placing the burden on the government of
proving that a tax was due. In 1883 the
Supreme Court said in Little Miami, Col
umbus and Xenia Railroad Co. v. U. S.,
108 U S 277:
“In the present case there has been no.
assessment of a tax, but the United States
have sued to recover such sum as, upon
an investigation of accounts of the Com
pany, it shall appear ought to have been
paid. The burden of proof is upon the
Government.”

M ay,

The District Court for the Southern
District of New York followed this rule
in saying in U. S. v. Guggenheim Explora
tion Co., 238 Fed 231, a suit to collect
a tax under the 1909 Excise Law on a
profit from the sale of stock: “The burden
of establishing its case is upon the Gov
ernment.”
This same Court enunciated the prin
ciple involved more clearly in 1924 in
U. S. v. Boston & Montana Consolidated
Copper & Silver Mining Co., 1 Fed (2d)
31, as follows:
“It is to be noted that the suit is not
one brought by a taxpayer to recover a tax
levied under an application of the ‘straight
line’ rule, and paid under protest. In
such case, the taxpayer, being the plaintiff,
assumes the burden of showing the ex
action unwarranted, and hence of showing
that the actual income was less than that
assumed by the government. Here the
government made no assessment, but
comes into court asserting that defendants
had a certain income or profit during the
period in question, and of necessity it as
sumed the burden of proving its conten
tion.”
Even though the assessment had been
made by the Commissioner the burden of
proof, in the true sense, remains upon the
government, and the presumption of cor
rectness of the Commissioner’s determina
tion serves only to shift the burden of
evidence to the taxpayer. As early as
1882 the Supreme Court said in U. S. v.
Lewis Rindskopf, 105 U S 418:
“The assessment of the Commissioner
of Internal Revenue was only prima facie
evidence of the amount due as taxes upon
the spirits distilled between the dates men
tioned. It established a prima facie case
of liability against the distiller, and nothing
more. If not impeached, it was sufficient
to justify a recovery; but every material
fact upon which his liability was asserted
was open to contestation.”
In cases where the true burden of proof
is on the government, and the correctness
of the Commissioner’s determination is
impeached by controverting evidence, the
Commissioner must establish his position
by a preponderance of the real evidence or
his determination will not stand. The
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Circuit Court of Appeals in A. M. Nichols
v. Commissioner, 44 Fed (2d) 157, a case
involving a deficiency determination based
on the value of bonds received as part of
the sale price of property, said:
“The determination of the Commis
sioner (that the bonds were worth $ 11,000.00) is prima facie correct and must
stand unless overcome by substantial evi
dence. . . . This testimony (that the bonds
were worthless) overcame the presump
tion arising from the determination of the
Commissioner. The burden (of evidence)
then shifted to the Commissioner to sup
port his determination by evidence and
this he did not do nor attempt to do
and accordingly his determination cannot
stand.”
The inference should be noted that the
Commissioner’s determination is not real
evidence, but only a substitute therefor.
If the Commissioner’s determination were
real evidence, then in the last case there
would have been a conflict of evidence,
and the Circuit Court of Appeals would
not undertake to review the Board of Tax
Appeal’s findings of fact based on such
conflicting evidence. But since the Com
missioner’s determination was not real
evidence, and lost all its force in the face
of controverting evidence, there was no
conflict of evidence and the Court did re
view the Board’s findings.
The Circuit Court of Appeals has taken
the same position with reference to an
other type of presumption, i. e., the statu
tory presumption that a transfer made
within two years of death is in contem
plation of death, and holds in Flannery v.
Willcuts, 25 Fed (2d) 951, that such a
presumption gives way before evidence to
the contrary, and that unless there is sub
stantial evidence to support the lower
court’s finding that as a matter of fact
these gifts were made in contemplation of
death, such judgment should be reversed.
Furthermore, the Board of Tax Appeals
may not refuse to consider competent and
material evidence which controverts the
correctness of the Commissioner’s deter
mination. In Chicago Railway Equipment
Co. v. Blair, 20 Fed (2d) 10, the Circuit
Court of Appeals says:
“The Board would have no right to
adopt a rule that did not require the Board
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to consider all the evidence and then to
exercise a sound discretion in reaching its
conclusions. Nor would it have a right
to prescribe rules that would exclude evi
dence competent and material under the
usual and ordinary rules of evidence ap
plicable in the courts.”
In Popular Price Tailoring Co. v. Com
missioner, 33 Fed (2d) 464, it appears
that evidence had been introduced before
the Board successfully controverting the
correctness of the Commissioner’s deter
mination, but that the Board had made a
determination against the taxpayer on an
other theory of the case, basing such ac
tion on the proposition that:
“The burden was upon the petitioner at
the trial of the case to prove every element
necessary to a correct computation of the
tax liability of the petitioner upon the
basis of the issues raised in the pleading.”
The Circuit Court of Appeals reversed
this decision of the Board, holding in ef
fect that when the correctness of the Com
missioner’s determination was controverted
the case was at an end unless the Com
missioner brought in evidence to prove
the correctness of his determination.
I f the correct statement of the principle
involved is that the determination of the
Commissioner is prima facie correct rather
than that the true burden of proof is on
the taxpayer, we would expect to find that
on occasion the taxpayer might avail him
self of the benefit of pleading such cor
rectness of the Commissioner’s determina
tion. The Board of Tax Appeals has re
peatedly held that the burden of proof is
on the Commissioner as to any issues re
lied on which are at variance with the pre
vious determination made by him. In
other words, the taxpayer may rely on
such correctness as much as the Com
missioner can. The Supreme Court ap
proved this principle in Bonwit Teller &
Co. v. U. S., 283 U S 258, in holding that
the Commissioner’s certificate of overpay
ment was sufficient basis for recovery of
taxes paid.
Furthermore, if such prima facie cor
rectness is only a presumption of law, we
would expect to find other presumptions
of law that are stronger. We do find just
such a presumption in the general propo
sition that a man is to be considered inno
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cent of any wrong doing until he is proven
guilty. In Edward G. Budd v. Commis
sioner, 43 Fed (2d) 509, the Commis
sioner based a deficiency determination on
the proposition that an alleged sale of
stock was fictitious. The Circuit Court of
Appeals said:
“In plain terms the position of the Com
missioner is that Mr. Budd and Mr. Read
are guilty of an attempt to commit a de
liberate fraud. It is a general principle
that fraud is never to be presumed and,
he who avers it, takes upon himself the
burden of proving it.”
In criticizing Rule 30 of the Board of
Tax Appeals, the Court went on to say
in this same case:
“While the Board may prescribe rules
of practice, it may not prescribe rules of
evidence and the burden of proof is a rule
of evidence and not a rule of practice or
procedure.”
Were it a correct statement of the law
that the true burden of proof is on the
taxpayer, then; under the principle of law
stated in Corpus Juris, volume 22, page
79, above quoted, such substitutes for evi
dence as the presumption of correctness
of the Commissioner’s determination, or
the presumption of innocence of fraud,
could have no effect on the position of
such burden. But since it is only the bur
den of evidence which is so placed on the
taxpayer, the same can be and is shifted
by presumptions of law such as these.
But we do find in nearly every tax case
that there are certain issues with regard
to which the true burden of proof does
rest on the taxpayer under the application
of the general law of evidence. This fact
constitutes the third point of confusion
listed at the beginning of this discussion.
In order to consider the position of the
true burden of proof relating to the issues
in income tax cases, we may classify these
issues as follows:
(1) Items asserted to be a part of gross
taxable income.
(2) Deductions claimed and known to
exist by reason of the nature of items in
cluded in gross income.
(3 ) Deductions claimed but which are
not necessarily associated with items in
cluded in gross income.
(4) Exemptions, credits and other mat
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ters tending to avoid or reduce the amount
of a tax otherwise due.
(5)
Discretionary acts of the Commis
sioner.
As to issues falling within the first class,
since they are the very foundation of the
government’s claim for taxes, we would
expect to find the real burden of proof on
the government. The decisions of the
Circuit Court of Appeals seem to support
this theory. In Radio v. Commissioner,
33 Fed (2d) 39, the court held that a cer
tain fact, essential to legal assessment of
the tax to the particular taxpayer on the
alleged profit from sale of property, must
be determined before a valid tax could be
assessed. Further that the Board erred in
approving the Commissioner’s deficiency
determination on the grounds that it was
“unable from the evidence to hold that the
Commissioner erred in taxing the profit.”
In Kendrick Coal & Dock Co. v. Com
missioner, 29 Fed (2d) 559, the deficiency
determination was based on alleged profits
from a sale of assets. The Court in re
versing the Board held that the facts nec
essary to justify the inclusion of such a
profit in taxable income must be found by
the Board, saying:
“A careful examination of the findings
of fact reveals that there is no finding
whatever as to the cost of this property
(the property sold). . . . Again, a careful
examination of the findings of fact reveals
that there is no finding of the market value
of this stock (received). . . . It thus ap
pears that there is no finding of either of
the two facts which are indispensable pre
requisites to the conclusion of law that
there was a profit realized in the trans
action.”
In Reinschmidt v. Commissioner, 28
Fed (2d) 660, the Court held that the
testimony of the petitioner was admissible
to show an error in his books whereby his
gross income was overstated, and there
fore reversed that part of the Board’s re
determination which refused to make a
change in the Commissioner’s determina
tion in accordance with this testimony.
But on the question of a deduction for
expenses the Court held that the item was
not sufficiently explained by the petitioner,
and therefore he was not entitled to the
deduction.
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We proceed next to the second class of
issues, i. e., deductions from gross income
such as the Court should know exist from
the very nature of the gross income or the
business conducted. Since deductions are
used to reduce the amount of income sub
ject to tax, they are more in the nature
of an offset to the tax otherwise proven
by the government, and therefore we
would expect to find the true burden of
proof resting on the taxpayer. However,
the taxpayer should be able to avail him
self of the benefit of the judicial knowl
edge as to the existence of the deduction
to the end that some allowance should be
made, whether as great as he claimed or
not. We find that the Circuit Court of
Appeals holds to this view. In Rhode
Island Hospital Trust Co. v. Commis
sioner, 29 Fed (2d) 339, the Court re
quired the allowance of an addition to a
reserve for bad debts, holding that the
testimony of the president of the com
pany coupled with judicial knowledge as
to general financial conditions in 1920 and
1921 was sufficient to show the reasonable
ness of the addition to the reserve.
In George M. Cohan v. Commissioner,
39 Fed (2d) 540, in overruling the Com
missioner’s disallowance of traveling and
entertaining expense incident to theatrical
productions, the Court held that since it
was obvious that there were some expenses
of this nature, an allowance for the same
must be made even though the exact
amount could not be shown by the peti
tioner. The Court said:
“Absolute certainty in such matters is
usually impossible and is not necessary;
the Board should make as close an ap
proximation as it can, bearing heavily if
it chooses upon the taxpayer whose in
exactitude is of his own making. But to
allow nothing at all appears to us incon
sistent with saying that something was
spent. . . . We think the Board was in
error as to this and must reconsider the
evidence.”
In the case H. A. Underwood v. Com
missioner, 56 Fed (2d) 67, two points of
interest to us were involved. The first
point being with regard to the inclusion of
an item as taxable gross income, the Court
said:
“We think that there was substantial
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evidence in the record to support the find
ings of the Board of Tax Appeals, and
they are therefore binding on us.”
The Court thus implied that substantial
evidence was necessary to support the in
clusion of the item in taxable gross in
come. On the second point the Court
said:
“It was obvious to the Board, from the
evidence before it, that the sums of $68,080.60 and $44,666.15 for the years ending
in February, 1924 and 1925, respectively,
represented gross and not net income. . . .
Notwithstanding this state of affairs, the
Commissioner failed to make any allow
ance for the taxpayer’s expenses and as
sessed the tax on the gross receipts; and
this action was affirmed by the Board.
The only explanation offered in this Court
is that the evidence before the Board did
not disclose the amount of the expense
incurred; that the burden of proof in a
case of this sort is upon the taxpayer and,
therefore, the Board was obliged to affirm
the Commissioner’s determination. It is
settled that the taxpayer has the burden of
proof by a number of decisions of the
Supreme Court. . . . But we do not think
that this rule so restricts the powers of
the Board as to require it to countenance
an obvious injustice. . . . Here, however,
the Board’s own opinion showed that the
Commissioner’s action was wrong in a
material respect. The information to cor
rect the mistake was readily obtainable
from the same source as that from which
the gross receipts of the taxpayer were
ascertained. Under these circumstances,
the Board should have deferred its deci
sion until testimony showing the amount
of the deductions to which the taxpayer
was entitled was introduced, and then have
redetermined the deficiency.”
As to the third class of issues, as is
obviously proper, there are a number of
decisions holding that the burden of proof
rests on the taxpayer to prove his right
to deductions. Avery v. Commissioner,
22 Fed (2d) 6, (bad debts) ; Brown v.
Commissioner, 22 Fed (2d) 797, (bad
debts and stock losses) ; Royal Packing
Co. v. Commissioner, 22 Fed (2d) 536,
(stock losses) ; W. K. Henderson Iron
Works & Supply Co. v. Blair, 25 Fed (2d)
538, (amount of officer’s salary) ; Mastin
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v. Commissioner, 28 Fed (2d) 748,
(losses). And the Supreme Court states
the rule very concisely in Burnet v. Hous
ton, 283 U S 223, as follows:
“The burden of proof to establish a de
ductible loss and the amount of it, clearly,
was upon the respondent (taxpayer).”
We would expect the burden of proof
to be on the taxpayer as to issues falling
in the fourth class: exemptions, credits
and other matters tending to avoid or re
duce the amount of a tax otherwise due.
In Richmond Hosiery Mills v. Commis
sioner, 29 Fed (2d) 262, certiorari denied
49 S. Ct. 265, the question involved was
the inclusion of certain items as a part of
invested capital in order to reduce the
amount of excess profits tax. The Court
said:
“Conceding that an expenditure errone
ously charged to expense may be trans
ferred to capital in a subsequent year, if
truly an investment in a capital asset, the
burden was on petitioner to show with
reasonable certainty the amount properly
attributable to the increased value of the
trademark and this burden is not sustained
by opinion evidence as to its present
value.”
The Court pointed out that the original
charge of the items to expense was an
admission of the taxpayer against his later
contention, but suggests that an audit
should have been made to determine what
part, if any, of the expenditure was im
properly charged to expense rather than
capital account.
Considering next the final class of issues,
the discretionary acts of the Commis
sioner, we find not only that the full bur
den of proof rests on the taxpayer to show
such discretionary acts to be erroneous,
but there are distinct limitations as to
what the Court will consider. In Lucas v.
Kansas City Structural Steel Co., 281 U S
264, the Supreme Court points out that
the taxing statute places on the Commis
sioner the duty of prescribing the accept
able bases for valuation of inventories, and
that where the taxpayer does not use any
of the approved methods the Commis
sioner may apply the method which, in the
sound exercise of his discretion, he thinks
will properly reflect profits. In this case
the Court said:
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‘The Company’s case falls far short of
meeting the heavy burden of proving that
the Commissioner’s action was plainly
arbitrary.”
The case of Bishoff v. Commissioner,
27 Fed (2d) 91, was one in which it was
shown that the taxpayer failed to keep
books that would reflect his true income.
The Court held that the taxing statute
clothed the Commissioner, in a case where
the taxpayer had failed in the duty im
posed on him to keep proper books, with
the discretionary power to compute the
taxable income of the taxpayer in what
ever manner he believed would reflect the
true income. That in this case the peti
tioner completely failed not only in show
ing what the true income was, but also in
showing that the Commissioner’s determi
nation was unreasonable, and therefore the
Commissioner’s determination should not
be disturbed.
In Greengard v. Commissioner, 29 Fed
(2d) 502, the taxpayer objected to the
Commissioner’s determination on the
ground that he should be permitted to use
the accrual method rather than cash re
ceipts and disbursements method of re
porting income. The Court held that the
Commissioner’s discretionary action in
placing the taxpayer on the cash basis was
justified by reason of the fact that the tax
payer had kept no books.
However, the Commissioner’s discre
tionary acts are subject to review by the
Court, and where obviously wrong will
be rejected. In Russel v. Commissioner,
45 Fed (2d) 100, the deficiency was based
on the rejection of the taxpayer’s opening
and closing inventories and the adoption
by the Commissioner of inventory amounts
arrived at by theoretical methods. The
Court held that while it was within the
discretionary powers of the Commissioner
to reject an inventory method not approved
by him and to substitute an approved
method, the Commissioner’s discretionary
acts are subject to review both by the
Board of Tax Appeals and by the Courts,
and that “the commisisoner’s discretion
must be exercised reasonably,—on sound
grounds.” As to the particular case the
Court said:
“While there is a presumption that the
( Continued on page 300)
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O visit Atlantic City is to experience land side, as well as on Atlantic City’s
the stimulating effect of being on a business streets, where a variety of stores
ship at sea. Situated on an island, five of every type and character display their
miles from the mainland, Atlantic City wares.
rises mirage-like out of the ocean.
National advertisers maintain striking
Atlantic City is different from any other permanent exhibits along the Boardwalk
resort in the world. It is different in color, to display their products to the 12,000,000
different in architecture, different in set visitors who come to Atlantic City annu
ting, different even to the quality of the ally.
air. It is clean, health-giving, exhilarat
Atlantic City boasts the safest and best
ing, fresh and wholesome. The pungent bathing beach in the world, extending the
salt breath of the deep sea gives it a entire length of the Boardwalk, and where
healthful quality of crispness found in no in the Summer during the height of the
bathing season it is patrolled by Muncipal
other part of the country.
Atlantic City’s skyline is one of Ameri Life Guards, numbering more than 100
ca’s dramatic architectural spectacles. The trained swimmers, who safeguard the visi
world-famed Boardwalk, a wooden-decked tor and the daring bather.
Six ocean piers, each with characteristic
structure seven miles in length and sixty
feet wide, runs the entire length of the individuality, each different from the other
Island. Atlantic City’s hotels, many of and covering a wide field of entertainment,
them located on the Boardwalk and front present superb concerts, splendid dancing
ing directly on the edge of the surf, are facilities, net hauls, first-class vaudeville
rated among the finest in the world. and motion pictures, and exhibits.
Always mindful of the health of its visi
Moderate prices, designed to meet the
needs of every pocketbook, prevail in all tors, as well as its permanent population
hotels and restaurants. Here one may pay of 66,000, Atlantic City’s Hospital, a
as much or as little as he chooses, accord Grade A Institution, and its Health De
ing to his means. Atlantic City offers partment, with their efficient and expert
more for the money than any other resort staffs, maintain the highest degree of medi
city.
cal and health standards.
Atlantic City has 88.5 miles of wide,
The world’s most popular health resort,
Atlantic City is also nationally known as well-paved and well-lighted streets; 60
the “Convention - City - By - The - Sea.” churches of all denominations where one
America’s great national conventions meet may attend services; 14 public schools,
more frequently in Atlantic City than in including a $2,000,000 High School, with
a total attendance of 12,000 pupils and 482
any other convention city.
41,000
persons may be seated comfort teachers—as well as 7 private and paro
ably within the walls of Atlantic City’s chial schools; more than 50 organizations
Municipal Auditorium for a single event. covering the entire field of civic, business,
A fair-sized city in itself, one might say. fraternal, trade and social activities, in
No convention has as yet taxed to capa cluding the Chamber of Commerce, the
city the 250,000 square feet of exhibition Real Estate Board, Kiwanis, Rotary, E x 
space available in this beautiful building; change.
which also contains an assembly room
Atlantic City has a daily and an evening
seating 5,000 persons, and a Ball Room, paper, one Sunday paper, one weekly
upon whose floor 2,000 couples may dance paper and one monthly illustrated publi
cation.
in ease and comfort.
Atlantic City’s natural entertainment
The noted Broadcasting Station, W PG,
possibilities are sufficient to provide unique (W orld’s Playground), municipally owned
and varied programs for the vacationist and located in Atlantic City, is operated
by the Columbia Broadcasting Company.
as well as for the convention delegate.
Smart shops line the Boardwalk on the
Atlantic City is credited with having

T
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the first municipally owned Airport. The
word “Airport” originated here some
years ago at one of the early air meets.
A free Public Library, with several
branches throughout the city, contains
many thousands of books for the entertain
ment and pleasure of Atlantic City visi
tors as well as its permanent residents.
The residential section of Atlantic City
with its many beautiful homes and cot
tages, never fails to delight the visitor.
For those interested in sports, Atlantic
City offers fishing, sailing, horseback rid
ing, indoor swimming pools (of which
there are five), six golf courses, playable
all year ’round, a Gun Club, a Yacht Club,
26 public Tennis Courts, and game shoot
ing in season.
First-run motion pictures and stage pro
ductions, as well as operas and vaudeville
are shown in Atlantic City’s many thea
tres for the amusement and pleasure of
the theatre-goer.
Atlantic City maintains a specially
trained Police and Fire Department, and
its six banks are well equipped to take
care of its needs.
Retail sales in Atlantic City in 1929
(Figures from Bureau of Census) totaled
$70,000,000. Potent, though these factors
undoubtedly are in the growth of the
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resort, they do not make up the whole
story. Accessibility is the keyword to
all these facts. Accessibility to the major
portion of the United States and Canada
is the prime factor in Atlantic City’s
growth and popularity. Atlantic City in
vented the Boardwalk, the first one being
8 ft. wide and one mile long, and ready
for promenading June 26, 1870,—the first
Easter Sunday Fashion Parade taking
place in April, 1876.
25% of the total population of the
United States is within overnight train
ride of Atlantic City. One-half of the
population of the United States and
Canada lives within overnight plane ride
of Atlantic City. Atlantic City is 60 miles
from Philadelphia, one hour by train, two
hours by motor, thirty minutes by plane;
125 miles from New York City, three
hours by train, four hours by motor,
fifty-five minutes by plane.
Frequent trains, unsurpassed in com
fort, speed and safety, are operated to and
from New York via the Pennsylvania and
New Jersey Central Reading Lines, and
to and from Philadelphia via the Penn
sylvania and Reading Lines, connecting
conveniently at New York City and
Philadelphia with fast trains to all sections
of the United States and Canada.

G

C onducted

In the untimely death of Joseph
Myer, the writer feels a sense of
deep personal loss. New Jersey has
lost a good citizen; Dartmouth Uni
versity has lost a loyal alumnus; St.
John’s University has lost a devoted
dean; the profession of accountancy
has lost a real leader; and this de
partment has lost a friend.
We also regret to note the passing
of Oldtimer Goodloe. At the age of
47 he joined the Navy; and the last
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time we saw him, just about a year
ago, he was chuckling that at 64 he
was still able to squeeze himself into
the uniform he had worn during the
war, to participate in the Memorial
Day parade.
Answering several queries. No; we are
not a member of a state board of exam
iners yet. When you see an “Editor’s
note” it means something Mr. Springer
has sprung (ouch) on us.
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One of our enthusiasms is the sliderule. Entirely too few accountants use
them. Some few complain about the cost.
Now a concern in Bridgeport comes along
with a pocket size rule for 55c; it is not
so well calibrated or accurate as a standard
ten-inch instrument; but it works within
its limits; and is ideal for learning pur
poses. We understand several schools
have adpoted it. We have asked Mr.
Springer to send the company an adver
tising rate card; if it does not use it you
can’t be blamed for not buying it.
PER SO N A L DOINGS
By the time this gets in print, we shall
have finally completed the book which a
reviewer said was the ten best books of
1933. In thus describing “Anthony Ad
verse,” he did not exaggerate much. On
April 6 we saw the N. B. C. studios in
Rockefeller Center, and saw and heard
George Gershwin broadcast. Quite inter
esting. A letter from Etta Broun hereby
acknowledged with thanks. That is one
great joy of shopkeeping; people you have
not seen or hardly thought of for years,
and whose whereabouts are unknown,
come across this m agazine; see the shop;
and write to us. George Roberts of the
National City Bank took till April tenth
to notice that we had mentioned his name
last November, but then wrote promptly.
We feel flattered. I f you haven’t seen the
movie of David Harum, you still have a
treat coming to you; Will Rogers just
lives the part.
Every once in a while we come across
an article in a professional publication
which, in the language of Oldtimer gets
our goat. The Kid would say it gets in
his hair. And the radio crooner would
sing that smoke got in his eyes. But to
the point. In the March number of the
Accounting Review is an article by Wina 
kor and Borth, Ph.D.’s of the University
of Illinois. It is entitled “Documentation
in Accounting Literature.” B.i.o.n. these
men took thirty, count ’em, assorted ac
counting texts and fifteen economics texts,
and counted all the footnotes in them, and
made comparisons. And then came to the
conclusion that accounting literature was
deficient because there were so few foot
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notes, either absolutely or relatively. If
that isn’t the height of something or other,
please tell us. Bad enough if people who
must become Ph.D.’s have to hunt for
original topics; but to print such an item
with a straight face makes it even funnier.
Our favorite statistician, and a Ph.D. in
his own right, chuckled mightily when we
showed it to him. All of which recalls
the C.P.A. (and we can’t for the life of
us remember his name to give him the
credit due) who, having said several times
in discussing a balance sheet “you might
add that as a footnote,” finally added “But
if you keep on at this rate the balance
sheet will look like a centipede.”
We regret our inability to be present
at the last two meetings of the New Jer
sey society. The New York meeting on
April 16 was not as well attended as some
and those who were absent should regret
it. Frank Vanderlip, well-known banker
and author of the bill to create a new
“monetary authority,” was the guest
speaker; and he held forth for long over
an hour; and what was much more impor
tant, held his audience. Then for threequarters of an hour more he answered
questions, a surprising number of which
referred to Father Coughlin’s radio talk
of the preceding day.
Andy Nelson set some kind of record,
or what have you, when he made three
talks in 26 hours recently. First he talked
on the radio on the NRA and accounting;
then a few minutes later he addressed the
N. Y. Chapter of the NACA; and the fol
lowing evening did the same for the
Brooklyn chapter. We didn’t hear him,
but we did hear he was as good as usual.
TA XES
C.P.A’s figured as counsel in two in
teresting cases reported the end of Feb
ruary. W . B. Sanders lost the case of
the Stanford University cooperative book
store ; but with three men dissenting he
ought to win the appeal. 29 BTA No. 220.
J. L. Boothe of Michigan, however, got
a clean decision for his client Sweinhart,
29 BTA No. 206; the case presents a
rather novel realty point; and the decision
is eminently just.
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G. C. Williams, a North Carolina C.P.A.
now resident in New York, has an article
in the March issue of the Tax Magazine.
The Florida Institute of Accountants in its
Bulletin, undated but numbered Vol. 2,
No. 2, has the best summary of the new
federal tax legislation which has come to
our attention. We congratulate the edi
tors.
We wish to correct an erroneous im
pression about ourselves and taxes; some
people think we are a real expert. We are
not. We do what tax work comes our
way, to the best of our ability; and to that
end, endeavor to keep up with current
decisions. But we don’t like tax work;
and never did. Give us auditing any tim e;
and detailed auditing by preference. May
be we are goofy; but “de gustibus, non
disputandum ”.
On February 15 the U. S. District Court
for Rhode Island handed down a decision
in the matter of the Squantum Associa
tion holding its dues non-taxable, on the
analogy to Block Hall. Well, at last one
club won a case; and it may be noted that
the outfit which established the precedent
is the place where the downtown division
of the N. Y. luncheon club meets every
Wednesday. 23 South William Street.
This month our shoptalkers are guestconducted by L. D. Ledbetter, C.P.A., of
Norfolk, Virginia. Who’s next?
SH O P T A L K E R S
“Why the smile?” asked the Kid.
“Oh, I believe for once I am a jump
ahead of you, Kid. Inconsistencies! Tech
nicalities ! You like ’em, don’t you ?” asked
Oldtimer.
“Well,” the Kid answered, “I believe
in standardization and classification, if
that’s what you mean.”
“Then see if you can figure this one
out,” Oldtimer went on. “You found the
financial reports of the N. Y. State So
ciety and The American Society interest
ing but inconsistent in captions and state
ment headings, answer this:
“Down in Norfolk, Virginia, a member
of the local chapter of the Virginia Society
presented a situation like this at a recent
meeting: The will of a decedent required
the establishment of a trust. Certain bene
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ficiaries were to share the income there
from. Among the assets at the time the
will was probated were certain shares of
stock in a going concern having a par value
of $100.00 per share. These shares were
officially appraised (and taken over by the
trustee) at $300.00 each, this amount being
the then book value. For several years
subsequent to the establishment of the
trust the corporation consistently operated
at a loss, but continued to pay dividends
to its shareholders. Surplus was depleted,
therefore, not only by losses from opera
tions but by dividends as well. Question:
Would the dividends received by the trus
tee represent income, and be distributable
to beneficiaries or would these dividends
represent corpus and, as such, be held by
the trustee for reinvestment? What say
you, Kid?”
“Now you are barking up my tree,”
chirped the Kid. “I was taught that dur
ing the administration of a trust, principal
(or corpus) is reduced by premiums on
securities purchased (and such premiums
should be amortized during the life of the
securities and a portion of the interest re
ceived on such securities should be set
aside to offset amortization).”
“Yes, but what’s that got to do with the
case in question?” asked Oldtimer.
“Nothing, except the $200.00 per share
valuation in excess of par was, so to speak,
a premium on the stock and represented
the same surplus out of which dividends
were paid later on. The trust had no
claim against the corporation until the
Board declared a dividend. When the
trustee received the dividends he received
a return of principal under the Virginia
law (and many other states have similar
laws),” retorted the Kid, “and dividends
received in the future, until he has had
returned to him the $200.00 per share, will
represent a return of principal. How
ever, should the corporation, now that
conditions are improving in many lines of
business, return to good old prosperity and
accumulate sufficient surplus to justify
further dividends, then dividends received
after the return of principal would repre
sent income.”
“Well, your argument about premiums
on securities being offset by interest col
lected is different from stock. These se
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curities represent contracts to pay definite
sums at specified dates. Stock in a cor
poration is different,” came back Oldtimer.
“Yes, the par value of stock represents
an investment which cannot be returned
to the shareholders in dividends except in
liquidation; accumulated surplus is avail
able for distribution to the shareholders,
if earned, and represents profit made on
the original investment,” the Kid argued.
“The corporation reported to the Treas
ury Department,” Oldtimer continued,
“the payment of all dividends. On some
the 5% tax on dividends is withheld. How
should the trustee handle these dividends
when making his Federal income tax re
turn ?”
“For accounting and ‘local law' pur
poses,” answered the Kid, “since these
shares were appraised at and returned for
Inheritance and Estate tax purposes at a
valuation of $300.00, $200.00 in excess of
par value per share, the dividends received
represented a return of principal, but, in
the case of Ella P. Burdick, Trustee, vs.
Commissioner, etc., the Board of Tax Ap
peals held, in a similar case, (29 B. T. A.
No. 131), that for Federal income tax
purposes, dividends paid to a trust out of

Q u e s tio n s
E d it o r ,
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surplus of a corporation existing at the
date of a decedent’s death is not a return
of capital to a trust, but a dividend and
income within the revenue acts, and that
rules of local law which portions such
surplus for the remainderman or corpus
of a trust, has no weight. Therefore, in
answer to your question, the trustee should
report such dividends as income.”
“Do you mean to tell me, Kid, that it
is the duty of a trustee to constantly keep
before him statements of the financial con
dition of all corporations in which the
trust he represents owns stock ?” asked
Oldtimer.
“He should know the condition of each,
yes, but he is not responsible for losses
ensuing from the legitimate liquidation of
approved investments; losses of property
which are beyond human control or which
cannot be compensated for by insurance,
or for shrinkages in values due to obso
lescence which could not be foreseen,” the
Kid answers.
“The ayes have it, we adjourn,” Oldtimer asserted, reaching for the last issue
of T h e C e r t i f i e d P u b l i c A c c o u n t a n t
from which he hopes to prepare himself
for the Kid's next round-table.
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W . T . S u n l e y , C.P.A., Educational Director
International Accountants Society, Inc.

Solution to Problem 6 of November, 1933, Examination Service of The
American Society of Certified Public Accountants, published on pages 49 and 50
of the January, 1934, issue.
The first step in the solution of this problem may consist of a few memoran
dum calculations:
(a) Analysis of Buildings Account (and Reserve for Depreciation).
(b) Analysis of Machinery and Equipment Account (and Reserve for
Depreciation).
(c) Calculation of Loss on Sale of Machinery.
(d) Analysis of Capital Surplus Account.
These calculations may be prepared very readily from a study of the Com
parative Balance Sheets and the supplementary data included in the problem.
The item “Decrease in Working Capital” appearing in the principal state
ment of the solution may be supported by a separate schedule which is prepared
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from the account balances shown in the Comparative Balance Sheets.
With this preliminary work done, the presentation of the Statement of Appli
cation of Funds requires only the assembling, in proper form, of the figures thus
obtained.
A RTH U R CORPORATION
Statement of Application of Funds for the year ending July 31, 1933
Funds Provided:
Proceeds from sale of Machinery. . . .
$ 5,500.00
Decrease in Working C ap ital.............
187,547.47
Total .................................................

$193,047.47

Applied as Follows:
Loss from Operation (see Earned Sur
plus account balances) ...............
L ess—
Depreciation on Buildings........... $31,500.00
Depreciation on Machinery and
Equipment .............................. 41,038.07
Loss on Sales of Machinery.......
8,334.84

$107,239.66

80,872.91
$ 26,366.75
60,000.00
48,480.72
38,200.00

Loss on Merchandise Speculation. .. .
Purchase of New Machinery .............
Purchase of Treasury S to c k ...............
Retirement of 6 % First Mortgage
Bonds:
Amount Retired ............................
L ess — Amount paid in Capital
Stock .........................................

$ 50,000.00
30,000.00

Funds applied to Retirement of
B o n d s ................................................

20,000.00

Total .........................................

$193,047.47

D ecrease in W orking Capital
July 31
July 31
Current Assets
1932
1933
Increases
Cash on Hand and in Banks. .$ 63,429.48 $ 32,699.40
Notes Receivable ................. . 10,300.00
12,460.00 $ 2,160.00
Trade Accounts Receivable . . 314,098.67
318,270.48
4,171.81
Inventories:
Raw M aterial................. . 43,290.74
23,980.67
Work in Process ......... . 15,840.62
9,479.82
Finished G o o d s............. . 75,390.84
46,249.29
Prepaid Expenses .................
9,240.00
6,480.00
$531,590.35

$449,619.66

$

6,331.81

Decreases
$30,730.08

19,310.07
6,360.80
29,141.55
2,760.00
$88,302.50
6,331.81

Decrease in Current Assets.

$81,970.69

1934
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Current Liabilities
Account P ay a b le......................$196,340.82
Notes Payable .......................... 52,500.00
Accrued Expense ...................
4,390.00
Notes Receivable Discounted.
Loans from O fficer.................

$273,560.90
46,000.00
8,946.70
10,300.00
20,000.00

$ 77,220.08

$253,230.82

$358,807.60

$112,076.78

$ 6 ,5 0 0 .0 0

4,556.70
10,300.00
20,000.00
$ 6 ,5 0 0 .0 0

6,500.00
Increase in Current Liabilities

$105,576.78
Summary
======
Decrease in Current A sse ts.............................................$ 81,970.69
Increase in Current Liabilities ...................................... 105,576.78
Decrease in Working Capital ................................ $187,547.47

Analysis of Buildings Account
( and Reserve fo r Depreciation)
Buildings
Balance, July 31, 1932 ............................................................$847,000.00
Balance, July 31, 1933 .......................................................... 630,000.00
Write-down .......................................................................
R eserve fo r Depreciation
Balance, July 31, 1932 ..........................................................$496,240.84
Add—Depreciation for year (5% of $630,000)............... 31,500.00

$ 2 1 7 ,0 0 0 .0 0

Balance, 7/31/33 if write-down had not been made. . . .$527,740.84
Balance, 7/31/33 after write-down.................................... 385,690.74
Write-down of Reserve A cco u n t.........................................

1 4 2 ,0 5 0 .1 0

Net write-down (See Analysis of Capital Surplus)

$ 7 4 ,9 4 9 .9 0

Analysis of Machinery and Equipment Account
(and R eserve fo r Depreciation)
M achinery and Equipment
Balance, July 31, 1932.............................................................. $430,290.00
Less— Cost of Machinery Sold ........................................... 68,390.00
Add-—Machinery purchased...................................................
Balance, July 31, 1933 .............................................

$361,900.00
48,480.72
$ 4 1 0 ,3 8 0 .7 2

Reserve fo r Depreciation
Balance, July 31, 1932............................................................. $298,460.70
Less— Depreciation on Machinery sold.............................. 54,555.16
Add—Depreciation for y e a r .................................................
Balance, July 31, 1933 ...................

$243,905.54
41,038.07
$ 2 8 4 ,9 4 3 .6 1
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Calculation o f L oss on Sale o f Machinery
Cost of Machinery ................................................................ $ 68,390.00
Depreciation accumulated to date of s a le ............................ 54,555.16
Net book value.................................................................. $ 13,834.84
Amount received.......................................................................
5,500.00
Loss on Sale .................................................................... $

8,334.84

Analysis o f Capital Surplus Account
Balance, July 31, 1932 ............................................................$409,050.10
Less—Write-down in value of Buildings ........................ 74,949.90
Less—Loss on Merchandise speculation............................

$334,100.20
60,000.00

Balance, July 31, 1933 ............................................... $274,100.20

Burden of Proof

President’s Trip

( Continued from page 292)
Commissioner’s findings are correct, when
it appears, as in this record it does appear,
that the methods pursued by the Com
missioner were mathematically and legally
erroneous, that presumption no longer
avails.”
In summary we will state three brief
rules which appear to embrace the sub
stance of the foregoing decisions:
(1) At all times prior to the payment
of the tax, the burden of proof rests upon
the Government to show a tax due by a
legal preponderance of the evidence, or,
in the absence of any evidence, by a legal
substitute therefor.
(2) But the burden of proof is on the
taxpayer to show any deductions from the
taxable gross income which the Govern
ment has been able to prove or that there
are exemptions, credits or other means for
reducing or wiping out the tax established
by the Government.
(3) After the tax has been paid the full
burden rests upon the taxpayer to show
that the tax has been illegally or errone
ously assessed and collected.

( Continued from page 264)
Lanphere visited with the president during
the remainder of the afternoon and at the
evening meeting, following a dinner, there
were 25 present, including C. P. A.’s, pub
lic accountants and Revenue officials.
The Friday stopping place was Des
Moines, Iowa. Luncheon was held at the
Des Moines Club with 18 certified men
present. This meeting was of an informal
character. The dinner was held in the
Chamber of Commerce Dining Room at
the Hotel Savery and was attended by
certified and public accountants, and other
guests. Every section of the State was
represented at this meeting.
Saturday morning found the president
back in Chicago. From the reports which
have come to the office it is very evident
that the profession throughout the coun
try is interested in obtaining first-hand in
formation with regard to general account
ing conditions and that the individual
members thereof are thinking more seri
ously than ever before with regard to its
future development.

HIS JO B
Professor: “Wake that fellow next to
you, will you?”
Student: “Aw, do it yourself, you put
him to sleep.”

HIS COLLEGE D EGREE
Abie: “He says he’s a three-letter man
at college.”
Ikey: “Well, he must be; his checks come
back marked N.S.F.”
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A c c o u n ta n ts
TH E O R Y O F ACCOUNTS
November 27th, 1933.
Time Allowed: 9 A. M. to 12 M.
Answer All Questions Fully.
Question 1 (10 points) :
Explain the significance of each of the following ledger account balances,
giving reasons, viz:
(a) Credit balance in Consignment Sales account on books of a cotton factor.
(b) Credit balance in the Merchandise account of a sole trader in which
account both purchases and sales are entered.
(c) Debit balance in Reserve for Depreciation account.
(d) Credit balance in Good Will account.
(e) Credit balance in Freight Inward account.
Question 2 (15 points) :
On November 1st, 1933, the Atlantic Oil Corporation was adjudicated a
bankrupt by the United States District Court for the District of Maryland. At
the time of the trustee’s final accounting, assets and liabilities were as follows:
(a) cash, $15,000; (b) salary due Robert Smith for services as president of the
corporation from September 1st to October 31st, 1932, $1,200; (c ) taxes for
1932 due the Mayor and City Council of Baltimore, $750; (d) merchandise cred
itors, $40,000; (e) trustee’s commissions, $350; ( f ) claim of Henry Robinson
for personal injuries suffered by him in an automobile accident on September
16th, 1932, admittedly caused by the fault of the Corporation’s chauffeur in
driving one of its tank-wagons, $5,000; (g ) fee of the Corporation’s attorney
for services rendered between October 15th and 31st, 1932, in preparing its bank
ruptcy papers and schedules, $250; (h) notes held by banks for money loaned
the Corporation, $10,000, secured by collateral valued at $6,000; (i) salary due
John Clark for services as traveling salesman from May 1st, 1932, to October
31st, 1932, $900; ( j ) filing fees and Court costs in the bankruptcy case, $175;
(k) claim of the Globe Filling Station for money paid by it to the Corporation
on October 14th, 1932, in advance for a special grade of oil which the Cor
poration had agreed to deliver on November 2nd, 1932, but never delivered, $100.
Prepare the trustee’s account, and compute the percentage to be distributed
to the general creditors.
Question 3 (10 points) :
Explain fully, with reasons, whether and under what circumstances, if at
all, each of the following procedures may or may not be justified, viz:
(a) Treating cash as a non-current asset;
(b) Capitalizing the cost of scrubbing the decks of a steamboat;
(c) Charging to expense the premiums paid by a corporation on a policy
insuring the life of its president;
(d) Charging the cost of oil and gasoline to Plant and Machinery account.
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Question 4 (15 points) :
Journalize each of the following transactions:
(a) The National Supply Corporation has issued $1,000,000 par value com
mon stock. Having suffered losses, it levied on October 1st, 1933, an assessment
of $250,000 upon its stockholders in accordance with the law of the State of its
incorporation. On November 1st, 1933, it collected in cash $100,000 of the
assessment and called the remaining $150,000 for payment in sixty days. Holders
of shares with an aggregate par value of $40,000 refused to pay the assessment,
and on November 2nd, 1933, their stock was accordingly declared forfeited.
(b) On January 2nd, 1928, Marmaduke Stiegeldorfer leased a lot and build
ing to Harold Cholmondelay and Angelloti Savonarola, co-partners, for ten years
at a rental of $1,000 a month. On January 2nd, 1930, he paid the partnership
$5,000 for the cancellation of the lease, and the same day leased the property to
the Rainbow Corporation for eight years at a rental of $1,500 a month. On
November 15th, 1932, he paid the Rainbow Corporation $10,000 for the surrender
of that lease, and thereafter erected a new building on the lot at a cost of $200,000.
All matured rents were paid under the two leases.
(c) The Delta Manufacturing Company leased for six years a building in
Baltimore and installed therein plant and machinery at a cost of $100,000. The
installation was completed on December 1st, 1930, and on that day the Company
took out and paid a total premium of $3,500 for a five-year policy of fire insur
ance. Depreciation was written off at the rate of 10% per annum, beginning
December 1st, 1930. On June 1st, 1933, the entire property was destroyed by
fire, and the plant and machinery were a total loss. On August 1st, 1933, an
adjustment was reached with the Insurance Company whereby the latter agreed
to pay $75,000 in full settlement, and payment was made accordingly on Novem
ber 1st, 1933.
Question 5 (15 points) :
(a) Define and illustrate:
(1) Qualified acceptance.
(2) Management corporation.
(3) Joint adventure.
(4) Self-balancing ledger.
(5) Account current.
( 6 ) Guaranteed stock.
(7 ) Re-insurance.
(8 ) Certificate of beneficial interest.
(9) Stock issuance statement.
(b) State and explain as many as you can of the possible meanings of the
term “reserve.”
Question 6 (15 points) :
During the year ended December 31st, 1932, Percival Prentiss, a retail
merchant who had started business January 2nd, 1932, paid to his trade creditors
$49,062 in cash, and suffered an operating loss of $8,074.50. Among his ledger
account pre-closing balances on December 31st, 1932, were the following:
Accounts payable, $16,125; expenses, $2,450; merchandise (unadjusted debit
balance), $15,187; capital (representing his total investment, all in cash, January
2nd, 1932), $45,000; accounts receivable, $13,188. There were no withdrawals.
All sales and purchases were on credit. From the above data prepare:
(a) Balance sheet as of December 31st, 1932;
(b) Statement of profit and loss for the year ended December 31st, 1932;
and
(c) Statement of cash receipts and payments for the year ended December
31st, 1932.
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Question 7 (10 points) :
(a) On November 1st, 1933, a majority of the holders of the common stock
of a Maryland corporation joined in the execution of a voting trust agreement.
The par value of the stock was $50.00 a share, and its market value on Novem
ber 1st, 1933, was $40.00 a share. Explain and illustrate the necessary records,
accounts, entries and procedures fo r :
(1 ) The corporation; and
(2) The voting trustees.
(b) On August 15th, 1927, John Roberts and Henry Alt purchased a lot of
ground and improvements for a total cash price of $25,000, of which amount
Mr. Roberts contributed $10,000 and Mr. Alt $15,000. The property was con
veyed to Mr. Roberts and Mr. Alt as joint tenants. On October 15th, 1933, Mr.
Roberts died.
Draft the necessary journal entries for Mr. Alt’s books.
Question 8 (10 points) :
On March 1, 1929, Algernon Kettle bought at $50 a share 200 shares of the
second participating 6 % preferred stock of The Paramount Machinery Corpo
ration, each share carrying a detachable warrant entitling the holder to buy for
$5.00 one share of common stock in the same company with a par value of
$10.00 a share. At the time of the purchase, the market value of the second
participating preferred stock was $60.00 a share, and the market value of the
common stock was $12.00 a share. On April 1st, 1929, Mr. Kettle bought 300
more shares of the second participating preferred stock at the then market price
of $75.00 a share, the common stock being then quoted at $13.00 a share. On
May 1st, 1929, the regular six months cash dividend of $3.00 a share was paid
on the second participating preferred stock, and an extra participating cash
dividend of $5.00 a share for the twelve months ending April 30th, 1929. On
the same date a cash dividend of $2.00 a share was also paid on the common
stock, whereupon the value of the common stock rose to $15.00 a share. On
September 1st, 1929, a 50% stock dividend in shares of the second participating
preferred stock was distributed to the holders of that issue. On that date, the
market price of the second participating preferred stock was $90.00 a share,
and the market price of the common stock was $14.00 a share. On December
30th, 1929, Mr. Kettle sold at $40.00 a share one-half of the shares of the second
participating preferred stock received by him pursuant to the stock dividend.
(1) Draft the journal entries for Mr. Kettle’s books necessary to record
all of the above transactions.
(2 ) Submit a statement showing the entire resultant profit or loss.
COM M ERCIAL LAW
November 27, 1933
Time Allowed: 1.30 P. M. to 4.30 P. M.
Answer All Questions Fully.
Question 1:
(a) A certified public accountant of the State of Maryland advised a client
as to a proper accounting system to be used in the State of Illinois. Because of
ignorance on the part of the said certified public accountant, of the laws of
Illinois, he failed to provide for certain records required by the Illinois law. Is
the certified public accountant responsible for damages resulting therefrom?
(b) A real estate agent, on behalf of the seller, finds a purchaser for the
property, but after the contract is signed, the purchaser refuses to accept the
deed, because the seller cannot give a perfect title. Is the agent entitled to com
mission ? Explain.
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Question 2 :
What is the purpose of the National Bankruptcy Act? Who may become
a bankrupt? From what debts does a discharge in bankruptcy release the debtor?
Question 3 :
C published an offer of a reward for information leading to the discovery
of the murderer of his brother. The reward was payable on conviction of the
criminal. M, without knowledge of the reward offered and being in fear of death,
gave the desired information. M, on regaining his health, sues to recover the
reward. Will he succeed? Explain.
Question 4 :
(a) Has a stockholder a right to examine the books of a corporation? If so,
for what purpose and under what conditions?
(b) Explain what is meant by ultra vires in regard to the act of a corpora
tion and give an example of such an act.
Question 5:
(a) As between life tenant and remainderman, is a dividend declared but
not paid during a lifetime of a testator to be treated as capital or income? Give
reasons.
(b) To what kind of property does a wife’s right of dower attach? On the
death of the husband, what benefits accrue to the widow by reason of this right?
Question 6 :
A, a creditor, holds collateral belonging to B, his debtor, to secure payment
of a debt. In addition, C has guaranteed the payment of the debt by B. The
latter defaults and C pays the debt. What becomes of the collateral?
Question 7 :
(a) What is the common method by which a corporation elects (a) its board
of directors; and (b) its officers?
(b) What determines the number of votes, if any, which each stockholder
of a corporation has?
(c) What is a “proxy to vote” and what provisions relating thereto appear
in the Maryland statutes ?
Question 8 :
(a) A indorses B ’s note in favor of C for $1,000. At the same time he guar
antees in writing the payment of another note by B to C for the same amount.
Neither note is presented at maturity, and neither is paid by B. C sues A for
the amount of the two notes. Can he recover, and if so, how much? Give rea
sons for your answer.
(b) When a person negotiates or transfers for value a document of title
by indorsement or delivery, what warranties are present?
Question 9 :
A, B and C were general partners, each having contributed $5,000 to the
capital. D was the limited partner, his contribution being $15,000. During the
period of the partnership, A, B, and C each advanced to the firm, as loans, the
sum of $5,000. Upon dissolution there remained, after payment of the firm
creditors, only $15,000. How should this amount be disposed of?
Question 10:
State when title passes in each of the following cases:
(a) Sales f. o. b. place of shipment.
(b) Sales f. o. b. destination.
(c) Sales f. o. b. place of shipment, “sight draft, bill of lading attached, with
the privilege of examining the goods on arrival.”
(d) Buyer orders goods and writes, “Deliver to any common carrier, ad
dressed to me......................... I also agree to pay the cost of transportation.”
(e) C. O. D. shipments.
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COLORADO
The Colorado Society of Certified Pub
lic Accountants held a meeting on March
26, 1934, at which Clem W. Collins gave
a talk on “Professional Ethics,” after
which there was a round table discussion
on the accountant’s responsibility in regard
to codes.
GEORGIA
At the April meeting of the Atlanta
Chapter of the Georgia Society of Certi
fied Public Accountants the following of
ficers were elected for the coming year:
Chairman, E. W. Gottenstrater; First
Vice-chairman, T. E. Williams, J r .; Sec
ond Vice-chairman, E. F. Moore; Treas
urer, M. V. Larned; Secretary, L. E.
Campbell.
M A SSA C H U SETTS
The Massachusetts Society of Certified
Public Accountants, Inc., met in joint ses
sion with the Boston Chapter of the Na
tional Association of Cost Accountants on
the evening of April 18, 1934. The meet
ing was preceded by a reception and din
ner at 6 o’clock.
Andrew Stewart of New York, partner
in the firm of Haskins & Sells, was
guest speaker and had for his subject
“Accounting as a Major Division of Cor
porate Management.”
At the March meeting of the Massachu
setts Society, held at the Parker House on
the evening of March 26, Arthur Stone
Dewing, formerly Professor of Finance of
Harvard University, spoke on “Compara
tive Values of the Balance Sheet and In
come Statement.”
Those who had received C.P.A. certi
ficates from the Board of Registration
since the Education Night of October,
1932, and some twenty senior students of
Northeastern University were present. A
gold medal was presented to John C. Pot
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ter as a mark of distinction for having ob
tained the highest honors in the last ex
amination. There were remarks by James
J. Fox, Secretary of the Board of Regis
tration and by C. F. Rittenhouse, Chair
man of the Board.
MICHIGAN
The Michigan Association of Certified
Public Accountants held its regular
monthly meeting on Thursday evening,
April 12, 1934, at the Hotel Statler, De
troit.
The proposed Fletcher-Rayburn Bill
regulating stock exchanges was the sub
ject of discussion by Professor John E.
Tracy, of the law school of the University
of Michigan.
The Western Michigan Chapter held a
special meeting on Tuesday evening, Feb
ruary 20, at the Peninsular Club, Grand
Rapids, in honor of D. W. Springer, Sec
retary of the Michigan State Board of
Accountancy and The American Society.
There was an attendance of twenty-three.
Mr. Springer talked on matters of gen
eral interest to accountants, following
which there was a round table discussion.
A regular meeting of the Chapter was
held on the evening of April 6, at the Cen
tury Club, Muskegon.
No set program had been prepared and
the evening was spent in informal discus
sion of matters of interest to the profes
sion.
M IN N ESO TA
As offering a worth-while suggestion to
other societies, we quote the following
from the March Bulletin of the Minnesota
Society of Certified Public Accountants:
“March Meeting
Tuesday, March 27, 1934, Curtis Hotel,
6:30 Dinner.
There was not much business, but
stated in values such as good fellowship
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and get-together, it was a party no one
could afford to miss. Those who did not
attend missed a fine time.
No one can overestimate the value of
the fraternal intermingling of men of
character who have similar ideals and com
mon interests.”
N EW JE R S E Y
A symposium on New Jersey Building
and Loan Developments attracted an at
tendance of one hundred and fifty mem
bers and guests to the April 17, 1934 meet
ing of the Society held at the Downtown
Club, Newark, N. J.
Upon the announcement of the death on
April 4th, 1934 of Charles S. Ludlam,
member, and Dean Joseph C. Myer, mem
ber of the Board of Trustees, the proceed
ings of the meeting were halted for a brief
period of silent tribute.
Robert H. Gulliver introduced State
Senator John G. Wolber who announced
that Senate Bill 210 had been passed on
final reading by the New Jersey Senate.
It provided, in substance, that licenses to
practice as Registered Municipal Acount
ants are to be issued by the New Jersey
State Board of Public Accountants who
are to make all rules and regulations gov
erning examinations and the issuance of
licenses to Registered Municipal Account
ants.
Brief talks were given by Commissioner
of Banking and Insurance, William H.
Kelly, Assistant Attorney General, Louis
J. Cohen, Emil Gallman, Secretary and
Ernest Minier, Treasurer, of the New Je r
sey Building and Loan League, relating
to Building and Loan activities affecting
the work of accountants.
The scheduled addresses were then
given as follows:
“Suggested Changes in Building and
Loan Law and Practice to Meet Present
Conditions”— By James H. McNish,
Deputy Commissioner of Banking and
Insurance.
“Restoration Methods and the Place of
the Accountant in the Enlarged Scope
of Building and Loan Activities”— By P.
Albion Prescott, Assistant Deputy Com
missioner of Banking and Insurance.
“Standards and Financing”— By George
L. Bliss, President of the Federal Home
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Loan Bank of Newark, N. J.
A very interesting discussion followed
under the leadership of Robert H. Gulli
ver, Chairman of the Building and Loan
Committee of the Society.
During the dinner hour, a round table
discussion on “Pending Federal Legisla
tion of Interest to Accountants” was led
by Henry B. Fernald, surrounded by a
group of forty members.
The program of the meeting attracted
wide public interest and demonstrated the
important role that the Society may take
in dealing with problems affecting the wel
fare of the rank and file of citizens of the
State.
NEW Y O R K
A meeting of the New York State So
ciety of Certified Public Accountants was
held on the evening of March 19, 1934, at
the Waldorf-Astoria.
Immediately preceding the speaking pro
gram dinner was served at the Hotel Lex
ington to thirteen groups. The Technical
Committee distributed a report on the sta
tus of the proposed 1934 income tax law
for discussion in the various groups.
Morris S. Tremaine, comptroller of
New York State, and William R. Donald
son, deputy comptroller of New York
City, addressed the meeting on financial
affairs of municipalities and importance of
having independent certified public ac
countants audit municipal accounts. G.
Charles Hurdman, Jr., chairman of the
Society’s Committee on Municipal Ac
counting and Finance, led an open forum
following the addresses.
At a meeting of the society held at the
Waldorf-Astoria on April 16, Frank A.
Vanderlip discussed monetary problems
of the United States and developments in
the field of money since this country aban
doned the gold standard.
NORTH CAROLINA
The Charlotte Accountants’ Club was
organized some time ago under the spon
sorship of the North Carolina Association
of Certified Public Accountants. Meetings
are held on the last Saturday of each
month and officers are elected for a period
of three months. The present officers are
Leslie A. Heath, Chairman; George E.
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Dombhart, Vice-Chairman; and Elton B.
Taylor, Secretary.
At a meeting held on March 31, a pro
posed C.P.A. law for North Carolina was
discussed. The bill is patterned after the
North Carolina Attorney’s Bill, which in
turn is like the California Bar Act.

307

Gazette, who spoke from the point of view
of the financial news writer.

The regular monthly meeting of the
Philadelphia Chapter of the Pennsylvania
Institute of Certified Public Accountants
was held Wednesday evening, March 21,
1934 at the Manufacturers & Bankers
The spring meeting of the North Caro Club and was attended by over 100 mem
lina Association of Certified Public Ac bers and guests.
countants will be held at the King Cotton
The guest speaker for the meeting was
Hotel, Greensboro, on May 17, 18 and 19, P. F. Brundage, C.P.A., of Boston. Mr.
1934.
Brundage, a former president of the Mass
achusetts Society of Certified Public Ac
countants addressed the meeting on the
OHIO
In recognition of the faithful service current “Securities Act” and the pending
and loyalty to the Ohio Society of Certi legislation covering the control of the is
fied Public Accountants, the following suance of securities and the control of the
were elected to honorary membership: stock exchanges.
Charles A. Covert, Worthington, Ohio,
The details of the new acts and their
Homer A. Dunn, New York City, Harry relationship to the accounting profession
A. Keller, Columbus, Ohio, Carl H. Nau, were most interestingly discussed and after
Cleveland, Ohio, and the late Charles S. his address Mr. Brundage was kind
Ludlam of New York.
enough to answer many questions asked
A meeting of the Columbus Chapter of by the members with reference to the
the Ohio Society of C.P.A’s was held on phases of liability assumed by the profes
Friday evening, April 27, at the Deshler sion upon accepting engagements under
Hotel. Professor C. C. Morris presented the present and proposed acts.
a talk on “The Mathematical Approach to
A joint meeting of the Philadelphia
the Problems of the Business Cycle.”
Chapter of C.P.A.’s and the Philadel
phia Chapter National Association of
PEN N SY LV A N IA
Cost Accountants was held on February
An interesting meeting of the Pittsburgh 16, 1934, at the Broadwood Hotel. The
Chapter of the Pennsylvania Institute of meeting was preceded by a dinner at which
Certified Public Accountants was held at the entertainment was provided by the
the Keystone Athletic Club on the evening Armstrong Cork Company. President
of April 5.
Marshall presided for the Cost Account
Dinner was served in the Grill Room ants and welcomed the members of the
with 111 persons present. Under the di Pennsylvania Institute through their Chair
rection of J. M. Cumming, the dinner was man, Mr. McGarrigle. The evening was
featured by piano music, group singing devoted to a Socratic discussion of “What
and a vocal solo by Mr. Cumming. Mem Is Cost?”
bers of the local chapters of the Robert
The first speaker was Mr. George Aris 
Morris Associates and the National Asso man, Comptroller of the Armstrong Cork
ciation of Cost Accountants were present. Company, who spoke on the subject from
William F. Marsh, C.P.A., was the first the standpoint of the industry accountant
speaker of the evening and had as his sub and comptroller. He emphasized his talk
ject “The Auditor’s Certificate from the by the use of a chart which classified all
Viewpoint of the Accountant.” John H. known expenses and costs of a business,
Lucas, assistant to the president of the including under manufacturing costs, ma
Peoples-Pittsburgh Trust Company, spoke terials, labor and actual manufacturing ex
on “The Auditor’s Certificate from the penses; under delivery costs, all expenses
Viewpoint of a Bank Credit Manager.” pertaining to the article after it has been
The last speaker was Arthur R. Friedman, loaded; under selling costs, all distribution
Financial Editor of the Pittsburgh-Post expenses; under commercial costs, man
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agement and long-term financing; under
contingent costs, unavoidable differences
such as over’s and short’s ; under financial
costs, bond discounts and other similar
items.
Mr. A. Karl Fischer, partner of Ly 
brand, Ross Bros. & Montgomery, dis
cussed the subject from the standpoint of
the public accountant, concentrating on the
valuations of inventory and the actual
out-of-pocket costs. He gave an illustra
tion where profits and dividends always
coincide year in and year out, and recount
ed the natural dislike of depreciation and
obsolescence on the part of certain clients.
He dwelt a great deal on the subject of
long-term costs which are many times dis
tributed in accordance with dividend re
quirements and he mentioned the fact that
a property may be consumed in one or two
years whereas the entire Revenue Bureau
frequently insists on a longer period of
amortization. Development and experi
mental costs need not necessarily be
charged to unprofitable years when their
effect is apparent in subsequent account
ing periods. He drew a line of distinc
tion against costs as the accountant sees
them and costs as defined by the NRA
under several completed codes.
Mr. Fayette R. Plumb discussed the
use of costs from an executive stand
point, stating that the minor use was to
prepare figures for a balance sheet. The
major uses were: first, to get current ex
penses compared with some standard;
and second, as some sort of a guide to
the sales division. He stated that round
figures are of more practical value than
specific figures, and that units of mea
surement within a 1% variation are satis
factory. He stated that an exercise of
judgment was necessary in apportioning all
costs, and that sales expense distribution
was normally based upon the volume of
sales of a certain class instead of being
distributed to the several classes on the
basis of the effort of the sales department.
The most important thing in his opinion
is that the earlier the figures are presented
to the executive, the better the results
obtained.
Dr. Jeremiah Lockwood, Assistant Pro
fessor of Accounting at the Wharton
School, University of Pennsylvania, con
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nected the definition of the word “cost”
with the economist’s concept and gave
several illustrations of the effect of infla
tion on dollar values. He stipulated that
the need is to develop a sound theory of
costs rather than the improvement of
practice and that so long as economical,
social and political ideas change the ac
countants’ theories must keep apace of the
times. He brought out the sacrifice cost
and opportunity cost as defined by econo
mists and emphasized the fact that costs
are not limited to money out-lays. He
raised several questions of a pertinent
nature, one of the most significant being
should the cost be on the basis of return
on dollar capital or on the basis of the
purchasing power of the dollar. Should
cost include provision for unusual risks,
such as through expenses incurred by
reason of legislation. He recited a fiftyyear-old definition that costs represent the
total expenditures incurred in the produc
tion and disposal of a commodity.
TEXA S
The March issue of the Texas Account
ant was devoted to a discussion of the
Ruffin Bill and the general subject of ac
countants’ fees.
Senator Norris and Congressman Ruffin
introduced companion bills, the purpose of
which was recited to be “the protection of
the United States against fraud and im
position in connection with claims for
money; to prevent the exaction of extor
tionate fees from claimants of money owed
by the United States; and to suppress im
proper practices in the division of fees for
services in connection with such claims.”
The bills sought to regulate fees that
could be charged for services rendered in
connection with refunds secured from the
Government. It is one of the bills concern
ing which The American Society made
representations to the Congressional Com
mittees by whom they were considered.

State Board News
Philippine Islands
The present members of the Philippine
Board of Accountancy are: Chairman,
Domingo T. D ikit; Members, Rufino Melo
and Irineo J. Reyes.
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N an opinion which was handed down by
the supreme court of this state on the
22nd day of last December, the Motorists’
Association of Illinois was found guilty of
contempt of court for practicing law. A
fine of $ 1,000 and costs was imposed.
Subsequent thereto, the respondent filed a
petition for rehearing which was denied
on the 8th day of February.
This was an original proceeding in the
supreme court by information in the name
of the people on the relation of the Chi
cago Bar Association. The relator sought
to have the respondent punished for con
tempt of court for practicing law and also
to enjoin it from continuing such prac
tice. Leave to file the information was
granted and it was filed at the February
term 1933. An answer was filed by the
respondent at the April term. Thereupon,
the relator moved to make the rule abso
lute on the answer, to assess a penalty and
to enjoin the respondent from continuing
the practice of law. It was thereupon
ordered that the motion be treated as a
demurrer to the answer and the parties
were directed to file briefs. A brief was
filed by the relator but the respondent filed
none.
The respondent was organized on De
cember 16, 1925, under the laws of this
state as a corporation not for profit. Since
then it has maintained and operated a
motor club and its business has covered
a large portion of the state. It has had
approximately fifty thousand members.
The nature and extent of the services fur
nished to its members were disclosed and
admitted by the respondent but it denied
that it was engaged in the practice of law.
It appears from the record that the re
spondent advertised that it maintained a
legal department for the use of its mem
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bers, that it maintained a legal department,
and that it employed several attorneys who
rendered legal services to the members of
the association. These services included
the giving of legal advice, the handling of
damage claims, the appearance at inquests,
and representation in police and justice
courts.
Mr. Chief Justice Warren H. Orr de
livered the opinion of the court. In the
opinion it was said:
It requires no discussion to demon
strate that the services so rendered by
respondent for its members, through the
attorneys employed by respondent, are
legal services. (People v. Peoples Stock
Yards State Bank, 344 Ill. 462, 176
N. E. 901.) Although respondent de
nies that its conduct constituted the
practice of the law, its principal conten
tion is that it is entitled to practice law
by virtue of the fact that it is a corpora
tion organized “not for profit” and that
it is therefore not prohibited from prac
ticing law. In support of this contention
it relies upon “An act to prohibit cor
porations from practicing law, directly
or indirectly, making the same a misde
meanor and providing penalties for the
violation thereof.” (Cahill’s Stat. 1933,
chap. 32, pars. 224-228.) Section 1 of
the act prohibits corporations from prac
ticing law. Section 5 provides that the
act shall not apply to “corporations or
ganized not for pecuniary profit.” The
same section, however, also provides as
follows: “But no corporation shall be
permitted to render any services which
cannot lawfully be rendered by a person
not admitted to practice law in this state
nor to solicit directly or indirectly pro
fessional employment for a lawyer.”
In People v. Peoples Stock Yard State
Bank, supra, we recognized that it was
within the power of the legislature to
pass an act prohibiting corporations
from practicing law and to provide a
penalty for violations of the act, but we
also indicated that the legislature had
no authority to license or permit a per
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son to practice law in this state, and that
such an act would be invalid if it sought
in any way to tie the hands of this court
in determining who should be permitted
to practice law and in punishing those
who engage in such practice without the
permission of this court. (In re Day,
181 Ill. 73.) In People v. Association
of Real Estate Taxpayers of Illinois, 354
Ill. 102, 187 N. E. 823, following the
well-settled rule, we held that a cor
poration cannot be licensed to practice
law, and that this rule applies to cor
porations organized not for profit.
There can be no question from the
record but that respondent wrongfully
engaged in the practice of law for sev
eral years. It claims to have discon
tinued such practice on March 1, 1933,
after this court had granted leave to file
the present information against it. While
such cessation might afford a basis for
refusal of an injunction against a re
currence of similar wrongful acts, it
cannot, under the circumstances of this
case, be considered in mitigation of the
offense. Since our decision in People v.
Peoples Stock Yards State Bank, supra,
it has been clear that such acts as those
of respondent constitute the practice of
law. In the face of that decision re
spondent has continued in its wrongful
conduct, in utter disregard of the
authority of this court.
This is the third contempt proceeding
that has been decided by the Supreme
Court of this state and in each case a sub
stantial penalty was imposed.
It was established in People v. Peoples
Stock Yards State Bank, supra, which was
decided June 18, 1931, that the Supreme
Court has inherent power to punish for
contempt any corporation or unauthor
ized person who presumes to practice law.
In addition, the wrongful act constitutes
a contempt of the trial court as well as
the supreme court.
Leave to file the information was
granted and it was filed at the April term
1928. An answer was filed by the re
spondent at the June term. The cause was
then referred to a commissioner to take
the evidence and report his conclusions of
fact and law. In his report, which was
filed at the October term, the commissioner
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recommended that relief be granted as
prayed in the information. The respond
ent filed objections to the report, which
were overruled, and by stipulation of the
parties it was agreed that the objections
should stand as exceptions in the supreme
court. After the filing of the report,
briefs were filed on behalf of both parties.
Several briefs as amicus curiae were also
filed.
It appears from the record that the re
spondent, through its salaried attorneys,
conducted foreclosure proceedings, han
dled the administration of estates, pre
pared and attended to the execution of
wills for its customers, examined abstracts
of title and rendered opinions thereon,
handled real estate transactions, including
the preparation and execution of affidavits
to clear up defects in the title, releases,
deeds and mortgages, and prepared con
tracts, leases, deeds containing covenants
to stand seized to the use of the grantor
and many other legal instruments. In
addition, it furnished the legal advice nec
essary to the performance of these ser
vices, and appropriated to its own use the
fees charged and collected for such ser
vices and advice.
In the opinion, which was also written
by Mr. Chief Justice Orr, it was said:
Where the rendering of such services
involves the use of legal knowledge or
skill, or where legal advice is required
and is availed of or rendered in connec
tion with such transactions, this is suffi
cient to characterize the services as prac
ticing law.
In view of the fact that this was the
first time that the court had been called
upon to decide the questions involved, a
fine of $1,000 and costs was imposed. This
case is considered the most outstanding
case on this subject that has ever been
reviewed.
In the recent case of People v. Associa
tion of Real Estate Taxpayers of Illinois,
supra, which was decided October 21,
1933, rehearing denied December 7, 1933,
the respondent was also found guilty of
contempt of court for practicing law. In
this case a fine of $2,500 and costs was
imposed.
Leave to file the information was granted
and it was filed at the October term 1932.

1934

T H E C E R T IF IE D P U B L IC A C C O U N TA N T

An answer was filed by the respondent the
following month. Thereafter, the cause
was referred to a commissioner to take
the evidence and report his conclusions of
fact and law. In his report the commis
sioner recommended that the relief prayed
be denied and found that the respondent
had not engaged in the practice of law.
Five objections were filed by the relator
to the report of the commissioner and
were by him overruled, which objections
were ordered to stand as exceptions in the
supreme court. After the filing of the
report, briefs were filed on behalf of both
parties.
The association was organized on May
9, 1930, under the laws of this state as a
corporation not for profit. It employed
several attorneys who instituted various
legal proceedings in the courts of Cook
County on behalf of its members. Three
cases were appealed to the supreme court
of this state. Application was also made
to have the Supreme Court of the United
States review one of them. However, the
petition for certiorari was denied. Over
$150,000 of the fees which were collected
from the members of the association were
used for attorneys’ fees and court costs.
It appears from the record that the
association advised its members not to pay
any portion of the 1930 taxes until the
courts of last resort has passed on the
validity of the same. Similar advice was
given over the radio. A tax strike re
sulted, leaving approximately $300,000,000
in unpaid taxes. O f this amount $20,000,000 was owed by the 28,000 members
of the association.
The payment of taxes is essential to the
existence and operation of the govern
ment. A refusal to pay all legal taxes
that have been levied deprives the govern
ment of the revenue that is necessary to
its continuance and causes serious dam
age. The activities of this association were
flagrant, pernicious and injurious to the
public interest.
It is indeed apparent that the sole in
ducement to corporations and laymen to
do law business is the compensation de
rived therefrom. Such unauthorized prac
tices would largely cease, however, if it
were not for the participation therein by
members of the bar. This situation is the
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fault of the profession itself in allowing
its members to accept employment to fur
ther such practices. It is in the public
interest that we protect the public from
the evil effects thereof. This responsibil
ity is our own.
The time has arrived when we must
face the issue squarely. This problem will
never be entirely solved by the institution
of proceedings against the corporations
and laymen who persist in such practices.
It is well settled that any member of the
bar who assists a corporation in the same
is subject to discipline by the supreme
court. He may even be deprived of his
right to practice.
It is imperative that we purge the pro
fession of the members who have been so
willing to participate in such practices. In
this way we will strike at the principal
participant in lay encroachments and will
maintain the independence and integrity
of the profession. Such practices will then
largely cease and we will have rendered
a great service to the public and the pro
fession.
The law has always been a profession.
It is in the public interest that it be so
continued. The independence and integ
rity of the profession is in the balance and
action must not be delayed.

Evasion of Law
Every once in a while reference is made
to the desire on the part of some people to
evade some law. Many do not realize the
distinction between evasion and violation.
To violate a law is improper as well as il
legal. To evade a law is not necessarily
illegal, although it may be considered im
proper.
In the decision of the Supreme Court of
the United States in Superior Oil Com
pany vs. State of Mississippi, 280 U S 390,
Justice Holmes put the situation very
clearly when he said: “The only purpose
of the vendor here was to escape taxa
tion. It was not taxed in Louisiana, and
hoped not to be in Mississippi. The fact
that it desired to evade the law, as it is
called, is immaterial, because the very
meaning of a line in a law is that you in
tentionally may go as close to it as you
can come if you do not pass it.”
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OR many years fault has been found,
both privately and publicly, with the
F
small percentage of candidates who have
successfully passed the State C.P.A. ex
aminations. Criticism of State Boards
and the types of examinations given have
found their way into public print. Some
times the complainants have been those
who took the examination; sometimes they
have been those who claimed to have
endeavored unsuccesfully to work the
problems. Sometimes boards have been
charged with giving what were designated
as catch questions. Sometimes the char
acter of the questions given has been ob
jected to on the ground that they were
impractical. Sometimes the examinations
have been attacked as requiring more time
than was allowed. In fact, most every
imaginable criticism has been leveled.
A short resume of some of the prob
lems involved is presented for the consid
eration of the profession.

E x a m
S p r in g e r ,

M ay,

in a tio n s

C.P.A.

Is the Board looking for finished prod
ucts or is it checking up on potential inde
pendent practitioners ? Should the exami
nation be given with the idea that ( 1) the
weakest members in the class may legiti
mately be expected to pass, (2 ) only the
most proficient members in the class should
be able to pass, or (3) the average mem
bers of the class are afforded a fair oppor
tunity of demonstrating their fitness?
Probably the time element, as it relates
to the practical problems, is objected to
more often than any other one item. It is
as important to know how an individual
reacts to strain as it is to obtain a line on
his mere knowledge of the theoretical side
of the work.
Can he go immediately to the heart
of the problem, select the important
elements and whip them into shape short
of writing a book? The writer has, as a
board member, had an answer turned in
covering seven sheets of working material
when the entire requirement could have
been adequately covered in half a sheet.
He has before him, as he writes, two sug
gested answers to each of two problems.
In dollars and cents the final results are
alike. They were prepared by two equally
able accountants. They were prepared
without the time element entering into the
case. In one answer A used up 50% more
white paper than B. In the other B used
up 40% more than A. If those answers
were marked on mathematical results alone
they would each be rated the same. If
method of solution was taken into consid
eration, it is the opinion of the writer that
the shorter answer was the better in each
case. Another examiner might have been
impressed differently.

What is the purpose of a C.P.A. ex
amination? Is it to find out how much
the candidate knows? If so, certainly the
usual time allowance of two days, or even
the maximum time taken by one State
Board of three and a half days, is not
sufficient to obtain a definite answer to
that question. Is it not rather to deter
mine whether the candidate has a sufficient
knowledge of the subjects with which a
practicing public accountant should be
familiar to warrant the Board in issuing
him a certificate under which he may prac
tice as a certified public accountant?
Is it expected that the candidate should
be able to answer the questions that are
given him with the same skill, ability and
speed that he will have after another ten
years of accounting experience, or is it
In selecting the questions and problems
the purpose to ascertain whether he gives to be used in the examination should the
evidence of sufficient ability to warrant the Board assume a different attitude from
Board in authorizing him to accept en that taken when marking the papers? Is
gagements for his accounting services it better to give an easier test with stricter
from clients who may employ him?
markings or a more difficult test with more
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leniency shown when comparing the an
swers of the candidates with those which
might be given by the members of the
Board ?
Most laws provide that an examination
shall be given in Accounting Theory,
Auditing, Commercial Law relating to
accountancy, and Practical Accounting.
Some laws permit the Board, in its discre
tion, to add other related subjects. As
indicated, the majority of states use four
half-day sessions, one for auditing, one
for law and the other two for theory and
practical. Some boards have added eco
nomics and public finance. Some have a
session given over to governmental ac
counting. Some give two full half days
to practical problems with a half day to
theory, and one Board utilizes three half
days for practical problems.
The questions presented in the various
examinations have three general sources
of origin. The American Institute pre
pares a set of questions for each May and
November examination and permits State
Boards to use them as agents of the Insti
tute, the questions bearing the Institute’s
label. All boards using this service give
identically the same questions, no substi
tutions being permitted. The theory un
derlying this plan is that the particular
questions offered in an examination are
all-important.
A second group of boards uses the ser
vice of The American Society. This ser
vice is provided on the theory that the
State is the unit of professional authori
zation and that the State Board should be
the determinant factor in the selection of
all questions given in order that the par
ticular needs of any State may be rec
ognized by its Board and reflected in the
examination given. In the Society service
each Board has practically twice as much
material as can be used from which to
choose and it may substitute other ques
tions which are desired. Boards using
the Society service present their questions
to the candidate under the State Board
name and The American Society is not
shown as having had any connection there
with.
The third group of states prepares its
own questions. This group is largely con
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fined to the states where there is a fairly
large class of candidates at each exami
nation. It takes just as much energy,
time and ability to prepare a set of ques
tions for one candidate as to prepare a set
for a hundred candidates. The states with
a small number of applicants, therefore,
are very apt to use the services of either
the Institute or the Society, although each
service is used by some of the larger
states.
The Institute’s service is used by more
boards than that of the Society; the group
using the Society service includes more
boards than the group preparing its own
questions, however, no one group fur
nishes a standard for the profession as
no one group serves a majority of the
candidates.
Papers are graded through several dif
ferent sources. Some boards using the
Institute service send the papers to the
Institute for marking and use the marks
given by the Institute. Others send the
papers to the Institute for its marking and
the Board also marks the papers. This
practice has caused considerable discussion
at times, as it has seemed peculiar when a
legal board of certified public accountants
and a professional committee reach widely
different conclusions in marking the same
answers to the same questions.
Boards using the service of The Ameri
can Society mark their own papers, al
though the Society does furnish suggested
answers.
Boards preparing their own questions
uniformly grade the papers in connection
therewith.
Some boards do not desire to assume
any responsibility in grading the papers,
fearing that they will be charged with
favoritism. The individual who is not
willing to assume responsibility ought not
to accept a Board appointment. Editor
Orth put the case clearly when he said,
“He who shuns the burden of responsi
bility dodges success.”
It has been suggested that it would be
much better for the profession if all
papers of all candidates in all states could
be marked by a single, impersonally con
stituted board or committee.
Such a
proposition is absurd on the face of it.
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The theory that such a plan would offer
a uniform professional standard is incor
rect. Any group or committee of three
members who have completed marking
the papers of a class of candidates, must
necessarily admit that the one who had
received the lowest passing mark was the
standard for that class. The same group
six months later, giving an examination
to other candidates from the same State,
might find the standard of that class much
higher or lower than the standard of the
preceding class. This would immediately
change the standard for that particular
State if the new C. P. A.’s, although secur
ing a passing mark, were not the equal
of the preceding group. The old formula
that a chain is no stronger than its weak
est link applies to professional groups as
well.
Citing a specific illustration, compare
the results of three examinations in the
same State. In one 12.2% of those sitting
passed, in another 75% passed, in the
third 100% passed. From that statement
alone the Board would probably be criti
cized for being too easy in one case and
too hard in another. The fact is that the
lowest passing mark secured in each exami
nation as well as the highest average pass
ing mark was in the 12.2 % group, while
the highest and the second lowest indi
vidual average was in the 100% group.
If the only purpose of an examination
is to secure a strictly mathematical evalua
tion of the ability of the candidate to guess
as to the phraseology of an answer which
will be considered satisfactory, a single
examining board for the entire United
States would have some advantages.
In marking examination papers boards
have adopted different procedure prac
tices. One State Board employs one of
its own members to carefully check all
answers, for which service he is paid,
making notes with regard to the various
points that should be brought out in the
answer and assigning to each answer a
percentage value. The Board then gets
together and the papers are divided be
tween the other members who check the
points involved and assign a rating which
is of a more general character as distin
guished from the detailed study made by
the first Board member. All differences
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are compared. In some cases a third mem
ber makes a checking. In this way the
Board reaches a conclusion with regard
to each candidate. Some are passed, some
are conditioned in one or more subjects,
and usually some fail in all subjects. An
other Board utilizes the same idea but em
ploys one who is not a member of the
Board to do the detailed checking. Then
the Board gets together and operates in
much the same way as enumerated in
reaching its conclusions.
A third Board assigns all of the papers
of a candidate to one member of the
Board, dividing the papers by candidates
rather than by subjects. Each Board
member carefully checks the papers as
signed him and rates them. The Board
comes together and exchanges papers for
a general checking by a second member
of the Board of the marks given by the
first member who handled them. When
the marks of the second agree with those
of the first, that case is settled. If there
is a disagreement a third member makes
a checking.
Another Board divides the papers among
its members by subjects rather than by
candidates and after they have been
marked the Board meets. If any candi
date has passed all subjects by the first
marking he is given his certificate. I f any
candidate has failed in all subjects he is
marked “failed” without any further con
sideration. When it is found that any can
didate has passed in some of the subjects
and failed in some, which group is usually
the largest, the papers on the subjects in
which he has failed are studied by another
member of the Board. If the same con
clusion is reached by the second member
it stands. If there is a disagreement, an
other member of the Board makes a
checking.
Another Board operates as a unit from
the beginning. They take the questions
one by one. One member reads the an
swers given by the different candidates to
that question, one after the other, and the
Board agrees on its marking as it goes
along. This keeps the concentrated atten
tion of the Board at all times on a par
ticular question. One Board begins mark
ing its papers the afternoon of the first
day. When the candidates are writing on
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the second set the Board is checking the
answers to the first. If the Board finds
that the answer to any particular question
impresses one member of the Board dif
ferently than it impresses another mem
ber, a note is made of the fact and the
candidate is later called before it for the
purpose of quizzing him on the particular
phraseology which he has used.
Without doubt there are other methods
by which the papers are handled, but this
listing shows a divergency in practice
which has grown up in the profession, and
which is to its credit.
Each Board has a passing-mark stand
ard. In some states it is 70% ; in other
states it is 75%. Is there anything that is
sacred in a definite mathematical standard
that has been agreed upon, written into the
law in some cases, written into rules and
regulations in others? Is the candidate
who has secured a passing mark in a State
where 70 is the standard, necessarily less
capable than the candidate who has secured
a passing mark in a State where 75 is the
standard? I have worked with a Board
member whose 60% represented a more
generous grading by him than another
member’s 70% did.
To answer that question one must know
the mental habits of each of the Board
members involved. At this point someone
will imagine that that statement is an ar
gument for a single marking board. Not
so by any means. The ability to weigh
the value of answers on a strictly mathe
matical basis varies by reason of the many
different physical and mental factors of
the individual examiner. The decision is
an action by the Board as a unit.
One Board, recognizing the personal
element which can never be eliminated,
rechecks the papers of all candidates who
were given from 65% to 75% on the
original marking, the passing mark being
75%. It is the theory of that Board that
no greater variation than 10% would be
overcome by a regrading process.
Another factor which must be taken into
consideration, when discussing the small
percentage of candidates who secure their
C. P. A. certificates, is found in the vary
ing standards of admission to the exami
nation. One State has as its sole entrance
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requirement the possession of $25.00. The
candidate might pass the examination and
yet not be able to get a certificate because
he did not meet the requirements for a
certificate either educationally or by expe
rience. In that State we always notice a
smaller average percentage of passing
grades than in other states.
Some states have peculiar educational
requirement standards. Some years ago
a Board refused to admit a candidate to
the examination because he did not have
a high school diploma, although he was
a university graduate in the same State.
The Board was absolutely correct under
the wording of the law, yet it might have
assumed to apply “an equivalent” inter
pretation. Some states have no educa
tional requirement whatever. Some states
have an experience requirement ranging
from one to five years, while in some
states no accounting experience is neces
sary. Some states provide that the expe
rience shall be with a C. P. A .; some that
it shall be with a public accountant; others
that it shall be satisfactory to the Board.
These variations are certain to produce
types of candidates not at all uniform in
ability, with the result that the passing
percentages vary from 5 to 75. In some
cases the states adhering to the most rigid
practice in marking have a very large per
centage of successful candidates, due to
the fact that they are able under their law
to eliminate from the examination those
who are most certain to fail because of
inadequate preparation.
Two different views have been held by
different Boards with reference to their
responsibility. Some Boards have oper
ated on the theory that the main purpose
was to set the standard so high that few
candidates could attain thereto. This is
illustrated by the Board which, in marking
its papers, proceeded on the negative the
ory, giving each paper a possible grade of
100 to start with. If a mistake was found
in the first answer for which a deduction
of 2 % should be made, it was subtracted,
and so on all the way down until they
reached a point where the paper had been
minimized to 74%. It was then thrown
out, without further consideration, as not
reaching the required 75%. It is not to
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be wondered at that such a method re
sulted in a very small percentage of cer
tificates issued to candidates examined.
The opposite type Board is illustrated
by the one already referred to, in which
each paper receiving a marking of 65 in
the first instance is reviewed for the pur
pose of finding out what may be legiti
mately added thereto as a result of more
careful study. That is the practice of the
Board which from the beginning has is
sued certificates to 75% of all the candi
dates who ever sat in an examination. In
connection with that statement it should
be added that whenever a candidate has
failed the second time he is permitted to
review his papers with those of half a
dozen candidates who were successful.
No time is given by the Board to such
a review. The candidate merely makes an
appointment, comes to the office and sits
down with his own papers, unmarked, and
those that were passed, unmarked. No
standard answers are given him, but he
does get a chance to find out what the
Board considered were sufficiently satis
factory answers to secure a passing mark.
It should also be noted that of the 75%
who secured certificates, in round figures
25% succeeded on the first examination,
25% on the second trial, 20% on the third,
15% on the fourth and 15% on the fifth,
sixth and seventh attempts. To a certain
extent, therefore, the Board has comple
mented the previous training of the can
didates through the opportunity thus af
forded.
A comparison is often made of the per
centages of candidates passing the exami
nations given by medical, dental, legal and
other boards with those passing the C.P.A.
examinations and the query follows as to
why the accountancy percentage should
be as low as it is. The answer is not far
to see. In all other professions sufficient
time has elapsed so that college and uni
versity courses have been developed which
are almost universally required as a pre
requisite to the board examination. The
candidates have, therefore, become accus
tomed to examinations in the required sub
jects of a somewhat similar character to
those given by the State Board and have
made a definite preparation therefor. Not
so in accountancy. The time will come
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when, without doubt, it will be equally
true in that field, but until then it nat
urally follows that with such a wide diver
sity in method of preparing for the exami
nation, with such a wide diversity in the
requirements for entrance to the examina
tion, the percentage of successful candi
dates will continue to be smaller than in
the other professional groups.
The fact is that we are passing through
the most troublesome period in our devel
opment. We have outgrown some of the
early practices and have not become accus
tomed to the newer conditions. From
1896 to 1921 the states, one after the
other, enacted C.P.A. laws. These laws
were sponsored by groups of men fairly
well prepared from a practical standpoint.
Since the establishment of schools of busi
ness administration, schools and colleges
have been expanding and developing their
courses. At first extremely theoretical,
they were almost universally represented
by one or two courses in the department
of economics with no special attempt at
what would be considered as practical
courses. The schools and universities have
progressed each year. The profession, on
the other hand, recognizing the educational
development, has gradually withdrawn the
care and attention which it had given to
staff members, with the result that it might
almost be said that we have recently been
passing through a period between haytime
and harvest. The candidates have almost
entirely lost the benefit of the educational
interest which the old-time practitioner
had in his staff and have not yet acquired
the full benefit of the more practical
courses that have been and are being in
troduced in higher institutions of learning.
Today there are really four groups, each
of which has a somewhat different rela
tionship to the entire examination prob
lem the proper solution of which is essen
tial to the development of the profession.
(1)
State Boards are legally responsible
for determining the standards of the ex
amination and for the ratings which are
given. (2) State Societies are the profes
sional arbitors and should work hand in
hand with the State Boards, assisting them
to strengthen the standards and to develop
their independence. This may be done by

1934

T H E C E R T IF IE D P U B L IC A C C O U N TA N T

a more thorough consideration of the fu
ture needs of the profession in the way
of better-trained accountants and by a
more systematic supplementing of the reg
ular educational courses. (3) Accountancy
instructors, whether in schools of business
administration, collegiate departments of
economics, correspondence courses, or
business colleges offering advanced ac
countancy work, should not be satisfied
unless the courses given each year are bet
ter than those given the preceding year.
Business is changing. Accounting, which
is recording and interpreting business
transactions in all their varied forms, must
keep pace with changing business condi
tions. We are not yet ready for stabilized
courses, as is perfectly proper in some
collegiate subjects. (4) Candidates must
recognize that they are entering upon a
profession in which the competition ten
years from now will be between more
highly trained specialists than it was ten
years ago or is now. As in other profes
sions, so in accountancy there was a time
when it was not necessary for individuals
in one generation to have a better equip
ment than that possessed by the preceding
generation in order to maintain them
selves. That is no longer true. Each gen
eration must now start where the preced
ing generation left off and just in propor
tion as that start is accentuated by thor
ough preparation will success be attained.
Is the profession ready to accept a re
quirement that applications must be filed
one year in advance of taking the exami
nation instead of the customary thirty
days? This would permit a more careful
study of the various candidates by the
Board. Each candidate might also be re
quired to present himself before the Board
or a committee of certificate holders for
a preliminary oral questioning, not only
based on the application itself but as an
assistance in offering suggestions for fur
ther preparation. In some cases it might
be thought advisable to discourage the ap
plicant from further efforts along account
ancy lines. Sometimes a greater service
is rendered an individual by suggesting
another line of effort than in encouraging
him to enter a field of endeavor for which
he is not really suited, even though he may
already have made definite preparation.
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Board Members, Society Officials and
Accountancy Instructors may very properly
give joint careful consideration to changes
in methods by which the profession is to
be recruited. The public, in whose inter
est the development of the profession
should be centered, increasingly needs the
services of those who have been well
trained and who are adapted to meet the
present-day demands on the independent
accountancy practitioner.

Notes
Federal Trade Release No. 148 on the
Securities Act of 1933, was as follows:
“The first paragraph of Article 15,
Rules and Regulations under the Securi
ties Act of 1933, promulgated July 6,
1933, is amended to read as follows:
“Art. 15. Certifications By Accountants
or Other Experts. Any certificate by an
independent certified, or public accountant
with respect to a registration statement or
any papers or documents used in connec
tion therewith shall be dated and shall con
clude with a statement substantially to the
following effect:
“Subject to the foregoing comments,
we have, after reasonable investigation,
reasonable grounds to believe, and do
believe, at the date of this certificate,
that the statements contained in the at
tached balance sheets and in the at
tached profit and loss statements truly
and fairly reflect the application of ac
cepted accounting practices to the facts
disclosed by our investigation, and that
there is no omission to state a material
fact required to be stated therein or nec
essary to make the statements therein
not misleading.”
Under date of April 16, the Federal
Trade Commission issued its 153rd release
in which they reported some of the re
sults of the Securities Act of 1933.
In that release we note that “Beginning
July 7, 1933, the date on which the first
registration statements were filed under
the Securities Act, to March 31, 1934,
the total number of statements filed
with the Federal Trade Commission was
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801, involving proposed offerings in the
total sum of $927,588,958.40. During the
same period the number actually becoming
effective was 522, involving offerings to
talling $617,486,153.49.
These figures
included reorganization issues and certifi
cates of deposit. The number of state
ments withdrawn by the incorporators was
105 and the number of stop orders issued
by the Commission was 35, leaving 139
statements still under examination. O f
ferings involved in stop orders totalled
$7,765,599.83. Those proposed in state
ments which were withdrawn totalled $56,622,827.74, while the amount of offerings
involved in statements still under examin
ation is $245,714,377.34.
As illustrating the extent and complexity
of governmental units, it is stated that
there are 285,000 tax-levying units and
195,000 spending units, indicating in a
general way that each spending unit has
about 1 ½ collecting units working for it.
The N orth Pacific B an ker reports a re
cent conference of bank representatives
from California, Oregon and Washington,
the purpose of which was to consider the
general methods of cost accounting as il
lustrated by the banks represented.
This conference represents an increased
interest in costs which has developed with
the filing and administration of codes. The
independent practitioner should find in
every locality an increased demand for his
services in rearranging the accounting of
his clients to conform to the needs of the
group covered by the code under which
the client may be working.
Herbert F. Taggart, C.P.A., Professor
of Accounting in the University of Mich
igan, is in charge of the cost accounting
advisory work in the NRA Division of
Research and Planning, Washington, D. C.
Orton W. Boyd, C.P.A., formerly of West
Palm Beach, Florida, is his assistant.
President Ellis has contributed an ar
ticle to each issue of the official organ of
the Illinois Chamber of Commerce since
July, 1934.
He spoke before the Accountancy Club
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of Champaign, Illinois, on March 21, on
“The Accountant and the NRA.”
James A. Book and Harry L. Kunze,
Certified Public Accountants and mem
bers of the Extension Division of the Uni
versity of Wisconsin, have prepared a
mimeographed monograph of unofficial
answers to questions and solutions to
problems given by the Wisconsin State
Board of Accountancy in its 1933 exam
ination. It sells for $1.15 and the Division
may be addressed at 623 West State
Street, Milwaukee, Wisconsin.

Then As Now
The following is from a speech by
Daniel Webster in the United States Sen
ate on March 12, 1838:
“There are persons who constantly
clamor. They complain of oppression,
speculation and pernicious influence of
accumulated wealth. They cry out loudly
against all banks and corporations, and all
means by which small capitalists become
united in order to produce important and
beneficial results. They carry on mad hos
tility against all established institutions.
They would choke the fountain of indus
try and dry all streams. In a country of
unbounded liberty, they clamor against
oppression. In a country of perfect equal
ity they would move heaven and earth
against privilege and monopoly. In a
country where property is more evenly
divided than anywhere else, they rend the
air shouting agrarian doctrines. In a
country where wages of labor are high
beyond parallel, they would teach the la
borer he is but an oppressed slave.
“Sir, what can such men want? What
do they mean? They want nothing, sir,
but to enjoy the fruits of other men’s
labor. They can mean nothing but dis
turbance and disorder. The diffusion of
corrupt principles and the destruction of
the moral sentiments and moral habits of
society.”
This was over ninety-five years ago and
we are still debating the same questions
today.
(From the Chicago Journal o f Com
merce of March 30, 1934.)
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Defaulted Bonds
( Continued from page 268)
address that the amortization of LatinAmerican bonds could well be based on a
“prosperity index” of the country in
volved. The bondholder also might give
thought to the following—if he should
receive his full interest in local currency
its temporary investment in the debtor
country might be considered. The idea
offers interesting possibilities, as well as
an exchange of the products of the debtor
country.
In conclusion, the future of LatinAmerican defaulted bonds rests on the fol
lowing :
1. The improvement in prices of LatinAmerican commodities and decrease in
stocks.
2. Political stability—no wars—no revo
lutions.
3. The desire of many Latin-American
republics to maintain their credit.
4. The removal of exchange controls.
5. The stabilization of monetary sys
tems.
6. The tariff policies of the countries
importing from Latin America.
7. A sound fiscal system in the debtor
country.
8. Reduction in military and/or naval
expenditures.
9. The sense of fairness or justice of
the government involved.
These loans were not made to an indi
vidual or a political party but to a sov
ereign country.
The Latin-American defaulted bonds
should be settled on the basis of capacity
to pay and not only on the willingness
to pay. The gap between the latter and
former may be considerable and the bond
holder should not be forced to hold the
bag.

Municipal Reports
In an article in the Boston Evening
Transcript Frederick F. Fassett referred
to a pamphlet prepared by Harvey S.
Chase, a veteran member of the profes
sion, embodying the plan which he had
prepared for a standard form of munici
pal reports by towns.
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This work had been done by Mr. Chase
acting as chief of statistics and research
for the Massachusetts branch of the Na
tional Economy League. The article
stated that sufficient interest had been cre
ated so that the letters which had been re
ceived filled a bulky scrapbook, each page
being given to several letters. The article
was based on a perusal of that scrapbook.
The letters reflected all types of opinion,
some viewing the subject from a national
standpoint, some from the State viewpoint
and some having in mind only local con
ditions. It was brought out that in Ver
mont there was a campaign on seeking to
present the usually prosaic town reports
in such a manner as to justify slogans like
“Interesting to Women,” “Clear to Child
ren,” “The Rule of the Ships of the Sea
Applied to the Ship of State—Women
and Children First.”
Referring to organizations which the
scrapbook indicated were endeavoring to
assist in the development of better munic
ipal reports were the Chamber of Com
merce of the United States, the Investment
Bankers Association of America, and The
American Society of Certified Public Ac
countants.
One Massachusetts town official wrote:
“The taxpayer of today is misled by
thoughtless claims made by uninformed
persons about town officials wasting his
money. This pamphlet will produce facts
and be an incentive for town officials to
do good work. Those making good use of
the money can be assured that the tax
payer will know the job was well done.”
The scrapbook reflected reactions with
reference to the pamphlet received from
Maine to California and from North Da
kota to Texas.

Announcements
Brockelbank and Brockelbank, Account
ants & Auditors, of 51 Chambers Street,
New York City, announce the opening of
an office at 43 Lincoln Park, Newark,
N. J.
Surosky, Marcus & Co., Certified Pub
lic Accountants, are now located at 126
Market Street, Paterson, N. J.
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John W. Stokes, C.P.A., announces the
removal of his offices to Suite 505 General
Motors Building, 1775 Broadway, New
York City.
Burke,
ants and
of their
Building,

Landsberg & Gerber, Account
Auditors, announce the removal
offices to 1015-1016 Munsey
Baltimore, Maryland.

George C. Williams, C.P.A., announces
the removal of his office on May 1, 1934,
to the forty-third floor of the Continental
Bank Building, 30 Broad Street, New
York City.
Gray, Scheiber & Company, Certified
Public Accountants, announce the removal
of their offices to 42 Broadway, New York
City.

Paul E. Bacas, Harold T. Gates and
Hamilton F. Potter announce the forma
tion of a partnership, with John B. Cant
well and George J. Keane, Associates, for
the practice of accountancy under the firm
name of Bacas, Gates & Potter, with of
fices at 110 East Forty-second Street, New
York City, and 100 State Street, Albany.
Abraham I. Gladstone, C.P.A. and
counselor at law, announces the removal
of his offices to 285 Madison Avenue,
New York City.
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I n th e p rep aratio n o f our
tw e n ty -le sso n co u rse in P u b lic A u 
ditin g , o u r E d u ca tio n a l S ta ff has
k e p t o n e th o u g h t co n sta n tly in
m ind. T h a t is th a t th ere is g re a t
need fo r th is p a rticu la r train in g
am ong a c c o u n ta n ts o f proved ab il
ity w ho h a v e p rev iou sly learn ed
th e fu n d am e n tals o f acco u n tin g
p rin cip les and procedure.
As a re su lt, we are prepared to
o ffe r th is tw e n ty -le sso n co u rse in
P u b lic A u d itin g as a sep a ra te u n it
to ap p lica n ts w ho are a lre ad y co m 
p e te n t a cc o u n ta n ts . N o a tte m p t is
m ade to te a ch gen eral acco u n tin g in
th is co u rse.
T o th o se a cc o u n ta n ts w hose au d it
ing ex p erien ce has been confined to
th e in te rn a l w ork o f a bu siness o rg an 
iz atio n , th is co u rse o ffers a thorou gh
g r a s p o f a u d i t i n g t e c h n iq u e an d
proced u re from th e ex tern a l view 
p o in t.
T o th o se a cc o u n ta n ts w hose p u b lic
p ra ctice h as been som ew h at lim ited ,
th is co u rse o ffers an e x cellen t op p or
tu n ity to o b ta in ex h a u stiv e in form a
tio n reg ard in g P u b lic A u d itin g , w hich
m ig h t n o t b e eq u aled th rough y ears o f
a ctu a l exp erien ce.
T o th o se a cc o u n ta n ts who h av e
been th o ro u g h ly seasoned in public
p r a c tic e , th is co u rse offers an ex cellen t

O

D

U

D

I

R

A

C

E

T

T

R

I

N

N

G

I C

E

o p p o rtu n ity to “ brush up” b y ch e ck 
ing th e ir ideas o f th eo ry and p ra ctice
a g a in st th is la te s t co m p ila tio n o f te x t
m a te ria l upon th is im p o rta n t s u b je c t.
T h is tw e n ty -le sso n co u rse te a ch es
A u d itin g as p ra ctice d b y pu b lic a c
c o u n ta n ts (as d istin g u ish ed from th e
in te rn a l a u d it b y th e co m p tro lle r and
his s ta ff). T h e a u d it prog ram s, qu es
tio n n a ires and review sh eets p resen t
ed in th e lessons co n ta in a w ealth of
v a lu a b le d e ta il.
T h e re ad er is first given an un d er
sta n d in g o f th e co m p lete field o f pub
lic a cco u n tin g p r a ctice and th e d e ta ils
o f o rg an izatio n o f p u b lic a cco u n tin g
firm s. T h e n he is b ro u g h t d ir e c tly in
to th e w ork in th e o rd e r in w hich h e
would m ee t it in pu b lic p ra c tic e , first

Ju n io r w ork, n ex t S en io r w ork,
th en th e w ork o f th e P rin cip a l.
H e is told w h a t to e x p e ct when
he g ets on his firs t au d itin g jo b
and how to do th e th in g s he will
h a v e to do. H e th u s b eco m es a c
q u a in te d w ith th e o b sta cle s b efo re
h e m eets th e m a n d , as a re su lt, is
a b le to h an d le th e p roblem s w hich
u su a lly co n fu se th e n o v ice. T h e
su ccessfu l p u b lic a c c o u n ta n t m u st
progress th ro u g h th e se th re e stag es
in his P u b lic A u d itin g w ork and it
is th e p u rp o se o f th is co u rse to help
th e re a d e r w ork th ro u g h ea ch sta g e
su ccessfu lly an d as ra p id ly as p o ssib le.
A s a fin al s te p in h is tr a in in g , th e
rea d er is led th ro u g h a co m p lete au d it,
s tep b y s te p , an d lea rn s th e th in g s
th a t a re d o n e and how th e p ro b lem *
th a t a rise a re solved.
T h e fee is $ 4 2 .0 0 .

O n e o f t h e le s s o n s
o f this course, containing exhaus
tive suggestions that can be used
in preparing on audit program,
will be m ailed free, with fu ll in
form ation regarding this course,
if you will write the International
Accountants Society, I n c 3411
.,
South Michigan Avenue, Chicago,
Illin o is.
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“A certain amount o f opposition is a great help to a m an; kites rise against,
and not with, the wind.”— Hamilton Wright Mabie.

T h e

P r e s i d e n t ’s

P a g e

N. R. A. Soundings
b y G e o r g e P r i c e E l l i s , C .P .A .

B

A C K from tw o long trip s through the w estern states, m eeting and
talk in g w ith a cco u n ta n ts and various business groups, I have been
stru ck by the en thusiasm w ith which even a superficial discussion of
N R A prin cip les and values has been received. A gain and again, I have
heard the c o m m e n t: “ F ro m th a t p oin t of view, N R A m eans som eth in g;
all we had h eard before w as ballyhoo and p o litics.”
This w as the opinion of rep resen tatives of both larg e and sm all
business. W ith o u t having inquired deeply into N R A , they nevertheless
believe th a t N R A is co n stru ctiv e, is forw ard looking. They ad m it the
difficulties, even hardships, y et a re for it. They w an t it to continue.
F ro m the p u b licity given to the D arrow rep o rt, and the p olitical
ca p ita l being m ade from it, one m ight in fer th a t the codes w ere generally
inim ical to sm all business. In fa c t, no such sweeping conclusion can be
draw n. E v en th e m uch discussed steel code finds sup p ort am ong some
sm all units. Sm all businesses of variou s sorts, w ithin m y observation, are
fo r code governm ent. F ro m th e beginning of N R A I have been counselling
ce rta in in d u stries including m any such. These sm all units w an t the
cod es; they m ean to fight to keep them . A nd I am n o t alone in th is ob
servation. One tra d e grou p execu tive is quoted as sa y in g : “T here isn ’t
an in d u stry now having a code w hich will n ot fight to the la st d itch to
preserve the docum ent. No m a tte r how m uch criticism of the rules and
regu lation s m ay go on w ithin an in d u stry, each group feels m ore secure
under its code provisions th a n it did before the regu lation s w ent into
effect.”
The suggestion from W ash in gton th a t code governm ent be lim ited
to a few basic in d u stries, and the oth er codes be scrapp ed brought forth

322

T H E C E R T I F I E D P U B L IC A C C O U N TA N T

Ju n e,

a very significant p rotest. The p rotest sh ow ed : first, th a t there w as no
unan im ity of opinion am ong sm all business men regard in g the effect of
the cod es; second, th a t the th re a t to extinguish the codes had the effect
of ra lly in g to th eir su p p ort sentim ent th a t heretofore had been either
quiescent or actively opposed. The suggestion m ay have been one of the
A d m in istratio n ’s fam ous “ tr ia l balloons” to te st public sentim ent, but
it seems to have had m arked s tra te g ic value as well.
The n et resu lt, when we can p en etrate the c u rta in of noisy co n tro 
versy, is t h i s : T here is a w idespread w illingness to back up the principle
of code governm ent, even while p a rtic u la r w eaknesses of m ethod are
being opposed. There is a feeling in m any q u arters, I have observed, th a t
to d iscard the codes for sm all units, and to reg u late only w ages and
hours, would bring N R A to chaos. The very com plexity of our business
w orld, which has m ade rap id codification so superhum an a task, operates
w ith equal force a g a in st an y a tte m p t to d iscrim in ate am ong industries
under the system .
The one u n iversal com p lain t I have heard from sm all u nits is the
burden of in creased w age costs. They could n ot and would not support
th is burden w ith ou t the com pensating p ro tectio n of the tra d e p ra ctice
provision of th e codes. They dem and from the codes the s tric te s t p rice
con trol. The kind of com petition outlaw ed by the codes w as, in effect,
com petition in “loss-tak in g”— a com petition w hich weighed m ost heavily
upon the sm all unit. They a re beginning to realize th a t to tak e from them
the p rotection of a code— im p erfect though it be, as y et— is the beginning
of the end for them m ore ce rta in ly th an any oppression w ithin the in 
d u stry. F a u lts in the codes can be cured as men learn to w ork togeth er
and achieve a higher level of business ethics and efficiency. W ith d raw
the codes, and the econom ic p ressu re upon the sm all u n it is inexorable
and crushing.
The course of N R A and its p resent difficulties in d icate th a t a m ajo r
job of education m u st be done. In the origin al blueprint, this work of
w inning in tellig en t coop eration and to leratio n , w as delegated to the
tra d e association s. In m an y in stances, however, the tra d e associations
have not th e organ ization , the stren g th or experience, n or the leadership
to tak e so heavy an assignm ent a t once. N either have the new code a u 
th orities. The press, to a degree, reg ard s the sub ject as a p olitical m a tte r
to be d ealt w ith on p a rtis a n lines. T herefore, the responsibility falls upon
N R A to fo rm u late a public re la tio n s’ policy, divorced from p olitics and
from b elittlin g person alities, which w ill m ake cle a r to the m an on the
stre e t, the eco no m ic basis for N R A .
Such a policy would sep a ra te the em ergency from the long-run ob
je ctiv e s; would d istinguish between recovery and reform . Such a policy
would tak e a reasoned stan d upon con troversial topics and hold th a t
ground firm ly in the fa ce of criticism . P erh ap s, such a policy w ill be
shaped when N R A has set its own house in businesslike order. F o r
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those business men who have experienced W ash in gton rep o rt th a t re a 
sonable efficiency in N R A w ould go fa r, in spite of h am strin gin g leg isla
tion, to re sto re business confidence.
M eanwhile, acco u n ta n ts have a prim e p lace in any p ro g ram of edu
catio n upon the econom ics of N R A . They have a p lace and a respon si
bility th a t does n ot depend upon slow policy-m aking in W ash in gton .
The raw m a te ria ls of business ed u cation are in th eir hands. L e t them
m ake con stru ctiv e use of the op p ortu n ity, and the fu tu re of business selfgovernm ent will be assured.

G o v e r n m

e n t

C o s ts

Brief Submitted to Committee on Expenditures in the Executive Departments by
The Secretary for The American Society.
AVING represented The American
Society of Certified Public Account
H
ants before your Committee at the time of
the hearings on the Shannon Bill, HR No.
6038, I have kept in touch with the prog
ress which has been made by the Commit
tee in handling the same.
This organization, representing the cer
tified public accountants of the country,
endorses the principle of the bill which
would require the Government to so ar
range its methods of accounting as that,
in connection with all of its various activ
ities, costs shall be finally determined on
the same basis as used by all private busi
ness concerns and shall include those items
for which no cash outlay was made by the
Government but for which a private con
cern would have been obliged to have made
expenditures.
It is not believed that the principle of
this bill involves the general question as
to the wisdom of governmental units com
peting with private citizens— either indi
viduals, firms or corporations. It merely
requires the Government to observe the
fundamental principle of the NRA—re
quiring fair competition, which has not
existed heretofore in those cases where
the Government came into competition
with private industry.
Recently the writer was present at a
luncheon, participated in by representatives
of various industries, following which
there was an informal discussion with re
gard to the various items of legislation
now before Congress. It was generally

agreed that the passage of a bill embody
ing this principle of fair competition on
the part of the Government would do more
for the general industrial situation than the
passage of any other single bill now before
Congress. It would be an admission that
the Government was willing to measure
its own activities by the same standard it
was endeavoring to require of others.
The hearings and the subsequent discus
sion brought out very clearly one of the
underlying weaknesses in connection with
a proper solution of governmental ills. Va
rious officials, at the time of the hearing
and in presentations issued thereafter, very
clearly reflected the fact that they were
considering the problem only from the
standpoint of their own individual govern
mental unit and not from the standpoint of
the Government as a whole.
Shortly prior to the death of former
President Burton of the University of
Michigan, one of the ablest educational ad
ministrators in the United States, the writ
er asked him what had been the most dif
ficult administrative problem he had en
countered from time to time. His answer
was “To get the various officials, whether
administrative or faculty, to think in terms
of the University.” If it was a meeting
of deans which he was holding, it was
practically impossible to get them to dis
cuss the question under consideration from
any other angle than its effect on the school
of which they were dean. If it was a
faculty meeting of a particular school, each
( C ontinued on p a ge 3 7 1 )
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F the world owes every man a living, if
we can lift ourselves by our own boot
straps, if we can make silk purses out of
sows’ ears, then the adoption of a standard
cost formula as a useful element in the fix
ing of prices will help us on the road to re
covery.
I have known business men who have
paid themselves high salaries and charged
these salaries into costs in order to force
themselves to obtain high prices for their
products. If it ever worked, it is still a se
cret.
In my opinion a uniform cost formula is
impracticable because there are too many
unknown and unknowable factors to pro
duce an accurate result. In school we were
told that in an equation we could have no
more than one unknown factor or an ac
curate result would be impossible. The
proponents of a uniform cost formula hand
us from three to thirty unknown factors
and ask us to produce a figure which we
will use not only as a basis for fixing sales
figures but the figures may be used as a
limit below which you must not sell or you
will go to jail.
In a competitive system of trade there
is some connection between cost and
prices, but only in what we call normal
times. Unfortunately, no one has invented
a system under which there can be any
certainty that you can sell your products
for more than they cost. This is not to
say that a complete knowledge of your
own costs is unnecessary. Quite the re
verse. If you are selling below your own
cost, you want to know it—-not through
your income account at the end of your
fiscal year, but at the time the sale is made.
An adequate cost system is thus an essen
tial tool of any industrial concern, for
without it you add one more unknown to
the complicated equation of modern busi

I

* A d d r e s s b e fo r e th e D e p a rtm e n t o f M a n u fa c 
tu r e R o u n d T a b le , C h in e s e R o o m , M a y flo w e r
H o te l, W e d n e s d a y , M a y 2, 1934 in c o n n e c tio n
w i t h th e A n n u a l M e e tin g o f th e C h a m b e r o f
C o m m e rc e o f th e U n ite d S tate s,

P r ic in g

*

C.P.A., New York City

ness, and an inexcusable addition at that.
If the maintenance of adequate cost rec
ords had been more universally recog
nized during the past few years, distress
selling would not have resulted in such
ruinous prices.
In a recent magazine article the author
cited seventeen reasons for the adoption of
a uniform accounting system in industry
and was fair enough to mention eight rea
sons against. But he rather fell down on
his fairness when he naively remarked that
all of the objections were “capricious,
shortsighted or can be overcome by fitting
the system to the peculiarities of the in
dustry and safeguarding its operation.”
In another recent article the author
mentioned sixteen points which he said
should and must be cleared up in order to
permit Code Authorities to make definite
determination as to what shall be uniform
practice. He is a strenuous advocate for a
uniform cost system but he weakened his
argument by stating that the sixteen con
troversial points, all o f which had to be
cleared up, by no means exhausted the list
of doubtful factors. He too was naive in
that he did not recognize that some of the
sixteen points were fundamental factors
which could not be a part of any formula
because they cannot be reduced to trust
worthy figures in any one concern at dif
ferent periods of time and therefore can
not be assembled for use by an entire in
dustry, particularly as a basis to be used
as a measure in cases of so-called destruc
tive price cutting.
The principal value of a uniform cost
system lies in its standardization of ac
counting nomenclature and phraseology
and classification of cost factors common
to an entire industry. It is also valuable
in providing means for comparison to be
made of certain of these cost factors as
between members of an industry, but is
misleading when used to similarly com
pare what may be designated as “total
costs.”
I would not use any cost formula as a
protection to fair prices because I believe
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that prices must be based on present con
ditions much influenced by our estimates
of future conditions. Costs under all of
the scales of so-called uniform systems
which I have seen are ascertained by using
much of the past which may be interest
ing as history but which is frequently
highly inaccurate and therefore forms a
poor light to guide our feet through the
future.
A few of the points which have been
mentioned as among those to be agreed
upon and settled before publication of the
magic results of a formula are these:
bases for depreciation and obsolescence,
raw material at original cost or reproduc
tion cost, idle plant, overhead absorbed and
unabsorbed, changes in values of capital
assets, mistakes of previous accounting pe
riods, distribution costs, executive salaries,
application of overhead to different prod
ucts, development and experimental ex
penses, owned plant vs. leased plant, car
rying charges on short and long term in
debtedness, etc.
Business men have always loved to fool
themselves so that we should not be too
harsh with the proponents of uniform cost
systems.
Because I was utterly unable to sub
scribe to the possibility of adopting any
uniform cost system which could be used
in the present emergency in connection
with price protection or as a yardstick in
cases of alleged destructive price cutting,
I tried to be constructive and suggested
that the measure or base to be used should
be “the lowest reasonable cost in any in
dustry” and I proposed to give myself full
discretion in dealing with depreciation,
overhead, reproduction values and every
other controversial element. I never in
tended that a set formula should be used
to compute this reasonable cost. I f I had
had any such idea why use the word
“reasonable ?”
If I were to propose a cost formula, I
would make my first factor that of man
agement or ability to use raw materials
and capital assets. I f I had bad manage
ment I would not expect to charge it in as
a cost and then expect a profit on it. The
reason some of our cost finders like to
compare present with war conditions is
that under good old cost-plus days the
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more mistakes and the higher the costs
the greater the profit.
We will never have a standard cost for
mula which will protect prices. It is bas
ically wrong. It requires the use of in
soluble problems. You can only protect
your prices by proper management of
your materials and tools and by turning
out goods of quality and usefulness and
in such reasonable quantity as will not de
stroy your chances for profit.
The time spent in each industry in try
ing to work out unworkable uniform cost
systems as a means of regulating price
levels can better be used in working out
what the maximum consumption will be.
That is a real factor in price protection.
I hope no one will think that I am
against cost systems. I am a strenuous
advocate of cost systems and I think any
business man who does not have one of
his own deserves to fail—and I know of
many who have failed because they have
not known their costs.
But this talk of knowing your competi
tors’ costs is all bunk. If you want to
spend your time in making comparisons
compare your management with his man
agement. Compare your location, your ob
solete plant, your over capacity. Those
are major factors in costs and prices.
Don’t expect a magic formula which will
help you make money next year because
you won’t get it.
Over 400 codes have been approved by
the N.R.A. Their provisions are many
and varied, and necessarily so because of
the complexities and ramifications of our
present-day industrial system. When the
National Industrial Recovery Act became
law, industry had reached its lowest ebb,
following an era of destructive price cut
ting, with the consequent absurd deflation
of values and widespread unemployment.
The corrective aim of the act, as stated
in its declaration of policy, is “to rehabili
tate industry and to conserve national re
courses.”
The N.R.A. had immediately to face the
superhuman task, in partnership with in
dustry, of laying down rules for price reg
ulation in all its connotations, the elimina
tion of unfair trade practices, and ulti
mately of determining practical measures

326

T H E C E R T I F I E D P U B L IC A C C O U N TA N T

by which compliance with these provisions
when written into codes could be enforced
against the “chiseller” and other male
factors.
A great variety of methods of price reg
ulation and protection are contained in the
codes which have been approved. They
may be grouped broadly in three classifica
tions :
(1 ) The open price system
(2 ) Prohibition of sales below cost
(3 ) Fixation of minimum basic prices
Open-price plans are included in a large
number of the codes. While they differ
considerably in the modes of operation,
their purposes and ultimate results are
similar. Generally speaking, the require
ment is that each member file with the ad
ministrative body for his industry his
price lists, discount schedules, etc., to be
effective at the expiration of a certain pre
scribed period after filing. Thereafter, or
until revised price schedules are filed and
become effective, it is a violation of the
code provisions to negotiate sales on any
other basis.
The efficacy of this system lies largely
in its administration. Will the administra
tive authority be properly informed as to
what the net realization is to the seller,
after all discounts, allowances, adjust
ments and other considerations, and will
such information be currently available?
If not, the object of the system will not
be fully gained.
Mr. Lewis H. Brown, president of
Johns-Manville Corporation and chairman
of the Code Authority of the asbestos in
dustry, made some very salient comments
anent the open price policy in his discus
sion of “Price differentials in distribution
of goods” before the Conference of Code
Authorities:
“Continual publicity of price lists and
differentials—not only between one manu
facturer and another, but also to all the
trade concerned—assures a continuance of
competition. Price tags in the retail store
constitute the publicity that assures every
customer fair and equal treatment, if he
decides to buy. Publicity assures the same
treatment between the manufacturer and
the wholesaler or jobber and the consum
er. It is one of the surest means of elim

Ju n e.

inating unfair trade practices and dis
crimination between customers.
“I do not for a moment suggest that
a system of price differentials is adapt
able or desirable for all industries, nor
that publicity is needed in every case. But
I do say that if competition in an indus
try has brought that industry to the point
of destruction, then only by a planned
system can it be brought out of its difficul
ties and enabled to pay the increased costs
incident to shorter hours and higher
wages.”
A number of codes, principally those
of natural resource industries, provide for
a minimum basic price for the entire in
dustry as applied to like products. With
few exceptions, the price fixation is large
ly a matter of discretion to be exercised
by the administrative authority. The most
restrictive calls for the weighted average
cost of production of the members of the
industry. The gradations from this re
strictive stage are several until the abso
lute discretionary group is reached where
the injunction is only that the prices shall
be fair and reasonable.
The remaining group, which prohibits
sales below the cost of the individual pro
ducer, is widespread in its application, and
includes an infinite variety of so-called
cost formulae. If I attempted to discuss
at length the niceties and intricacies of
these provisions, I should be here for a
week. I will therefore take time to discuss
only those points concerning which there
appears to have been much diversity of
opinion. If you wish to learn more of the
multifarious price control devices embod
ied in codes I cannot do better than refer
you to a brief but well-prepared analysis
by George Terborgh, recently published
by The Brookings Institution.
If price were the sole impact of com
petition, and a concern is not permitted
to sell below its own cost, the logical out
come would be the survival of the lowest
cost producer in each industry and the ex
tinction of his competitors. To avoid this
result an ameliorating clause is introduced
whereby sales may be made below cost
to meet competition if the lower cost com
petitor is not violating the code, or in other
words, if the lower cost competitor is not
selling below his own cost. Even this
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clause would not in theory change the re tax purposes, or may be entirely excluded
sult, because the high-cost producer could
(b) Distribution and administration ex
not continue to sell indefinitely at a loss to penses may or may not be included
meet competition. His alternative would
(c) Executive Salaries may be limited
be to sufficiently improve his operating to specific sums or to amounts reasonably
processes to place himself in the low-cost paid by other concerns for like services
producer class, or else to sell on some basis
(d) Application of overhead to idle and
other than that of strictly price competi inactive facilities may be excluded based
tion. In the latter category falls a most on the plant utilization of varying prior
important factor which unfortunately in periods, or on the similar plant utilization
recent years seems to have been lost sight of the industry
of in the mad scramble for sales. I refer
(e) Overhead may be limited to a cer
to selling on the basis of quality o f goods. tain ratio of specified direct costs
If more concerns would adopt the motto
(f ) Interest may or may not be included
of “better quality” rather than “lower
And so one could go on enumerating
price” we should find that industry would these conflicting differentials.
soon begin to show signs of a more healthy
Let me read you a recommendation
condition.
made by a special committee of the Na
I have already stated that in my opinion tional Association of Cost Accountants *
there is no uniform formula of cost which appointed for the purpose of suggesting a
can be devised to produce an accurate re cost provision for codes.
sult for price regulation purposes, because
“It shall be an unfair method of com
of the unknown and unknowable factors petition for anyone coming under the pro
it must comprehend. Let me refer to just visions of this code to sell or exchange
a few of these factors.
products or services at a price or upon such
Raw materials are to be taken in some terms and conditions as will result in the
codes at cost, in others at replacement customer paying less than the fair and
value, and in others at the lower of cost reasonable cost, as determined on the basis
or market. Therefore, in some industries of a system of cost accounting to be form
the consumer will receive the benefit of ulated by the code authority.”
the price fluctuations in the producer’s
They defined cost for this purpose as the
purchases and in others the advantage will sum of materials or merchandise at cur
inure to the producer. In the cost or mar rent replacement cost, plus actual wages
ket group the producer will always have for direct and indirect labor, plus factory
to bear any loss that may accrue, but the burden distributed on a basis of utilization
gains will flow to the consumer.
of plant facilities for the industry as rec
Labor is a less controversial element of ommended by the code authority, plus sell
cost except as to its classification between ing, advertising, administration, ware
housing, transportation, collection and all
direct and indirect expenses.
Overhead is the most troublesome fac other costs and expenses involved in sell
tor and here one finds the greatest diver ing, distributing and delivering the mer
sity of treatment. In some codes provision chandise, including in burden or expense
is made for the inclusion of all items, such allowances for depreciation, depletion, ob
as manufacturing, distributing, administra solescence or amortization, computed ac
tive and financing expenses, practically re cording to the rates and upon bases accept
sulting in a delivered cost. In many others able for federal income tax purposes.
The report recommends that sales below
the specific exclusion or omission of cer
tain items leads to a figure which is not cost be permitted to allow manufacturers
“cost” at all, and apparently assures a loss to meet the prices of competitors who do
being sustained by the producer on all not violate the code, and suggests excep
goods sold on that basis. Some instances tions for particular industries to govern
of these variables as they appear in dif
* “ E s s e n tia l E le m e n ts o f C o s t f o r U n i f o r m
ferent codes are as follows:
A c c o u n tin g U n d e r N R A ” B u lle tin , D e c e m b e r
(a )
Depreciation and depletion may be 15, 1933. N a tio n a l A s s n . o f C o s t A c c o u n ta n ts ,
included perhaps as computed for income 1790 B r o a d w a y , N e w Y o r k , N . Y .
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capacity without obtaining express per
seconds, dropped lines, etc.
In preparing the recommendations, it mission. Curtailing machine hours of op
was the concensus of the committee that: eration is open to less objection than some
1. In no events should a definition of other restrictive measures, provided the
cost produce less than the total delivered same scale of limitations is applied to only
those machines producing like goods which
cost.
2. The cost accounting questions involv are strictly competitive from the standpoint
ing the methods of distributing overhead, of price, quality and seasonal demands;
absorbing fixed charges, including interest otherwise inequities would result as be
on investment and other debatable points, tween different producers and also as to
should not be comprehended in a code but prices from the consumer’s angle.
It is not as generally recognized as it
should be worked out by the particular
code authorities. It is their belief that the might be that the rehabilitation of industry
question of how sales, administrative and from its chaotic low levels, whether by the
all of the other expenses, which are so code system or by any other means, neces
difficult of apportionment, should be ap sarily implies an increase in prices to the
plied, can well be a matter to be deter consumer. Under a capitalistic system
mined by the industry itself, with Govern capital and labor are both entitled to a fair
ment approval, and in all probability, if return for their contribution. Neither can
done uniformly, will substantially serve do so during a period of acute depression.
Nor is it possible unduly to favor one with
the purpose.
3. The making of this recommendation out disturbing the proper equitable rela
by the committee does not imply any tionship between the two. Admittedly the
opinion as to the practicability or im needs of labor are urgent, but recognition
practicability of this clause to accomplish of this fact presupposes an increase in
either minimum selling prices or cost re prices to an extent which must not only
permit capital efficiently invested to func
duction.
4. In making this recommendation the tion without further impairment but also
committee has given no consideration to, to provide that fair return which is essen
either for or against, the clause granting tial to attract its continued employment in
exceptions. It is included as a practical industry.
consideration in obtaining agreement
One frequently hears criticism of the
among all members of the industry rather NRA to the effect that it has been re
than as a justifiable principle in theory. sponsible for increasing prices. Industry,
One other medium of price regulation as a whole, has a long way to go before
appears in a number of codes, viz : the con it can be said to have crossed the border
trol of production and limitation of produc line from losses to profits, and when this
tive capacity. The production control re point has been reached the increased con
quirement necessitates that an estimate be sumer demand consequent to the greater
made of the anticipated consumption for employment of labor may be sufficient to
a period immediately ahead and that this provide for a fair return to capital. Also
estimate be distributed by allotment to the it must be forgotten that in the isolated
members of the industry. Just what fea cases of profiteering much of the profit
tures the administrative authority will will fall back into the lap of the Govern
weigh in determining an equitable allot ment through the heavy rates of taxation
ment basis is largely a matter of conjec now imposed.
ture. The important question would seem
It is my firm conviction, as has been
to be whether high cost producers and low repeatedly emphasized by many leading
cost producers are to be treated on a par students of economics, and by financiers
ity for this purpose.
and industrialists, including Mr. Henry
The limitation of productive capacity is Ford, that the most certain method of in
achieved by prescribing the maximum suring industrial recovery in this country
number of hours during which machines is the manufacture and sale of articles of
may be operated over a period of time and good and dependable quality at the lowest
by prohibiting the acquisition of additional possible prices.
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The manufacturers who create and
maintain markets through the honesty and
intrinsic value of their product, operate
on a more stable schedule, with fewer shut
downs and reductions of employment, than
do those manufacturers making cheap
merchandise in which price is the major
appeal. Manufacturers of good quality
products require larger and more perma
nent investments of capital and more fre
quent renewal of equipment. They con
sume more and better grades of raw ma
terial and employ more labor at higher
wages than do the manufacturers of cheap
and shoddy merchandise. They are con
stantly creating new commodities, and im
proving existing ones, thereby stimulating
further production and consumption.
Their methods of operation tend to stabil
ize prices and to limit competition within
legitimate bounds, because competitive
manufacturers operating on identical or
similar standards of quality are working
with fixed entities, and price differentials
between them are the result of superior
skill and dexterity.
The manufacturers of inferior and
shoddy products which imitate superfici
ally the exterior appearance of quality
merchandise have no such responsibilities
or limitations. They profit generally from
markets established by others. In order to
bring down costs, they use inferior raw
materials and wherever possible, eliminate
manufacturing processes, thereby reducing
the amount of labor used. In general, they
pay lower wages because their products
do not require either the amount of labor
or the skilled workmanship which is nec
essary in the better product.
The sales appeals of many manufac
turers and retail merchants during the
past five years or more, have been based
almost entirely on price. The competitive
price battle has been waged with such un
reasonable claims, and with such a careless
disregard for the facts, that the public is
losing confidence in advertising as a sell
ing medium, and in resources which they
once trusted implicitly.
There is no doubt in my mind that this
extensive exploitation of cheap merchan
dise— cheap in the sense that it is inferior
in quality and gives poor wear or service—
is one of the important factors responsible
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for such deplorable economic conditions.
It has reduced employment, lowered wage
levels and greatly decreased buying power.
It is now the duty of producers and dis
tributors to use the tremendous power of
education which they possess to inform
the public fully regarding the desirability
and economy of merchandise of good
quality sold at the lowest prices compatible
with real value in service. Instead of glori
fying cheap and inferior products with
specious claims of excellence, they should
explain to the public the economies and
advantages in service and in satisfaction
of merchandise of good quality. They
should inform their customers that not
only are products of intrinsic value and
economy in the long run, but their pur
chase is a potent aid toward the recovery
of general prosperity. By raising the
standards of quality in merchandise today,
we will also be raising the standards of
living, by increasing employment and ad
vancing the general levels of wages. It is
the most logical and immediate method
available today of putting more people to
work at higher wages and in further in
creasing consumption of raw and manu
factured products.

A L E T T E R TH A T W ON A JO B
“Gentlemen:
‘Once upon a time a fellow, 30 years of
age, penned an answer to an ad to which
there were a hundred or more other an
swers. It seems that this particular ad re
quested the services of an accountant with
both theoretical and practical training. The
young man in question had no training
by theory, but his generous practical ex
perience gave him that feeling of confi
dence, without which, no man can succeed.
The fellow was given an opportunity of
demonstrating his speed, sparkle, grit and
pluck. And within a year, due to his nat
ural aptitude for the accounting profession,
he was surprising even the most skeptical,
with his progress.’ This is fiction, gentle
men, but I am sure we both can make a
true story of it.
Yours truly,
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I welcome the opportunity of joining to
night in the deliberations of the American
Section of the International Chamber of
Commerce. Since the organization of the
International Chamber in 1920, there has
been no period when foreign trade prob
lems have been as challenging and thoughtcompelling as the present. These problems
demand the highest degree of thinking,
analysis, and action, because the future of
the United States in this field during the
next decade depends upon the constructive
and far-visioned approach that is given to
this subject in the immediate weeks and
months ahead. It is no exaggeration to say
that our time-honored problem of “trade
balance” has been displaced by the new
and more serious aspect of having our
foreign trade future virtually “hanging in
the balance.”
Wendell Phillips once said that people
read history not with their eyes but with
their prejudices. In much the same way,
we have too often considered our foreign
trade problems with our prejudices rather
than with open eyes and open minds. We
must seek our conclusions from conditions
as they are and not as we believe they
should be. We must approach this diffi
cult subject, if we are to secure any clear
and logical conclusions, upon the basis of
international thinking rather than national
thinking.
The inter-relationship of foreign trade
with domestic economic conditions is
proved by the fact that ordinarily through
out the world the various countries enter
into periods of prosperity and depression
more or less simultaneously or interdepen
dently. With but few and isolated excep
tions, fluctuations in foreign commerce cor
respond with fluctuations in general busi
ness conditions in other trading countries.
Some individual countries, of course, oc
casionally vary from this general trend,
but since 1890 there has been a surprising
* A d d re s s d e liv e re d b e fo r e th e a n n u a l d in n e r
o f th e A m e r ic a n S e c tio n o f th e I n t e r n a tio n a l
C h a m b e r o f C o m m e rc e , M a y 1, 1934.
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Secretary of Commerce

degree of uniformity in this respect. This
situation, it seems to me, requires the
prompting of a new emphasis and a new
orientation in international thinking and in
ternational planning.
The creation of attitudes becomes the
focal point in this renaissance of inter
national thinking. The thinking process of
the individual naturally begins with his
own welfare and that of his family, spread
ing outward in ever-widening circles to
his community, his State, and his country.
It is when we approach the widest circle of
international thinking that we come to a
woeful lack of attitude, definition, and per
spective. There is nothing mysterious or
complicated about international relations in
their fundamental characteristics. The
proper objectives of any nation are live
lihood, security, happiness, and peace for
its people. The same cycle of objectives
holds true, of course, in the case of the
individual human being. His greatest con
cern, growing out of basic fear, is that of
food and shelter, followed closely by a
desire to have this livelihood secure, with
national peace and prosperity next in or
der, so that he may share in the broader
values and privileges of living. While live
lihood and security are the foundation,
peace is certainly the keystone of the arch
of human well-being and peace depends
almost entirely upon international coopera
tion and good will. It requires but little
imagination to visualize that the farmer
in Iowa and the artisan in New York may
be vitally affected as individuals by some
important happening in central Europe.
International well-being, therefore, be
comes a matter of concern to the indivi
duals of all important nations.
So
interdependent are we that, if all in
ternational trade should suddenly stop as
a clock does, the disruptive consequences
upon all nations would be immeasurable in
disastrous effects. Nature, climate, soil,
artisans are so different that there are many
products which a given nation needs that
can be secured only from other countries.
Even during depressed periods of foreign
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trade, such absolutely essential products
still must be exchanged. Next in order
after these raw material requirements
come those manufactured products which
one country can produce more effectively
and efficiently than any other country.
These products, therefore, become the
logical basis for constructive foreign trade
negotiations. However, when international
commerce is paralyzed as it has been in
recent years, this natural channel of inter
national trade is clogged and closed
through man-made barriers and restric
tions. This results from improper mental
attitudes, uncontolled greed, and the revi
val of prejudices that have come down
through the ages. The consequence of
such artificial restriction is the further
strangling of an already declining inter
national commerce.
The appreciable lack of a fundamental
cooperative attitude on the part of nations
reminds me of the fable of the people
living in a certain village, who held a fes
tival in honor of one of their number who
had returned from another country after
a long absence. As all of them were peas
ants and had no material wealth, they
agreed among themselves that each should
bring a bottle of wine which he would
pour into a large cask that had been pro
vided for this occasion. One thinking to
save his wine for his own use, said to
himself, “I f I fill my bottle with water and
empty it with the others, it will not be ob
served.” But, when the people of the vil
age assembled and the time came that the
wine should be drawn, only water flowed
forth from the cask. Everyone had had
the same deceptive idea about bringing
water instead of wine. This simple fable
is illustrative of a widespread and pre
valent attitude among the family of na
tions. Cooperation must replace suspicion
and international thinking must be sub
stituted for national thinking.
The World War brought the radical
shift in the position of the United States
from a debtor to a creditor nation. Our
international trade through this took on
an altogether different aspect in economic
policies. It is also quite evident that this
sudden transition found the United States
economically unprepared to assume its
proper responsibilities inherent in this
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change in emphasis and practice. Where
England had gradually over a long period
of seventy years changed from a debtor
to a creditor nation, the transition in the
United States was by comparison effected
over-night. During the war we loaned
heavily to foreign countries, on private as
well as Government accounts. Further, a
vast amount of American securities was
resold to us by foreigners. This double
movement diminished our previously con
tracted debt to foreigners, while we ac
quired a growing volume of fiscal claims
against foreigners.
The wealth destruction of the World
W ar created a wide market for replace
ments and reconstruction, and, because of
its late entrance into the War, the United
States became the dominant source of sup
ply for meeting these needs. This rapidly
expanded productive capacity in field and
factory, unguided by a wise planning pro
gram, contributed to our 1929 cataclysm.
It is necessary in view of present con
ditions to approach foreign trade and com
merce from the broader viewpoint of in
ternational thinking and planning. The
extraordinary situation which led to the
vast expansion of foreign trade in the de
cade following the World W ar constituted
an illogical and misleading foundation for
a sound and correct appraisal of the com
plex factors involved in normal foreign
trade.
As the depression in the United States
deepened, there was a corresponding busi
ness down-trend throughout the world.
Notwithstanding that evident business
trend, it was not met constructively, but
instead of facilitating trade transactions
among the various countries, rigid barriers
were set up in 1930 which made foreign
commerce still more difficult to conduct
and contributed to the spiral downward
trend. In 1932 more than half of the
sixty-five nations of commercial impor
tance reciprocated by tightening their
trade barriers against us by one means or
another, progressively deepening and pro
longing the world trade depression. For
the most part, international efforts to eli
minate these barriers through the usual
tariff revision methods could not be em
ployed to foster important increases in
foreign trade. This revision under such
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conditions would prove futile and fruit
less. The United States has not yet learned
the lesson that we cannot maintain a cred
itor nation position upon a basis of debtor
nation practices.
I cannot emphasize too strongly the farreaching significance of the collapse of
our American export trade during the last
four years. The total exports of the Uni
ted States fell from $5,241,000,000 in 1929
to $1,675,000,000 in 1933; and our imports
fell from $4,399,000,000 in 1929 to $1,449,000,000 in 1933. Our foreign trade
in 1933 was but 32% of the 1929 level.
W hile the volume of export trade for
1933 was equal to that of 1932, it was
still 48% below the 1929 volume. The im
port volume in 1933 was 10% above 1932,
but still 34% below 1929. However, it is
a fact that in recent months the quantity
of both exports and imports shows in
creases over corresponding periods of a
year ago and, hence, conditions thus meas
ured are decidedly better.
A few salient points deserve our par
ticular consideration. Export trade sup
plies a large volume of employment. Ap
proximately two million people were en
gaged in the production of goods for ex
port in 1933. I f this export volume were
further increased, it would substantially in
crease employment. Raw materials were
36% of our total exports in 1933, the larg
est percentage share since 1891. This
clearly indicates that manufactured prod
ucts have declined in importance in the
foreign trade field. Countries are import
ing the raw materials that they need and
transmuting them into finished products.
The percentage of finished articles in the
total export trade dropped from 49% in
1929 to 37% in 1933.
As . a further illustration, our normal
export of cotton has declined approxi
mately fifty per cent. There does not seem
to be much hope of immediately increas
ing appreciably our domestic consumption.
This indicates clearly that the problem in
this instance is one of recovering lost mar
kets and developing new markets. The
same situation obtains in the case of wheat
and other staples which we formerly ex
ported in substantial volume.
These figures indicate that our foreign
trade problem is still one of m ajor im
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portance to us. As a natural reaction
against the world-wide depression, most
countries turned their attention and em
phasis to domestic problems and neglected
the international aspects. The favorite
pronouncement of statesmen the world
over has been that other countries were
responsible for their disrupted internal
conditions. This attitude has led to a gen
eral growth of nationalism and the initia
tion of retaliatory measures which served
to further cripple foreign commerce.
Under these conditions, the only imme
diate and satisfactory method available for
opening up trade channels is through ne
gotiating trade agreements. Even though
high barriers have been created through
tariffs and other restrictions, foreign na
tions throughout the world, in spite of
trade barriers, are increasing trade among
themselves through bargaining agreements.
I f the United States is to enter this pic
ture and obtain its share of the world
business, we must secure a seat on the
w orld reciprocal trade exchange which the
current bargaining and reciprocity process
constitutes.
Bill H. R. 8687 now before Congress,
delegating to the President bargaining and
reciprocal tariff powers, offers the only
immediate channels for expanding our
foreign trade and the only method for giv
ing the United States a seat upon what I
term the world reciprocal trade exchange.
This bill will operate to allow the Presi
dent, so far as he may deem advisable, to
increase the markets for our farm and fac
tory products and make it possible for
foreign countries to pay for more of our
goods. Some contend that, if we let into
the United States the foreign goods which
will pay for these increased exports, Amer
ican laborers will be put out of work, thus
leaving us in no better position than we
are at the present time. This argument is
fallacious, because it is the specific inten
tion of this bill to bring about the sale
abroad of products which a great many of
our people would be engaged in producing
and to let in at the ports only such prod
ucts as are now excluded or burdened with
excessive duties without contributing ma
terially to the unemployment of many of
our people. Whenever tariff duties or re
strictions are put into effect without bring
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ing about a substantial increase in em
ployment, the prime purpose of our socalled protective system is ignored and, not
merely are our agricultural and export in
dustries burdened without national benefit,
but there is also laid upon the consumer
an additional burden which, during these
difficult times, constitutes another penalty
upon all.
Realism must be the basis of our foreign
trade philosophy. W e must recognize that
foreigners must not alone be able to buy
our products, but that they must also be
able to pay for them. W e have seen the
mistake and futility of continuous financ
ing with American capital the purchase of
American goods. W e can afford to prime
the business pump, but not to continually
pension our would-be customers. Our for
eign trade has reached that status where
it must be considered not primarily from
the angle of group interest but from the
broad and comprehensive viewpoint of na
tional and international welfare.
The principle of tariff flexibility under
the executive agency of the Tariff Com
mission has long been acted upon in our
tariff system, but the immediate need is
not flexibility alone but speed and expedi
tion in execution based upon proved facts
and negotiation results. The international
situation is so complex at this time and
changing so rapidly and the various trade
factors shift so quickly that a new method
for prompt dealing with these problems
during this period of flux and change must
be provided, if this country is to be kept
abreast of the bargaining processes that
are going on in many other nations. Em er
gency conditions require this expeditious
method of handling our international trade
relations. W e all know that the President
of the United States is not going to enter
into any bargain or negotiation which will
be harmful to the best interests of Ameri
can progress and recovery. Quite the con
trary, the passage of this bill will enable
the President to negotiate agreements
which will be advantageous to our business
expansion, agreements which could other
wise not be made, and which would leave
the United States in a negative and highly
undesirable position as compared to all
other major countries.
Reciprocal trade agreements, because of
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their immediate importance, are of domi
nant current interest. It is highly desir
able that matters of immediate concern
should not exclude our careful considera
tion of the broader aspects of international
trade and international thinking.
The prompting of proper philosophy de
pends not alone upon economic considera
tions but upon the cultural aspects of in
ternationalism as well. Considerable prog
ress along various lines is being made in
the United States to foster and inculcate
this cultural approach. For instance, ex
change students between the United States
and foreign countries constitute an excel
lent medium for building good will and
understanding. The most beneficial effects
of this movement will come to us in later
years when these exchange students shall
have taken their place in the counsels of
leadership in the various nations. It is to
be hoped that this splendid program for
building international good will may be
developed to a much greater extent than
as carried on at the present time.
Our colleges and universities should in
crease curricular requirements in foreign
languages. I stress in this connection the
importance in our business and commer
cial relations of studying the ideals of
other nations and of an understanding of
the culture and civilization of the coun
tries whose needs we are endeavoring to
supply with our manufactured products
or with our services. Other peoples un
derstand the value of this, as evidenced
by the rapidly expanding study of Eng
lish in Latin America. W hat would be
mor e helpful than the initiation of inter
national study clubs in the leading coun
tries of the world organized for the pur
pose of studying the habits, traditions, and
human elements of the various countries?
Such study clubs could be linked together
by correspondence among the members of
the various countries. Particularly should
the political and cultural history of these
countries be emphasized in this work.
The International Chamber of Com
merce represents one of the most import
ant mediums yet created for thus fostering
international good will. It comprises one
of the most eloquent testimonials to Ameri
can initiative in seeking to improve busi
ness relations among various countries.
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Those of you who are present are more
familiar than I with the International
Chamber’s work and there is no necessity
for me to point out tonight the construc
tive contribution of your program. I do
wish to assert, however, that the Inter
national Chamber now has perhaps the
greatest opportunity since its inception in
1919 to accelerate international coopera
tion through mutual educational efforts,
including the radio program, and a wisely
developed merchant marine. I would con
sider it a most salutary step for an organ
ization such as yours to sponsor the ex
change of business speakers among the
leading nations on the basis of a definitely
outlined one or two-year program. W hat
could be more effective than such a plan
for the enlightened dissemination of eco
nomic understanding ?
Recently I had the pleasure of receiving
a delegation of business men from a for
eign nation. These business men had come
to the United States to study our business
methods and, as they so aptly put it, our
economic problems. They spent two or
three days in the Department of Com
merce, after which I assigned a representa
tive of the Department to accompany them
on the remainder of their itinerary in and
out of Washington. Important as the re
lationships between governments may be,
I believe that such group visits as this one,
carried on by private initiative, would prove
most helpful for the future of internation
al trade. There should, however, be a defi
nite prompting of such group visits, rather
than leaving it to the initiative of a few
far-visioned business leaders. Should this
not offer also an enlarged field of initiative
and opportunity for the International
Chamber in stimulating a wider exchange
of such groups? Especially is this true in
a time when ideals are changing and new
methods of living being widely considered.
One of the privileges of being Secretary
of Commerce is to have the opportunity of
talking and conferring with hundreds of
business men. Among the many matters
on which I am consulted, there are two
types of inquiry which have been put to
me in recent months with great frequency.
First, there are the business men who come
with great earnestness and sincerity, plead
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ing for increased protection barriers from
foreign competition. On the other hand,
there are the business men who, in even
greater numbers, set forth their need for
selling with less restrictions in foreign
markets. In addition to these two groups,
I have been visited by another group of
business men who have the belief that
world trade cannot be quickly restored and
that we must operate nationally, pro-rating
within our own nation employment and
purchasing power. The business men in
this category have assumed that our home
market must support our entire financial
and employment structure for some time
to come. Out of these three attitudes must
come a compromise which will facilitate
the restoration of foreign trade so that
there will be no undue hardships on any
group and general benefits for all. It is,
perhaps, unfortunate, but in some cases no
doubt fortunate, that I have found it nec
essary to discuss these matters with my
visitors one at a time and that I have been
unable in most cases to get together around
a common table the representatives of these
three viewpoints. It is definite that neither
of the first two groups can be dealt with
separately, because our imports and ex
ports are necessarily closely related. It
would seem that, if we grant the protec
tion wanted by one group, we must be pre
pared to give up potential foreign markets
needed by the other group; or, if we adopt
a policy of expanding our foreign trade,
that we cannot maintain a program of
high protection which makes it impossible
for our foreign customers to pay us with
their products, which in foreign trade con
stitutes the only effective purchasing
power between nations.
Speaking by and large, it might be
found that the same program of reason
able adjustments of giving and taking in
customs tariffs will cure both conditions,
as the lean woman and the fat woman, who
wanted to exchange flesh, found that but
termilk solved the problem in each case.
In seeking a solution to this foreign
trade problem, we may rely upon our do
mestic experience for guidance and direc
tion. The depression has taught us that
we cannot get out of our troubles at home
( Continued on p ag e 369)
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tinctly recorded. The Endeavours that
C hapter I
Containing a distinct and full Explica have been used to invent a Method for
tion of the D E S IG N , the M E T H O D of performing this, have produced the Meth
obtaining it, and all the Primary or Fun od, which is here called B O O K -K E E P 
damental N O T IO N S , with the most gen IN G ; and I shall define it, The A rt of
recording the Transactions of a M an’s
eral R U L E S .
I.
As Regularity and Order are the Affairs, in such exact and regular Order,
Product of Reason, they serve to distin that at any Time he may know the true
guish the Rational, from the irrational and just State of any particular Part of his
W orld: Reason is not only the Glory of Affairs, or of the whole, with the greatest
our Nature, but to exercise it with utmost Ease and Dispatch.
Advantage, is certainly the Interest of our
Thus far you have the End of Book
Being; its Functions are not confined to keeping proposed in general; and by the
one Sort of our Actions, they extend to Definition it is visible, how much such a
every Thing transacted among Men, in so Method is desirable, in every Calling and
much, that wherever we find the Effect of Circumstance of L ife ; even the most pri
Counsel, Contrivance and Design, there vate require a regular Accompt, for satis
we acknowledge Reason.
fying the Person concerned, as to the
Man is a Creature designed for Society, Course and State of his A ffairs; and if his
and cannot live without the Mutual Help Business ly more abroad, besides the Ad
of his Fellow s; this is what has introduced vantage to his worldly Interest, it concerns
the Thing, we call Affairs and Business him as a Man and Christian, to be in Con
among M en; for Societies are supported dition at all Times, to satisfie the World
by Commerce, by which I mean, not only of the Honesty and Fairness of his Deal
Merchandize in a strict and proper Sense, ing; which he is able to do only by good
but whereever there is giving and receiv Order and Method, in the Records of his
ing, there is Commerce; we cannot other Affairs.
wise live, but by mutual giving and re
To explain the Principles and Rules of
ceiving, either the Labour and Service of this Method, ’tis necessary we set before
our Body or Mind, or something else we us, some particular Business to which it
are possessed o f ; therefore is Justice a V ir is applied; it will be best to choose that
tue, so necessary to Society, and where wherein is greatest Variety, and which
that fails, Oppression takes P la ce: But being well understood, it will require no
there is another W ay, by which we can more, than a diligent Attention to the gen
wrong others, and even ourselves, without eral Rules and Notions explained, (and
doing any wilful Injustice, and that is, by particularly applied to that one Thing) in
giving our Memory too much Trust, and Order to make the Application to any
neglecting to write down every Transac other Thing.
tion of our Affairs, or setting them down
As it is certain this Method was in
in so disorderly and confused a Manner, vented and improven, for the Sake of
that every Person’s Right is not truly dis Merchants Accompts, so ’tis reasonable to
tinguished, but they are charged too much, make the first Application that W a y : It is
or too little: Now, whatever Mens Affairs here we have the greatest Variety of
are, have they more or less dealing with Occurrences; and the Nature of Things
others, there’s a plain Necessity to have makes a great Necessity, that there be a
the Transactions thereof orderly and dis just and regular Method, where the Dan
*Reproduced through courtesy of Francis ger following confused and disorderly
Accompts, is greatest, as it is unquestion
E. Ross, C.P.A., Ann Arbor, Michigan.
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ably in this Case; for Merchandize is the ing and telling over his Goods, and Cash,
Business of the most general Nature, at every Tim e; and if there are any other
wherein many Subjects are concerned, and Demands relating to the State of a Man’s
so there is the most frequent Change of Affairs, which may arise in the Course of
the Circumstance and State of Things, and Trade, his Books must answer them all,
Interest of Persons; Trade being a perpet But we shall insist at first, only upon the
ual shifting of Things from one Hand to more material Things, and then it will be
another. Let us then proceed to explain easie to extend our Thoughts to whatever
this Method, and apply it to Merchants may occu r; and I shall take in other use
ful Things by Degrees, in the Course of
Accompts.
II.
A Merchant having made an Inven  the following Instructions. And now, if
tary of his Estate and Debts, (unless he we suppose a Man can satisfie himself in
begins to Trade altogether upon Credit) the State of Particulars, ’tis but going
must continue daily to record all his thro’ them all, to know the total State of
Transactions; for this is the first R U L E , his Affairs.
That nothing ought to be left to Memory,
I II . I come next to explain the M E T H O D
or at least, not to continue there for long of obtaining these Ends, which is by keep
Tim e; because beside the Hazard of a ing several Books of Record, the chief of
total Neglect, this Method proposes to do which are called the W A S T E -B O O K ,
Things so exactly, that even a Stranger JO U R N A L and L E G E R : O f which in
might know the State of our Affairs by Order.
our B ook s: But to make these Records so,
W e may consider a Man, either now
as to obtain the foresaid End, is the pres beginning to Trade, or, who being a M er
ent Enquiry. The Value and Justness of chant, would rectifie his Books, and fol
any Method, is best known by its answer low the true Method of Accompts: The
ing the D esign; and the best W ay to ob first Step to be taken in either of these
tain a distinct Notion of the Method, is by Cases, is to make a compleat IN V E N 
having before us a full and clear View T A R Y of a Merchant’s Effects and Debts ;
of that Design: I shall therefore be more after this he must take Care to make a
particular in explaining the same. Thus, fair and ample Record, of all Transactions
M EN , GO OD S and M O N E Y , are the whatever, that occur in his Practice, con
essential Subjects of Merchants Accompts: taining the whole Circumstances of the
It is necessary then, particularly to know, Date, Mens Names, and Designations, the
what is the End of Book-keeping, with Names, Quantities, and Prices of Goods,
Respect to these, which is, 1. W ith Respect Terms of Payment, and every other Con
to every Man with whom the Merchant dition: Let these be recorded according to
deals, to know the State of Debt and the Succession of their Dates, in a plain
Credit, i. e. what he owes me, and I owe familiar Stile, which is no more, than a
him, with all the Circumstances. 2. W ith just Narration of Matter of Fact, and the
Respect to every Kind of Goods, (or Book which contains this, is called the
Merchandize) in which the Merchant W A S T E -B O O K , a Sight of which, with
deals, to know the Quantity and Value proper Examples, will make the Use of
purchased in any Time, and how it is dis it more plain, than many Words. (See
oosed of, (with the Circumstances of the the following practical Set of Books)
several Transactions) by comparing of This Book, as described, is really a Day
which, he may know what remains on or Journal-Book. But this Name belongs
Hand, and the Gain or Loss, on the Part to another Book, as we shall see below.
disposed. 3. For M O N E Y , ’tis required
I f a Man begins to Trade altogether
to know, what’s received and given out upon Credit, i. e. he has no Stock, and
in any Time, that consequently he may therefore takes up Merchandize upon
know the Balance in Hand.
Credit, his Books begin with the first
Now, all these Demands, a Merchant Thing that moves.
must be able to fit in his Comptinghouse,
Now if in this W A S T E -B O O K , we
and answer to himself, or others con have a Record of every Thing done in a
cerned; and not be at measuring, weigh Merchants Affairs, you’ll ask, W hat we

1934

T H E C E R T I F I E D P U B L IC A C C O U N TA N T

337

want more? It is not simply impossible, chant has dealing, and every distinct Kind
to find an Answer to any Demand about of Goods he trades in, have one of these
a Merchant’s Affairs, from the Records Spaces (which contain an equal Portion
of this Book; but there is no other Order of Right and left Hand Pages) assigned
in it, than that Things of the same Date ly to them, with their Names written on the
next other, and to know the State of A f Head of it, in which separate Spaces, are
fairs, the Transactions relating to the same recorded all, and only, the Transactions
Subject, must be seen altogether, which relating to that Subject, which titles the
must either be done by a Search into the Sp ace: Also there must be a Space for
W A S T E -B O O K , and gathering up the the Accompt of Money or Cash. 2. Thus
Transactions relative to every distinct Part far are the Records in better Condition
of our Affairs at every Time, we would than in the W A S T E -B O O K , because of
know the State of any Particular, which these distinct Spaces for every distinct
were utterly insufferable; or a Method Su b ject; but even this is not enough, the
must be had of recording Things, so as we Transactions must ly in these Spaces in
may not have this to do at every Time. the best Order, by distinguishing them so
The Deficiency of the W A S T E -B O O K as all upon one Side be of the same
therefore is, That Transactions relative to Nature, and opposite to what is on the
the same Subject ly scattered in it, accord other Side of the Space or Accompt, and
ing to their Dates; and this Defect points this you have contained in the following
very naturally to the Remedy, and shows Definition of the Uses of the three essen
us in general what must be the Method of tial Accompts, viz. 1. A Man’s Accompt,
recording Things in the principal B O O K
(i e. the Space titled with any Person’s
O F A C C O M P T S, to answer the End of Name) must contain on the left Side what
Book-keeping. The Method in general, is he owes me, or is accomptable for, and on
this, viz. All Transactions that occur the right Side what I owe him, or am
from Time to Time, must be transported accomptable for, with the Circumstances.
from the W A S T E -B O O K into another, 2. An Accompt of Goods, (which is titled
in such Form, that all belonging to the with the general Name of that Kind, as
same Subject be placed or stand together, Tobacco, Wine, etc.) must contain on the
under the proper Name of that Subject, left Side, a Record of the Quantity, Price,
that so we may see all the particulars dis etc. of that Kind purchased from Time to
tinctly at one V ie w : This principal B O O K Time, with the Charges of Merchandize
O F A C C O M P T S, is called the L E G E R , thereupon; and on the right Side, how
in which general Description of it, we see they are disposed of. 3. The Accompt of
a Perfection directly opposite to the Defi Cash, must show on the left Side, what
ciency of the W A S T E -B O O K . The next Money is received, and on the right Side
Thing in Order must be to give a more what’s given out. Now ’tis plain, that
particular Description of this L E G E R - these Accompts thus used, contain such a
BO O K .
Record as was wanting, for by comparing
IV .
W ith Respect to the L E G E R , there the two Sides, we may have a very ready
are two chief Things to be learned. 1. The Answer to any Inquiry about the State of
Method of ruling it with the general Use these particular Subjects, in which the End
of the Columns and Sp aces; but this you’ll of Book-keeping is obtained. There seems
learn better from the following Books. only one Thing wanting to compleat the
2. The main Thing is the particular Meth Design, viz. how we shall find where any
od of entring every Transaction into this Accompt stands in the L E G E R , and this
Book, and herein the best Part of Book is done by an A L P H A B E T or IN D E X keeping consists, which take in the follow B O O K , into which are entred the Names
ing Articles. 1. The L E G E R being ruled of every Title of Accompt, with the Folio
and numbered in Folios, and the Pages of the L E G E R where they stand; I need
divided into a certain Number of Spaces, insist no more upon so common a Thing;
(as many as we please and think conven you have an Example in the following
ient) every Person with whom a M er Books, and you may contrive them after
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what Form you please: By Means of this
Book, we can find out any Accompt, and
with great Ease and Dispatch satisfie any
Enquiry, which is to obtain the End of
Book-keeping. But the proper Stile of
this Book, remains to be considered, which
we have, and the whole Method probably,
from the Italians, and it is by Debtor and
Creditor; whence it is frequently denomi
noted Italian Book-keeping, and the
Method of Debtor and Creditor. Thus,
V. Every Accompt is marked Debtor
on the left Side, and Creditor on the
Right, therefore every Thing recorded on
the Debtor side must be in this Stile, A.
B. (fo r a Mans Name) or Tobacco, etc.
(fo r an Accompt of Goods) Debtor to
----------------- which must be followed by
some other Title, or Name of Person, or
Thing, which is called the Creditor, for a
Debtor Supposes a Creditor, and con
trarily; and the same Transaction must be
recorded on the Creditors side of that
other Accompt, as relating also thereto,
and the Stile must be A. B. Creditor by
-----------------some other Accompt, which is
the Debtor, and after the Creditor or
Debtor are mentioned, follows the Narra
tion of the Debt or Credit, with the
Grounds thereof. Hence we see, that every
Transaction must be at least twice record
ed in the L E G E R , viz. Upon the Debtors
Accompt, and also upon the Creditors, for
these suppose and refer to one the other;
but especially for this Reason, because the
Transactions relating to every Subject
must, by the preceeding general Rules, be
recorded on their particular and distinct
Accompts; and therefore, when any Trans
action relates to several Subjects, it must
be recorded on each of their Accompts,
for their respective Concerns. But this
Notion of Debtor and Creditor needs to
be further explained.
V I. The general Account already given
of the Method of the L E G E R -B O O K is,
I think, very plain, and answers the De
sign of Book-Keeping manifestly; and for
the Stile, I hope to make appear that it is
neither difficult nor unreasonable, but has
a great deal of Order and Beauty. I
shall therefore endeavour to explain it, so
as we may form a just and clear Notion
thereof, which will introduce some more
particular Instructions about the L E G E R -
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R E C O R D S ; for the distinct thorough
conceiving the first fundamental Notions,
can only enable a Man to apply the
Method, to every Case of Merchandize, or
to any other Business, and at Discretion,
make various Applications of a general
Rule, in any particular Affair, and the
Design still answered.
As to the Phrase of Debtor and Credi
tor, which runs thro’ this whole Method,
if we speak very strictly, it is nothing but
a Matter of meer S tile, but yet it has
Advantages, and founded also in Reason,
as we shall see. The Words Debtor and
Creditor, are familiar to our Language,
and every body knows what they signify,
when aplied to M en : It remains only to be
explained, what they mean, when applied
to other T h in gs; as Goods and Cash. I f
we look back upon the general Rule, for
the Use of an Accompt of Goods and
Cash, in IV . and consider, That if Things
were written on the Sides of the Accompt
only, in a plain narrative Stile, the Design
would be obtained as to that particular
Accom pt; and since the applying the
Terms Debtor and Creditor, never alters
the State o f the Records, in any essential
Point, (but rather improves the Distinct
ness thereof, as we shall see.) There can
therefore, be nothing false in i t ; and if we
consider it only as a Stile, it has the Ad
vantage of making the whole L E G E R uni
form : Y et I should not think this suffi
cient, if there were not some other Reason,
to justify the applying these Term s to
other Things, that seem proper only to
Men, and even make it necessary; for
avoiding a greater Absurdity. Now we
shall find out this Reason, by considering,
Imp, That the Stile is right apply’d to a
M an’s Accompt. 2do, That a Debtor and
Creditor are related T erm s; the one always
supposing the other, so that there cannot,
without a Contradiction to the common
Sense of these Words, be a Debtor or
Creditor, but there must be a correspond
ing Creditor and Debtor. 3tio. It is a
fundamental Rule That the Merchant’s
Name, Titles no Space in his own L E 
G E R , because all the Debts and Credits
that are found in it, upon any Man’s A c
compt, are understood to be owing to, and
by the Owner, and thereby his Debts and
Credits, are clearly shown upon these P er
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sons Accompts, with whom his Dealings
are; and if we suppose such an Accompt
in his L E G E R , it would necessarly be as
large as all the rest of the personal Ac
compts in the Book, since it must contain
on the Creditor side all the Articles that
are on the Debtor side of every Man’s
Accompt, and contrarily, on the Debtor
side, to no manner of Purpose; unless you
say, it were necessary, that we might
never want a corresponding Debtor and
Creditor, with respect to personal A c
compts, to which the Phrase Debtor and
Creditor, is confessedly right applied: But
let us consider, That when a Person be
comes my Debtor or Creditor, I suppose
there is some real Ground and Foundation
of the Debt and Credit; and since every
distinct Subject must have a Space in the
L E G E R , and the Transaction recorded on
that Accompt as it relates thereto, we shall
find nothing more proper, than to apply
the Stile of Debtor and Creditor, to every
Accompt in the L E G E R , as it is, or may
be, the real Ground of any personal Debt
or Credit; and thus, not only is the End
obtained by keeping such an Accompt, but
as it is denominate Debtor and Creditor,
it personates the Merchant or Owner, as
he is upon Accompt thereof, become either
a Debtor or Creditor, and hereby the Ab
surdity is shunned, of making a Debtor
without a Creditor, or Creditor without a
Debtor. And in other Cases, where there
is no real Debt, as when one thing is given
for another, yet the Phrase is reasonably
used for maintaining the Uniformity of
the Stile. I shall explain all this by some
Examples, 1. Suppose, I buy a Quantity
of W ine from A .B. payable in three
Months, I must give Wines an Accompt
in the L E G E R , and on the left Side record
(by the preceeding general Rules) such a
Quantity bought; I must also give A .B.
an Accompt on the right Side of which I
record so much I owe him for Wine, he is
Creditor by m e; but since the Transactions
must also be recorded on the Accompt
W ines, which is the Ground of his Credit,
or my Debt, therefore, the Accompt Wines
is charged or made Debtor to A .B. and he
Creditor by Accompt W ines. Example 2.
if I sell of the Wines payable on Time,
the Buyer must have an Accompt, on the
left Side of which I make him Debtor to
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me for so much W in e; but the Trans
action must be recorded also upon the
right Side of the Accompt Wine, to shew
what is disposed: The Buyer is Debtor to
me for these Wines, therefore I make him
Debtor to W ines, and W ines Creditor by
him, and the W ine Accompt is hereby dis
charged of so much. But lastly, for a 3d
Example, Suppose, I had bought and sold
W ines for Money presently paid, (or any
other Thing in Barter) the Cash (or other
Things bartered) has an Accompt in the
L E G E R , and upon it must be recorded,
what is received or delivered, as well as
upon the Accompt W in es; and if the Stile
Debtor and Creditor, be applied with any
Reason in one Case, it must be so in all,
for the sake of Regularity; and so I
charge or make the Thing recorded,
Debtor to the Thing delivered, which in
its Accompt is discharged, (as having
rendred up so much of the Trust it was
Debtor for) or make Creditor by the
other; for the Thing received is answerable and forthcoming to me, for the Value
of the Thing given, as much, as any P er
son to whom I might have sold it, who,
by Example 2d, would have been made
Debtor to that Accompt of Goods given
out, and it Creditor by him: Therefore
the Stile may and ought to be the sam e;
for there can be no false Consequence,
since the fundamental Rule remains invio
late. So the Terms Debtor and Creditor
in this A rt are not confined to Persons,
but applied to every real Thing, that is the
Ground of a Debt or Credit, as in Example
1 st and 2 d, and even when there is no
formal Debt contracted, the Phrase is
used for Methods sake, when one Thing
comes in Place of another, as in Example
3d ; so that we have hereby not only Uni
formity thro' the whole Book, but there is
a pointed clear Reference of one Accompt
to another, which are concerned in the
same Transaction. It is very remarkable,
too, that there is a continued Connection
and Dependence of the Accompts in every
Article, one upon another, so that all
things here run into a Ballance; for if
there is no Accompt made Debtor, but
some other is at the same time made
Creditor, for the same Sum, it is plaing
the Total of the Debts thro’ the whole
Book, will at all times stand equal to the
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Total of the Credits, which keeps up a
perpetual Ballance, and affords one good
W ay for assuring the Truth and Justness
of the Records. But more of this in
another Place. To Charge or Discharge
an Accompt, you see is the same thing as
to make it Debtor or Creditor, but under
stand, that tho’ every Accompt which you
make Debtor, is very properly said to be
charged whether that Accompt had any
preceeding Credit or not, yet to discharge
an Accompt is not said, when it is made
Creditor, unless there were a former Debt
which this Credit does Ballance, in whole,
or part; for an Accompt can then only
pretend to a Discharge, when the Charge
or Trust on the Debtor-side, is rendred
and passes into another Accompt, so that
it no longer belongs to this one, and then,
the one Accompt, comes in place of the
other.
In Consequence therefore of this
Method of Debtor and Creditor, to which
every thing is reduced, it becomes a funda
mental Rule, That there must be no dash
ing out of Accompts, but every thing
given and received betwixt the Merchant,
and the Person he Deals with, fairly stated
to that Person’s Accompt, as Debt or
Credit, without regard to what preceeded,
and the Ballance or Difference, of the two
Sides of his Accompt, will shew who is
really in Debt; therefore I discharge any
Man, who was formerly Debtor in my
Books, for his Payment to me, by giving
him Credit for the Value received: And
I discharge my self of what Debts I pay,
by making the Receiver, who stood
formerly Creditor, Debtor for what I give;
and this is one seeming Difficulty removed,
viz. W hy I give a Man Credit who does
but pay his own Debt, or make him Debtor
to whom I pay my Debt. But you’ll find
also in a L E G E R -B O O K , one Person
expressed Debtor to another; How can this
be, say you, since the Merchant or Owner,
ought to be one Party in all Debts and
Credits, that stand in his Book? This
Difficulty is soon removed, by considering,
That it occurs only in such Cases, where
some Person owes me, and I owe to
another the very same Debt, i. e. the one’s
Debt is the Ground of the other’s Credit.
F o r Example, A. B . owes me 100 l . he
stands Debtor in my Book for it, and when
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the Time of Payment comes, he gives me
an accepted Assignation of C. D. ’tis cer
tain therefore I must discharge A. B. and
give him Credit to Ballance, and take away
his former Debt, and I must bring in C.
D. Debtor in his place. Again, Suppose,
a Friend or Correspondent of mine, to
whom perhaps I owe nothing, draws a
Bill on me payable on Time to another
Person ; by accepting the Bill, I take upon
me a Debt to that other Person, which
Debt my Friend is also due to me, where
fore I make my Friend Debtor, and to
the other Person I give Credit in my
B ook s: The expressing the one Person
Debtor to the other, is only the Stile of
the Book, and does no way state a formal
Debt betwixt these Persons, but the one
is properly my Debtor, and the other my
Creditor, and understood to be s o ; and as
they are thus connected in the Stile, it
imports that the one’s Debt is the Ground
of the others Credit with me, for each of
them will state it differently in their own
Books, as it relates to themselves.
It is therefore another Rule, That the
Merchant ought not to mind what Debt
any Transaction, tho’ he have a Concern
in it, makes betwixt any two Persons, but
what any Person owes, and is accountable
to him for, or he to him. Upon the
Whole, that has been explained, we may
make these practical Observations, as to
the three essential Accompts, 1mo, As to a
Man’s Accompt, if you find it Debtor to
another Man’s Accompt, you are to under
stand it as due to me, but that I owe or
am accountable for the same, to that other;
and oppositely, when you find one Man’s
Accompt Creditor by another. I f you find
a Man’s Accompt Debtor to, or Creditor
by an Accompt of Goods or Cash under
stand that this is a Debt due to, or by me,
the Ground whereof is such Goods or
Cash given, or received betwixt me and
that Person, or some other in whose place
he came. 2do, As to an Accompt of Goods
or Cash if you find it Debtor or Creditor
by any Person, you understand it is or was
due to, or by that Person, as being re
ceived from or given to him, or some other
in whose place he came; and if you find
one Accompt of Goods or Cash Debtor to,
or Creditor by another Accompt of Goods
or Cash, it imports that the Quantity on
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the Debtor’s Accompt, was received for is done in a plain Narration of Matters of
Fact in the W A S T E -B O O K , as already
that on the Creditors Accompt.
V I II . The Account I have hitherto described.
given of this Method of Book-keeping, its
But 2. The Design of B O O K -K E E P IN G
End, and the Means of obtaining the same being some Thing above the Use of the
by the L E G E R , is general, designed, and W A S T E -B O O K , viz. That a Merchant
I hope, sufficient to explain the funda may at any Time know the State and Pos
mental Notions and Principles of the ture of any Particular of his Affairs, or
sam e; and since much depends upon the of the whole, with the least Trouble and
right of apprehending of the first Princi Confusion, which cannot be done by the
ples of any Art, I shall sum up what has W A S T E -B O O K , because the Transac
been already said, in few W ords, viz.
tions are scattered in it, according to their
1.
To form the most universal Notion Dates; This Defect is supplied and the
we can, of Book-keeping, let us consider Design obtained, by the L E G E R , which
a Merchant commencing a Trade, and contains all the Transactions of the
having in Hand a certain S to ck ; this we W A S T E -B O O K , but in such Form, that
may conceive under the Notion of a Body all relating to the same Subject, ly
collective, divided or distinguished into together, which is performed, by giving
several Members of different Species, but every Person and Thing a distinct Space
of such a Nature as to be capable of a in the L E G E R , with their Names marked
continual Accession, Diminution, or alter on the Head of the Space, Debtor on the
nately, and yet still retain the same Name Left, and Creditor on the right Side, into
of his Estate or Stock. All the Altera which Spaces are brought, all the particu
tions this Body can sustain, are but E n  lar Transactions that relate to that Sub
crease, Decrease, or the change of one ject, in the Form of Debt and Credit, as
Thing for another of equivalent Value; these Terms have been explained. Accord
the Encrease and Decrease relates to the ingly, 3.
Every Transaction of the
Quantity, or Bulk of this Body (viz. a W A S T E -B O O K must be resolved into its
Man’s Stock) in its Value in Money, and proper Debtors and Creditors, by Help of
not its Bulk as to the W eights and what is already said, (and some more
Measures; therefore, the Encrease ariseth particular Instructions following) i. e. the
from this, That W e receive Money or Transaction must be recorded in the
Goods of a greater Value for a Lesser L E G E R -B O O K , on the proper Side of
given out and Decrease, when we give these Accompts which are the Subjects
more than we receive; and when we re thereof, in the Stile of Debtor and Credi
ceive equal Value, the Body remains the tor; and therefore every Transaction must
same in its W orth, tho’ it may be changed be at least twice written in the L E G E R ,
as its constituent Part.
once upon the Debtors Accompt, and
Now, Words or W riting, are the Picture again upon the Creditor’s Accompt, where
or Representation of a Thing and in the by there is kept up a continual Balance,
present Case, I conceive the Merchants and every Accompt in each Article there
Books of Accompts, as a Representation, of, hangs upon some other Accompt;
or Image of his Estate, which being a which makes a very remarkable and use
Thing subject to Alterations, according to ful Dependence and Concatenation of the
the various Additions, Subtractions and Accompts. But, 4. Because not every
other Changes, the Course of his Negotia Man, or Thing, named in a Transaction,
tions brings it to, to have always the true is properly the Subject of it; therefore by
Picture, it must suffer the same Changes the proper Subject of any Transaction, I
with the Original, i. e. since every Trans mean, these Men or Goods mentioned in
action by the Merchant, or his Doers, it, whose Accompt, i. e. the State of whose
makes some Alteration, if not in the Affairs with the Merchant or Owner of
Value, at least in the posture of his the Books, has suffered any Change or
A ffairs: Therefore, a faithful Record Alteration by what’s done; and this the
ought to be made of every Thing that any Narration of the W A S T E -B O O K will
way concerns a Man’s Business, and this easily discover. And then, 5. To know

whether these Persons and Things are
Debtors or Creditors, let it be remembered
what has been said of the Use of their
Accompts in I V ; or take it in shart thus,
viz.
E V E R Y M A N ’S A C C O M P T is
D E B T O R for (or shows on the Debtor
Side) what he owes m e; and Creditor
for what I owe him.
E V E R Y AC
C O M P T O F GO O D S is D E B T O R for
the first Cost and Charges of every Quan
tity purchased and received of that Kind,
and Creditor for what’s disposed of. T H E
A C C O M PT O F C A SH is D E B T O R for
all the Money received, and Creditor for
what I gave out. (See the last part of
V I .) But, Lastly, There are also IM A G I
N A R Y A C C O M P T S, useful in this
Method which beside the keeping that
admirable Balance in the Books, serve to
shew the various Situation of A ffairs; so

Q u e s tio n s
O

w n e d b y
by N. H.

R e la t in g

that as one Accompt clears or comes in
Place of another, it is recorded in the
L E G E R -B O O K , by Debtor and Creditor,
and this B O O K being looked into at any
Time, shows, not only the State of any
particular Part, but of the whole B O D Y
or ST O C K , whether it has encreased or
diminished and what are its constituent
Parts, by the Balance of the A C C O M P T S
compared in their Debt and Credit,
whether they are personal, or real, or
imaginary Accompts; for even in these
there will be a Balance of imaginary
Debts and Credit, which as truly belong to
the State of a Man’s Affairs, as the more
absolute, tho’ they depend upon certain
Events to make them effectual; for until
these Events happen, they must be con
sidered as Articles that may possibly be
effectual, either for, or against the Owner.

to

L ife

C o rp o r a tio n s a n d

Seefu rth ,

I n s u ra n c e

P a r tn e r s h ip s

President of The Seefurth Service, Inc., Chicago

H E increasing importance of “busi
ness life insurance,” that is, insurance
taken out by corporations and partner
ships on the lives of corporate officers and
partners has given rise to problems of in
terest to the accountant as well as the
lawyer. In this article I will attempt to
bring out the points of primary signifi
cance as developed from a rather extended
experience in this field of business life
insurance.
The fundamental purpose of business
life insurance is to reimburse the business
to some extent for the loss of the services
and skill of the insured by reason of his
death. The money collected may be used
for a variety of business purposes. It may
simply go to swell the existing surplus or
it may be taken out with a specific use in
mind such as the paying off of bank loans,
mortgage indebtedness, retirement of pre
ferred stock or the purchase of common
stock owned by the insured or members of
his family.
One of the results o f the depression has

T
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been to open up to business men the ad
vantage of investing a part of the business
surplus in contracts with high cash values.
Safety, stability, satisfactory compound
interest return and liquidity combine to
make the contracts offered by insurance
companies a very attractive investment.
It has come to be recognized that insur
ance companies are something more than
institutions that merely take premiums and
pay out money at the death of an individ
ual. They are investment institutions that
issue a wide variety of contracts with
practically any insurance or investment
feature or combination of these two fac
tors that is desired.
R ig h t

of

C o rp o ra tio n

or

P a rtn e rs h ip

to H a v e P o lic ie s Issu ed

The weight of authority is that a cor
poration may legally take out insurance
on the life of an officer or employe. One
authority states that, “A corporation has
an insurable interest in the life of its pres
ident, general manager, principal stock
holder, or other person or officer where by
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reason of his ability, knowledge, skill and
experience the success of the business of
the corporation is largely dependent on
his efforts, and the policy is taken out in
good faith for the purpose of protecting
the corporation against loss in the event
of his death.” On this point see 37 Corpus
Juris, page 396 and cases there cited.
The prevailing rule also is that the in
surable interest of a corporation continues
even though the connection of the officer
or employe with the corporation is later
severed. The corporation may continue to
pay the premiums and is entitled to the
insurance proceeds upon the death of the
insured. On this point see Wellhouse v.
United Paper Company, 29 Fed. (2nd)

886

.

A partnership may insure the lives of
the partners since it has been held almost
universally that one partner has an insur
able interest in the lives of his co-partners.
All of the courts that have passed upon
this point have so held except in North
Carolina. The Minnesota Supreme Court
has said: “Each member of a co-partner
ship certainly has an interest in the con
tinuance of the lives of his co-partners,
growing out of the partnership relation.
The necessities of the business incur more
or less liability which might be serious fi
nancially if one were removed by death.”
See Rahders v. Peoples Bank, 113 Minn.
496.
A c q u ir in g
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P o l ic ie s

A lready

in

E x is t e n c e

Since a corporation or partnership may
take out a policy in the first instance it
follows that it may acquire policies already
in existence. Naturally in so acquiring old
policies it will pay the value of the policy
at the date of acquisition. The policy will
generally be assigned to the corporation or
partnership. It becomes an asset of the
business upon acquisition and is set up on
the books as such at its then cash surren
der value.
But where the corporation or partner
ship acquires existing policies in such
manner there is an income tax liability that
is not incurred in connection with new in
surance. Section 22 (b ) (1 ) of the Rev
enue Act of 1928 provides that insurance
proceeds paid by reason of the death of
the insured shall not be included in gross

income. But Section 22 (b ) (2 ) modifies
this by providing that, “In the case o f a
transfer for a valuable consideration, by
assignment or otherwise, of a life insur
ance, endowment, or annuity contract, or
any interest therein, only the actual value
of such consideration and the amount of
the premiums and other sums subsequently
paid by the transferee shall be exempt
from taxation under paragraph ( 1 ) or
this paragraph.”
It will be seen, therefore, that, if a cor
poration takes out a policy for $ 1 0 0 ,0 0 0
on the life of an officer and pays all the
premiums from the beginning, no income
tax will be paid on the insurance proceeds
when collected at the death of the insured.
But, if the corporation should take over a
policy for $ 1 0 0 ,0 0 0 from the insured and
pay him the then cash value o f $ 1 0 ,0 0 0 ,
and then pay premiums of $15,000 until
the death of the insured, the sum of $75,0 0 0 would be included in the gross income
of the corporation for the year when the
insurance proceeds were collected.
O ther

I ncome T ax

A n g les

Section 22 (b ) (2 ) also provides for
the situation where the corporation or
partnership surrenders the insurance dur
ing the lifetime of the insured or col
lects the proceeds as in the case of endow
ment policies. In such case it must in
clude in taxable income the difference be
tween what it has received under the pol
icy and the amount of premiums or con
sideration paid. In figuring the amount
received there is included the amount of
cash surrender value or matured value and
all dividends received.
W here the corporation or partnership
receives less than was paid, as generally
occurs in the case of ordinary life policies,
and, of course, in the case of term insur
ance, there can be no deduction for the
loss sustained. It is held that the differ
ence is not deductible loss but the cost of
protection for which the taxpayer has re
ceived a corresponding benefit. On this
point see Standard Brewing Company v.
Commissioner, 6 B.T .A . 980.
Insurance premiums paid by a corpora
tion or partnership are expressly made
non-deductible by Section 24 (a ) (4 ) of
the Revenue Act of 1928 where the tax
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payer is directly or indirectly a beneficiary
of the policy. In view of the fact that the
primary purpose of business life insurance
is to protect a valuable asset of the busi
ness it would seem that at least the cost
of protection (the difference between the
premium paid and the increase in cash
value on account of the premium pay
ment) should be allowed as a deduction.
This amount is paid to protect the cor
poration against the loss of a valuable as
set as was recognized in another way by
the U. S. Circuit Court of Appeals in the
case of Newell v. Clark mentioned below.
In the main State income tax laws,
where these are in force, follow the fed
eral law.
E state a n d

I n h e r it a n c e

T axes

Corporations and partnerships are not
concerned with the federal estate tax and
State inheritance taxes on insurance pro
ceeds collected at the death of the insured.
In the first place practically all State in
heritance tax laws are construed not to
apply to life insurance proceeds payable
to beneficiaries other than the estate of the
insured. In the second place, even though
insurance payable to named beneficiaries
is subject to tax, as is the case under the
federal estate tax law where the proceeds
exceed $40,000, the law affects and is con
strued to apply only to insurance taken
out by the insured on his own life and in
which he has the legal incidents of owner
ship at his death. W here the corporation
or partnership is the owner of the policy
and pays the premiums, it has the legal
incidents of ownership and the taxable es
tate of the insured is not affected. On this
point see Article 27, Regulations 70, ap
plicable to the estate tax.
There is an indirect estate and inherit
ance tax effect, however, where the in
sured was a stockholder in the corpora
tion, and, of course, where he was a mem
ber of a partnership. Naturally his es
tate is subject to tax on the basis of its
value as of the date of his death and this
includes his interest in the business. The
value of his interest depends in part upon
the assets of the corporation or partner
ship and one of these is the proceeds of
the policy of insurance collected. It was
formerly held that in all cases the entire
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proceeds should be included in the assets
of the business for the purpose of fixing
the value of the interest of the insured,
but recently the case of Newell v. Clark,
6 6 Fed. (2nd) 102, modified this where
the insured was a “key man,” that is, a
man whose services were of recognized
value to the business.
In the foregoing case the court held that
only the cash value of the insurance as of
the date of the death of the insured need
be included in the assets of the corpora
tion in determining the value of his stock.
The difference between the face value of
the policy and the cash value as of the
date of death was considered to be the
value of the services of the deceased and
the money simply served to replace an as
set that was already present in the form of
the services and continued life of the in
sured. So the corporation in the Newell
case actually collected $300,000 but only
$50,000, the cash value at the insured’s
death, was added to the assets to deter
mine the value of the stock of the de
ceased for estate tax. purposes.
Upon a little reflection it will be seen
that this was a most constructive and for
ward-looking step. The Newell case is ju 
dicial recognition of the fact that the “key
man” of a business is an asset of value.
There is only one way of measuring this
value and capitalizing upon it as an asset
and that is through business life insurance
which will immediately take the place of
the insured as a liquid asset when the in
sured is removed by death.
I n

C o n c l u s io n

It is necessary for us to keep in mind
that business life insurance is an asset of
the business and with the exception of
term insurance, which has no cash value,
is an asset with a dollars and cents value
on the balance sheet of the corporation or
partnership during the lifetime of the in
sured after the first or, in some cases, the
second year. When a premium is paid
part goes to protection in the same manner
as fire and casualty insurance premiums,
and part goes to build up a cash reserve
in the policy which may be had by surren
der of the contract or by loan. This value
is available for any business purpose and,
{C ontinued on p ag e 355)
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Attorney at Law, New York City

H E accounting and legal professions
are in many respects closely akin.
Today, perhaps more than ever before, the
accountant requires legal training and the
lawyer without accounting knowledge is
under a decided handicap.
My first knowledge of the existence of
the accounting profession was acquired as
a youngster, some forty years ago. The
principal of our public school, a dour and
hardbitten individual, whom none of us
liked, quit his position and accepted
appointment as municipal comptroller.
Several years later came the startling news
that he had decamped with some fifty
thousand dollars of the City’s money. W e
all hoped for the worst but, unfortunately,
unlike modern financiers, he selected as his
future permanent residence a foreign
country from whence there was no extra
dition. W hile the excitement was at its
height, the newspapers reported that the
City had engaged the services of a certain
accounting firm in New York in the
matter. Ju st what that involved we did
not know until an older boy with superior
wisdom stated: “Oh, they are the people
called in when a man steals something, to
find out how much he stole!”
I presume, however, that if today some
bright young student were asked to define
an accountant, he would reply: “He is
the person held responsible in case of
liability under the Federal Securities Act.”
The scope of my address today is limited
to consideration of the development to its
present status of the legal relationship of
the accountant to the investor.
It may be said that that legal relation
ship up to the present time has passed
through three stages: first, as generally
conceived prior to the Ultramares case;
second, as defined in the Ultramares case

T

Address at the New York State Society of
Certified Public Accountants Thirty-Seventh
Annual Meeting—May 14, 1934, at the Hotel
Waldorf-Astoria.

and third, as extended under the Securi
ties Act of 1933.
Prior to the Ultramares decision the
accountant conceived that he had little to
fear in his legal relationship to an investor.
His liability was apparently limited by his
contract with his employer client. Inves
tors who purchased stock in the client
corporation, or creditors who became such
relying on the certification of the account
ant, were strangers to him. There was no
privity of contract between them ; hence
apparently no duty; therefore no liability,
regardless of the negligence of the ac
countant in making his examination and
certification. Possible liability on the
ground that the accountant had made his
report with intent to deceive the investor
seemed far-fetched and remote.
Nor was the accountant in any great
danger so far as his employer was con
cerned. True, there was privity between
them, hence possible liability for the
accountant’s negligence. But even that
was subject to all manner of limitations
and defenses. For example, the account
ant was dealing with a client who was
almost as well informed and sometimes
better informed than himself concerning
the true financial picture and hence could
not prove that he had been misled; again
the accountant’s certification was in any
event largely a matter of opinion, with the
resultant latitude that accompanies any
opinion. Moreover, the accountant might
avail himself of the defense that he had
been misled through negligence or con
cealment of the client or the latter’s em
ployees ; also that the scope of the employ
ment did not contemplate liability for the
matters complained of by the client, and so
on world without end. The very fact that
responsible and experienced insurance
companies gladly issued policies of insur
ance in huge amounts at comparatively low
premiums against the risk of such liability
is itself evidence that such possible liabil
ity was not causing deep concern.
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Then, in the year 1931, came the U ltramares decision in New York, (255 N. Y .
170). It should be noted in passing that
Justice Cardozo (now Justice of the
United States Supreme C ourt), who wrote
the opinion as then Chief Justice of the
Court of Appeals of New York, is univer
sally recognized as one of the ablest judges
on the bench today. From a legally aca
demic viewpoint, he might be deemed sub
ject to criticism in that he attributes great
er importance to human rights than he
does to legal precedent. Y et despite, or
perhaps more exactly because of the fact
that he permits enlightened justice to out
weigh, or extend the scope of, established
precedent, his opinions have a tendency to
become the bed-rock of modern law on the
particular subject considered.
There has been much discontent on the
part of accountants with the Ultramares
decision, partly due perhaps to failure to
accurately appraise that decision or the
facts on which it rests.
F o r example, it has been said that the
Ultramares case would apparently have
been finally decided in favor of the ac
countants by the Court of Appeals of New
York if the accountants concerned had not
stated as a fact that the balance sheet
which they certified was in accord with the
books of the company; that doubtless they
thought this was a fact, and that doubtless
it was a fact in the sense in which they
meant the language to be interpreted,
namely, that the balance sheet was in ac
cord with the general books and that ob
viously the question of whether a balance
sheet agrees with the books must always
be in reality a matter of opinion, if for
no other reason than because no account
ant can be sure that he has seen all the
books that exist.
In the first place, if it was intended
merely as an expression of opinion and not
as an unqualified statement of fact, it
would have been a simple matter to have
so stated. Is it not a fact, that a besetting
sin of all of us is the careless use of
language which fails to express our real
meaning? That sin is not confined to
accountants or lawyers but is common
with business and professional men of all
classes and extends as well to judges and
to legislative bodies. Probably half of our
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litigation could be avoided if human be
ings attained to the art of accurately set
ting forth their actual intentions.
Moreover, the conclusion is not justified
that the result in the Ultramares case
would have been different had there been
no such unqualified statement of fact that
the balance sheet was in accord with the
accounts. F o r in addition to that state
ment there was the usual statement of ac
countants that the accounts had been ex
amined, which was followed by the certifi
cation that in the opinion of the account
ants the balance sheet presented a true and
correct view of the financial condition of
the Company.
Under the particular circumstances of
that case, and with regard to the question
of a possible inference of constructive
fraud, the Court held:
(a ) Even an opinion, especially an
opinion by an expert, may be found to be
fraudulent if the grounds supporting it are
so flimsy as to lead to the conclusion that
there was no genuine belief back of it.
(b ) W here accountants certify matters
as fact true to their own knowledge, and
their statement is false, they are not to be
exonerated because they believed them to
be true.
(c ) Although negligence of an account
ant in certifying agreement between the
balance sheets and the accounts is not per
se and as a matter of law equivalent to
fraud, nevertheless such negligence, at least
if gross, constitutes evidence from which
a jury m ay draw an inference of fraud.
(d ) I f it be found that the accountant
made a statement as true to his own knowl
edge when in fact he had no such knowl
edge, then the accountant may also be
found to have had no basis for a sincere
or genuine opinion that such was the fact
for fraud includes pretense of knowledge
when knowledge there is none.
(e ) W here the circumstances are such
as to constitute notice to the accountant
that his employer does not intend to keep
the report and certification of the account
ant to himself, the duty of the accountant
to make his certificate without fraud ex
tends to the creditors and investors to
whom the employer exhibits the certificate.
In connection with the foregoing, it
should be borne in mind that in order to
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recover in an action for fraud, proof is
required not merely of the making of a
representation knowingly false with the in
tention that it be relied on, but also that
it was in fact so relied on to the plaintiff’s
damage.
There was also involved in the U ltra
mares case the question whether mere neg
ligence of an accountant, though insuf
ficient to ju stify an inference of fraud,
might yet be the basis of liability to third
parties injured thereby, who did not stand
in privity to the accountant but to whom
it was reasonably to be expected they
would be communicated. Or, as stated by
the Court, whether “words, written or
oral, if negligently published with the ex
pectation that the reader or listener will
transmit them to another, will lay a basis
for liability though privity be lacking.”
The Court held that that doctrine was not
the law and added that “a change so revo
lutionary, if expedient, must be brought by
legislation.”
Perhaps the foregoing enunciation of
principles and particularly the last quoted
statement, pointed the way to the Securi
ties Act. However that may be, the fact
remains that under the Securities Act neg
ligence, though insufficient to justify an
inference of fraud, may yet result in lia
bility of the accountant to any purchaser
of the security issued pursuant to the reg
istration statement, which included the cer
tification of that accountant.
Moreover, Congress has gone far beyond
the Ultramares decision in that under the
Securities Act
(a ) the investor need not have had any
knowledge of the registration statement or
the fact that it included the accountant’s
certification;
(b ) he need not prove reliance thereon;
(c ) he can recover his loss up to the
full amount at which the security was of
fered to the public;
(d ) he need not prove any relation be
tween the accountant’s negligence and his
loss;
(e ) the burden o f proving that the in
vestor knew the true situation at the time
of his investment is placed on the account
ant;
( f ) the investor has two years after dis
covery or opportunity for discovery of the
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untrue statement or omission in which to
bring his action and ten years after the
security was offered to the public within
which to make such discovery and insti
tute action;
(g )
in determining what constitutes
reasonable investigation and reasonable
ground for belief, the standard of reason
ableness is that required of a person oc
cupying a fiduciary relationship.
T o a certain extent the accountant is
himself responsible for his present predica
ment. Starting out originally as a public
bookkeeper and then as a public auditor
of other persons’ bookkeeping, his field of
activity has gradually extended until today
he performs not only those functions but
also those of business adviser, financial
adviser, potent factor in the sale and dis
tribution of securities, appraiser, quasi
lawyer (at least in income tax matters)
and (whether correctly or not) has grad
ually created the impression that he is an
indispensable adjunct to all business and
financial transactions. The one function,
however, which he has neither sought nor
desired, but which the Government now
apparently seeks to force upon him, unless
he is wise enough to properly qualify his
certification, is that of quasi insurer to
the investing public of securities issued
under registration statements. The legal
profession gracefully concedes to the ac
counting profession this post of responsi
bility.
Unfortunately for the accountant, the
public, the courts, and Congress, fail to
make the nice discriminations between an
expression of opinion by the accountant
and a certification of fact. The impression
persists that when the accountant certifies
he is certifying to facts instead of merely
expressing an opinion based on application
of accepted accounting practices to a col
lection of data which may or may not con
stitute facts.
That application by the accountant of
accepted accounting practices to the facts
disclosed by his investigation, whether re
sulting in a certification of fact or merely
in an expression of opinion is unlikely soon
to attain the status of an exact science,
was vividly demonstrated a few days ago
in the announcement of suit about to be
instituted against the directors of a mov
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ing picture corporation based on their al
leged impairment of the capital of the cor
poration through purchase by the corpora
tion of its own stock. As a result of ap
plication of accepted accounting practices
by at least four leading firms of account
ants, apparently based on the same data,
these four different results obtained; One
accounting firm advised that there was an
impairment of capital to the extent of more
than eleven million dollars; another that
the capital impairment was merely some
three million dollars ; another that no im
pairment of capital was disclosed; the
fourth that the consolidated earned sur
plus after the stock purchase was more
than eighteen million dollars.
W ith variations of such large amount,
it would seem that there must have been
ample room for divergent views as to the
treatment of items such as possibly al
lowances for depreciation, losses to be
written off or other items that would affect
the surplus. The very fact, however, that
there is the possibility of such widely di
vergent views among accounting firms of
reputable standing demonstrates the utter
folly, not merely of certifying the correct
ness of such items as fact, but even of cer
tifying to an unqualified opinion based
thereon.
So long as the accountant is under ne
cessity of certifying that after reasonable
investigation he has reasonable grounds to
believe and does believe at the date of his
certification that, except as specifically
noted, the statements contained in the bal
ance sheet, and profit and loss statements
attached to his certificate truly and fairly
reflect the application of accepted account
ing practices to the facts disclosed by his
investigation and that there is no omission
to state a material fact required to be
stated therein or necessary to make the
statements therein not misleading to the
investor, the only safe course for the ac
countant to pursue is to fully and com
pletely set forth as qualifications and ex
ceptions to his certification, matters that
are not within his personal knowledge.
It may result that in a given case the
exceptions and qualifications may constitute
the m ajor portion of his certification. Com
missioner Landis recently pointed out that
in one registration statement filed, the cer

Ju n e,

tification totalled in excess of thirteen hun
dred words, (probably most of which con
stituted exceptions and qualifications).
Compare such a certification with the form
of certification commonly used prior to
the Securities Act, as for example that in
the Ultramares case which totalled less
than eighty words.
I f an accountant properly and fully sets
forth in his certification the qualifications
and exceptions concerning such matters
which are outside his personal knowledge,
those qualifications and exceptions, so far
as the investor is concerned, may constitute
the most valuable and important part of
the certification. For if accurately pre
sented they will indicate to the investor
that those items are subject to question,
the answer to which may affect the safety
of his investment.
Nowhere in the Securities Act or Regu
lations do I find any provision requiring
the accountant to certify to matters not
within his knowledge, or which prevents
him from so qualifying his certification as
to confine the same within the scope of
that knowledge, even though the result
may be to render the certification valueless
so far as suits by disgruntled investors
against the accountants are concerned.
Emphasis cannot be too strongly laid,
even at the risk of seeming repetition, on
the urgent need for the accountant today
to confine his certification both of fact and
of opinion strictly to matters within his
knowledge, and the vital importance of in
serting exceptions and qualifications with
adequate explanation on every matter not
within his knowledge to which his certifi
cation would pertain.
The accountant today has several alter
natives open to him.
(a ) He can refuse to accept any engage
ments whatsoever which will involve cer
tifications for registration purposes. How
ever, unless this be done by the accounting
profession as a unit (which is practically
impossible) the result is likely to be dis
astrous to the business of the particular
accountant.
(b ) He can seek to be indemnified by
the client for the liability to which he is
subjected by the Act. This, however, is at
best a makeshift, for if the client’s financial
position once reaches the point where it
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becomes necessary for the investor to sue
the accountant for the amount of his in
vestment, the value of the indemnity is
not likely to amount to very much.
(c ) He can continue to certify, without
regard to consequences, until finally
wrecked financially by the suits of such
security purchasers. In that case it be
comes simply a question of time as to
when the bankruptcy petition of the ac
countant will be filed.
(d ) He can reduce his liability to a min
imum and bring it to within at least fairly
reasonable bounds, by insertion of proper
exceptions and qualifications in his certifi
cation. As a matter of fact under those
circumstances he will probably continue in
business for a long time, for after all the
likelihood is that the great m ajority of
suits brought under the Act will be based
on the very items which can properly be
covered by qualifications and exceptions
and which will absolve him, at least, from
joint liability therefor.
A number of situations are selected at
random as properly the subject of qualifi
cation and exception:
1. W here the assets include realty the
accountant should qualify his certification
to eliminate certification of title and free
dom from liens and encumbrances, all of
which are strictly matters of law.
2. Like qualifications should be made
with regard to any other substantial items
such as patents, patent rights, trade marks,
leaseholds, mining rights, oil rights, etc.,
the value of which may be entirely depend
ent upon legal analysis.
3. Similarly, no report or certification
should be made as to the propriety of ac
tions or investments of the client which
are dependent upon legal construction of
the corporate charter, or of any agreement
or trust. On occasion, published reports
prepared by accountants have included
statements that the corporation under its
charter had the right to do thus and so,
or that under certain agreements it had
the right to make this or that investment,
etc. One stated that “the trustees in their
discretion under the declaration of trust
may include the stock dividend as earn
ings.” There would seem to be no occasion
for accountants to rush in where angels
or even lawyers might fear to tread.
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4. There should be no unqualified certi
fication with respect to valuation of plant
and equipment and inventory, adequacy
of reserves or allowances for depreciation
unless and until there are and they fully
meet standards generally accepted as de
termining such valuations or reserves and
the items are sufficiently described in the
statements to indicate clearly the basis on
which they are included therein. It should
not be stated that the valuations repre
sent cost when in fact the property was
acquired in exchange or part exchange for
stock, the cash value of which may have
been problematical. In any event the ac
countant should be careful to avoid certi
fying in such a way as to assume the re
sponsibility of the engineer or appraiser
for to do so invites litigation.
5. W here assets include blocks of stock,
the value of which on the balance sheet
is based on the then current market price
per share, it should not be overlooked that
the actual value is dependent upon the abil
ity of the market to absorb that quantity
of stock at such current price. Hence, in
stead of merely describing or certifying
such valuation as “market value” it should
be described as “priced at current market
quotations or bid prices,” and if the quan
tity of stock is large, the certification
should be made dependent upon the ability
of the market to absorb it at the current
price.
It may be argued that inclusion of such
exceptions and qualifications renders an
accountant’s certification valueless. The
obvious answer is that omission of such
exceptions and qualifications does not add
any value to the certification as such, if in
fact the accountant has no knowledge of
the particular matter. Nor will a qualifica
tion avail the accountant as a substitute
for reasonable performance of his legiti
mate function. Suppose the accountant
noted in his certification that he had not
verified the accounts receivable. That
might merely constitute an admission on
his part that he had not properly completed
his task.
The objection may also be raised that
inclusion of such exceptions and qualifica
tions are objectionable to the client. The
answer is threefold. First, the client
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should not and if he is reasonable will not,
demand that the accountant assume liabil
ity for something which is the province of
others. Second, the client, if intelligent,
will realize that in protecting himself, the
accountant is also protecting the client to
the extent that such exceptions or qualifica
tions are notice to an intending investor
of the possibility of a divergence of opin
ion on the matters excepted. Third, if
notwithstanding, the client insists that the
accountant assume such responsibility, it
may be advisable to decline that engage
ment.
It is significant to note the recent wide
spread demand by directors of corpora
tions, that they be exempt from liability
if they reasonably and in good faith relied
on the accountant’s certification. One can
sympathize with the desire that the ac
countant act as buffer between the investor
and the director. If, however, the account
ant is to bear the brunt of attack, he should
at least be entitled to equip himself with
a few shock absorbers.
There is now pending enactment by Con
gress, the proposed Federal Securities E x 
change A ct of 1934, regulating stock ex
changes, providing for their registration
as national securities exchanges and pro
viding also for the registering of securities
traded thereon except as exempted by the
Act. So far as the accountant is concerned,
the provisions of the Exchange Act are
far less onerous than similar provisions
of the Securities Act.
T h e security registration requirements
of the Exchange Act include the filing of
balance sheets and profit and loss state
ments for not more than three fiscal years
preceding registration, certified, if required
by the Commission, by independent public
accountants, and also any further financial
statements which the Commission may
deem necessary or appropriate for the pro
tection of investors. The Commission may
also require the filing of such annual re
ports as the Commission may prescribe,
certified, likewise, if required by the Com
mission, by independent public account
ants; also such quarterly reports as the
Commission may prescribe and such other
reports as the Commission may deem es
sential in special circumstances. Wide
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power, and latitude of regulation, are ac
corded the Commission by the provisions
o f the Act. In that respect the Exchange
Act appears to be more flexible than the
Securities Act.
The Exchange Act provides th a t: “The
Commission may prescribe in regard to
reports made pursuant to this Act, the
form or forms in which the required in
formation shall be set forth, the items or
details to be shown in the balance sheet and
the earning statement, and the methods to
be followed in the preparation of reports,
in the appraisal or valuation of assets and
liabilities, in the determination of deprecia
tion and depletion, in the differentiation of
recurring and non-recurring income, in the
differentiation of investment and operating
income, and in the preparation, where the
Commission deems it necessary or desir
able, of separate and/or consolidated bal
ance sheets or income accounts of any per
son directly or indirectly controlling or
controlled by the issuer, or any person un
der direct or indirect common control with
the issuer—
The wisdom or propriety of including
such a provision as the foregoing in a law
for the regulation of securities exchanges
is highly questionable. Governmental bod
ies tend to become stereotyped and at times
arbitrary in their administrative processes.
The exercise by the Commission of the
powers conferred by this provision might
result in retarding instead of furthering
the development of accounting practice
and the accurate presentation of financial
statements.
Thus, for example, there has probably
been a greater advance during the past
several decades in the accounting practices
of representative industrial corporations,
audited by professional accountants, than
of corporations subject to governmental
regulation of their accounting, such as
banks and utilities.
One might well question why the rigid
provisions of the Securities Act are not
made applicable to banks as well as to
commercial enterprises. Certainly the his
tory of bank failures during the past dec
ade is not evidence of the superiority of
their accounting methods over those fol
lowed by industrial concerns. Y et the fi
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nancial statements of banks are subject to
Governmental regulation and not, ordi
narily, to review by professional account
ants. Would a reputable professional ac
countant dare make an unqualified certifi
cation of the financial statement as pub
lished by some banks? A bank may pre
sent its financial picture to the public based
on book value of its assets. I f in a given
instance, the accountant were certifying
such statement for registration purposes,
it might be necessary for him to qualify
his certification to show that while, based
on book value of assets, the bank appeared
solvent, nevertheless based on fair market
or realizable value of such assets, it is in
fact insolvent. W hy should not a deposi
tor who entrusts his money to a bank be
entitled to the same information as the in
vestor in the securities of a commercial
concern ?
In any event, so far as the Exchange
Act is concerned, if the Commission is to
prescribe methods in the appraisal or valu
ation of assets and liabilities and in the
determination of depreciation and deple
tion, etc. and the same are sufficiently def
inite to afford a standard in those respects,
the accountant who in good faith applies
the same should be conclusively presumed
to have fully complied with the require
ments of the Act so that his statements
should not later be construed as having
been false or misleading in any material
respect.
The Act further provides that: “Any
person who shall personally or through
another make any statement in any appli
cation, report, or document filed pursuant
to this Act or any rule or regulation there
under, which statement was at the time
and in the light of the circumstances un
der which it was made false or misleading
in any material respect, shall be liable to
any person (not knowing that such state
ment was false or misleading) who, in re
liance upon such statement, shall have pur
chased or sold a security at a price which
was affected by such statement, for dam
ages caused by such reliance, unless the
person sued shall prove that he acted in
good faith and had no knowledge that such
statement was false or misleading.” The
Act provides that: “The term ‘statement’
shall be construed to include any omission
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to state a material fact which is required
to be stated in any such application, report,
or document, or which is necessary to
make the statement not misleading.”
Note the vital difference between the
foregoing provision and that which at pres
ent obtains with respect to the same cir
cumstances in the Securities Act. Under
the Exchange Act the plaintiff must prove
that he relied upon the statement; that he
purchased or sold the security at a price
which was affected by the statement, and
he can recover only for the damages actual
ly caused by such reliance. Furthermore,
the Court may in its discretion require of
the plaintiff an undertaking for the pay
ment of costs of suit and reasonable costs
and attorneys’ fees against the event that
he is unsuccessful. That provision at least
will have a tendency to discourage strike
suits which might obtain today under the
provisions of the Securities Act. (The
period in which it is possible to bring ac
tion under the Exchange Act is limited to
six years instead of ten years as under the
Securities Act.)
It should be borne in mind, however,
that the accountant in certifying under the
Exchange Act must maintain the same pre
cautions against misleading statements, or
omissions to state facts necessary to make
his certification not misleading as under
the Securities Act, involving as that does,
proper qualifications and exceptions to his
certification.
There are also pending before Congress
at the time this is written certain amend
ments, said to have Administration ap
proval, which are proposed to be included
as part of the Exchange Act, modifying
some of the more onerous provisions of
the Securities Act. These proposed amend
ments are of particular interest and im
portance to the accountant for if enacted
they will affect considerably his liability
under the Act.
Section 11 (a ) would be amended so
that instead of the right to sue extending
to “any person acquiring such security,”
it would instead extend to “any person
w ho, in relian ce on su ch statem ent o r om is
sion, acquired such security.”
This amendment will probably greatly
restrict the number of persons who can
hold the accountant liable under the Se
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curities Act. Under Section 11 the liabil
ity of the accountant extends to any pur
chaser of the security no matter how re
mote from the first purchaser. But under
the proposed amendment it is evident that
the more remote that ultimate purchaser,
the infinitely less likelihood of his having
relied on the registration statement.
Under the provisions of subsection (c )
of Section 11 of the present Securities
Act, it is provided that in determining
what constitutes reasonable investigation
and reasonable ground for belief, the
standard of reasonableness shall be that of
a person occupying a fiduciary relation
ship. Under the proposed amendment it
is provided that the standard of reason
ableness shall be that requ ired of ( I pre
sume this is intended to mean “exercised
by” ) a prudent man in the management of
his own property.
Subsection (e ) of Section 11 at present
provides that the suit of the investor “may
be either ( 1 ) to recover the consideration
paid for such security with interest there
on, less the amount of any income received
thereon, upon the tender of such security,
or ( 2 ) for damages if the person suing
no longer owns the security.” Under that
section the accountant in case of liability
might be held to the amount paid by the
investor for the security regardless of
whether some of the depreciation in value
had resulted from causes other than the
misstatement or omission on which the
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liability of the accountant is predicated.
Under the proposed amendment to this
subsection the accountant would no longer
be answerable for that part of the damages
which he proves did not result from the
misstatement or omission forming the basis
of his liability.
Another proposed amendment makes
provision similar to that of the Exchange
Act, permitting the Court in its discretion
to require an undertaking from the plain
tiff for payment of the costs of suit, in
cluding reasonable attorney’s fees. The
advantages of such a provision have
already been indicated.
It remains but to add that whether the
legal relationship of the accountant to the
investor arises out of the common law as
defined by the Ultramares case or by rea
son of the Securities Act, either as now in
effect or as proposed to be amended, or
because of the proposed Exchange Act,
that relationship in the last analysis is de
pendent upon the nature of the contents
of the accountant’s report and certification.
The more clearly and completely that such
report and certification set forth the mat
ters and things on which the accountant
can speak or express an opinion and in
dicate by qualification and exception the
matters outside his sphere or knowledge
the less need of his being concerned about
the consequences that may obtain in the
absence of such kind of report and certi
fication.
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(From B ulletin for May, 1934— Florida Institute of Accountants.)
I f an appraisement of conditions today
is correct we are suffering from Surplus.
As a matter of fact, we have heard so
much about surplus during the last year
that the word has become somewhat obnox
ious. However, all of our surplus has
not been goods or commodities. Have we
not too many spectators, are not too many
content to be spectators only, while all too
few are willing to don the uniform of the
Perform er and take part in the advance
ment of the immediate cause.
A football team cannot win with only
one player or even just a few. It is the
common ideals of all plus the common
efforts of all that wins. W e have too

many thinking that they are no longer
needed, that they will not be missed, and
taking seats and becoming spectators, giv
ing their moral support only. There is
just one thing wrong with such an atti
tude, and that is— it just doesn’t work.
Your place of duty is on the field. Put
your shoulder to the wheel and take it on
the chin for the common good of all.
W e cannot win by a grandstand full of
spectators giving moral support, but our
advancement and progress is the result of
the work of the participant who goes on
the field and stays.
W here have you been ? Among the
spectators or among the performers?
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R O F E S S IO N A L accountancy in the
United States has accomplished much
during the period of its existence but many
important things remain undone. In the
initial period of its development account
ants did not realize what the future held
in store for them with the result that there
was a lack of cooperation among them.
Unfortunately, this condition was per
mitted to continue for a considerable time
after the young profession had made defi
nite progress towards the attainment of
its objectives.
Nearly forty years of professional activ
ity has not made our Senators and Repre
sentatives in Congress conscious of the fact
that the official title of practicing public
accountants in every State in the United
States, and in the District of Columbia is
C e r t if ie d
P u b l ic
A ccountant.
This
is evidenced by the wording of the Secu
rities Act of 1933, in which reference is
made to “independent public” or “certified
accountants.”
It is no doubt fair to state that account
ants holding the title of Certified Public
Accountant are generally better qualified
to practice accountancy than those who
have not obtained their certificates. This
being so, it might reasonably be expected
that the states would protect the holders of
their certificates against practitioners
not so well qualified but, thus far, this
has not been the case to any appreciable
extent.
The arguments which are advanced
against one-class accountancy bills have
not been considered of much weight in the
consideration of laws affecting lawyers,
doctors, real estate brokers, plumbers and
electricians, where only one class of practi
tioner is provided for.
Laws are frequently proposed in State
Legislatures in which Certified Public
Accountants should take a keen interest.
Such a bill was the proposed “milk bill”
introduced at the latest session of the New
York State Legislature. From an account
ancy viewpoint this bill was glaringly
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C.P.A., New York City
defective and yet, no notice seems to have
been paid to it by accountants or their
organizations. The defects were so pro
nounced that the editor of one of the lead
ing farm papers, T h e R u ral N ew Y orker,
had this to say about it: “Under the con
tract farmers are obliged to waive their
right to an accounting.
It is believed to
be the only instance on record where
wards are legally denied an accounting of
a trust. Emergency legislation should be
enacted compelling all cooperatives to ren
der a full and complete monthly account
ing to members. Such legislation would
at least show the costs of management
which have too long been regarded with
suspicion because of the secrecy in which
they have been shrouded.” The case here
cited would have furnished strong grounds
for protest by organized accountancy and
it should have been acted upon by it.
W ithin the profession there are condi
tions which need correcting and the only
way in which this will ever be brought
about is by the combined efforts of a
majority of those who are engaged in pub
lic practice. Among these is the custom of
employing assistants who lack the neces
sary preliminary education, or who, for
other reasons, are not likely to attain pro
fessional standing. The following observa
tion on this subject by the editor of T h e
C e r t i f i e d P u b l i c A c c o u n t a n t is right
to the point: “One of the places at which
the profession needs strengthening centers
around the educational requirements which
should be demanded of those who are
entering the ranks of the profession at this
time and who will come to leadership
some years hence.”
Advertisements of some of the accoun
tancy schools leave much to be desired,
when in times such as we have experienced
for the past three or four years they state
that Executive Accountants and C .P.A .’s
earn from $3,000 to $10,000 a year. While
there are some who do, such advertise
ments convey an erroneous impression and
should not be published.
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Probably the greatest reform which
could be brought about by Certified
Public Accountants would be the abolition
of competitive bidding. Illustrating the
disparity in the bids on an audit in which
detailed specifications were submitted is
the case of a city having a population of
about 1 0 0 ,0 0 0 , which requested bids on
an audit of its accounts for one year, for
one month, and for the thirteen months.
Sixteen firms of Certified Public Account
ants submitted bids, seven of them on a
per diem basis. S ix of the seven named
a daily rate of $40 a day for two men, and
the seventh $35 a day for two men. The
remaining nine bids covered so wide a
range as to leave one in doubt as to what
consideration some of the bidders gave to
the specifications. The bids for the year
ranged from $1,350 to $5,000; and for the
month, from $200 to $1,750; and for the
thirteen months, from $1,650 to $5,500.
The highest bids were made by a firm
having extended experience in this class
of work and who knew what services were
required to comply with the specifications.
Perhaps the low bidder did not expect to
be awarded the contract, but if that is so,
the firm should have been warned by the
State Society that its actions were pre
judicial to the interests of the profession.
The following incident illustrates the
difference in the measuring of service
values by a lawyer and a Certified Public
Accountant for the rendering of identically
the same service: a woman whose income
was derived from a single stock invest
ment source, and which amounted to
approximately $70,000 annually, had for
several years been having her Federal In 
come T a x Return made up by her
attorney, and for which she paid him
$500. Being away from home at the date
of making one of her returns, she went
to an accountant’s office and asked him to
prepare the return for her. The time ele
ment in making the return was very little
and it seemed to the accountant that a
nominal charge was all that he could make
for his services. Accordingly, when asked
“How much is the charge?” He replied
“Twenty-five dollars.” The person whose
return he had made out then expressed
herself very emphatically about the
charge which had previously been made
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for the service by her attorney.
It is time that Certified Public Account
ants become conscious of the value of the
services which they are rendering to busi
ness and financial interests. The fact that
accountants do certain work, and make
very reasonable charges for same, is a
matter which the public does not fully
understand, and one of the ways in which
the public can be taught to look to account
ants for these services is through the
medium of appropriate publicity. Adver
tising, except in a very limited way, is not
permitted to Certified Public Accountants,
and much that could have been conveyed in
this manner has remained unknown to the
general public.
When it is remembered that many firms
engaged in business do not keep any worth
while records, and that many more keep
only very inadequate ones, it will be under
stood that there is a great need for public
enlightenment in the fundamentals of
accounting and auditing.
Practicing accountants can oftentimes
secure ethical publicity through mention
in the press of meritorious work which
they have performed in the audit of gov
ernmental bodies. A good illustration of
this was seen recently in an editorial which
appeared in a newspaper in a neighboring
city. Commenting upon the excellent work
which had been done in the audit of the
accounts of a former tax collector it said:
“The situation in X is simply further
proof of the wisdom of requiring annual
audits by Certified Public Accountants of
the books of officials handling large sums
of public money. W hether such a short
age as the one revealed is the result of
bad bookkeeping, carelessness, or actual
misappropriation of public funds, the fact
remains that it would have been disclosed
and checked long ago if periodical audits
had been required.”
No greater service can be rendered to
the economic life of a nation than to
secure the general adoption of proper
accounting methods and the independent
verification of the results shown thereby.
This is the surest known means of pre
venting dishonest men and inefficiently
conducted businesses from continuing
( Continued on page 379)
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C. P .A., Sioux City, Iowa

RO M a fellow-accountant in another
city in Iowa, I gathered the interesting
recital that follows. It illustrates prettily
the value of auditing as a preventive of
loss, as a deterrent to wrongdoing, rather
than merely as a means of disclosure or
detection after the event.
Company A and Company B were both
located in the same city in Iowa, and both
used banking accommodations extensively.
Company A ’s bank required, as a condi
tion to its loans, a financial statement cer
tified by a public accountant. The state
ment so furnished in the year 1921 (the
year of great inventory deflation) appeared
unsatisfactory. The bank recommended
liquidation of the company; this resulted
in a loss to creditors of 15 per cent of the
amount of their claims.
Company B ’s bank did not require cer
tified financial statements. Company B , in
its own statement to the bank for 1921,
overstated its inventory and accounts re
ceivable to reflect a satisfactory ratio. For
1 0 years it continued such overstatements,
resulting finally in showing a merchandise
inventory five times as large as actual,
and accounts receivable three times as large
as actual. The bank line continued, un
diminished. In 1931, at last, liquidation
became inevitable. The bank sustained a
loss of 75 per cent of its claim.
Nor was it a case of deliberate fraud;
the officers of Company B acted in good
faith in this sense, that they hoped by con
tinuing in business to pay the bank in full.
They did not profit by their misrepresenta
tions of the financial condition of the com
pany.
But the fact remains that in the two
instances cited, the difference between the
bank requiring an audited statement and
the bank not insisting on one was some 60
per cent of the amount involved.
Does it not seem strange that banks in
this enlightened age will continue to ex
tend large lines of credit without the safe
guard of an independently certified state
ment of financial condition? And the
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funds that the banker puts at risk so lightly
are not his own, but those of the public
entrusted to his care.

Life Insurance
( Continued from page 344)
of course, is subject to the claims of cred
itors in the same manner as any other as
set. Inasmuch as the corporation or part
nership has the right to take out the in
surance or acquire an existing policy the
estate of the insured or his personal bene
ficiaries have no right to any part of the
proceeds.
The above discussion covers some of the
more outstanding points in which you, as
an accountant, should be interested. No
doubt you have been confronted with other
problems arising as a result of the owner
ship o f business life insurance by your
corporation and partnership clients and
you will continue to have problems in in
creasing numbers as this form of invest
ment and protection becomes more gen
eral, as it most certainly will. In this con
nection the writer will be glad to answer
any questions that the readers of T h e
C e r t i f i e d P u b l i c A c c o u n t a n t may have
on this subject. This is a comparatively
new field and the writer, for one, is anx
ious to have your problems and ideas and
the benefit of the best thought available.

Depression
Miss Keturah Baldwin, Business Mana
ger of the American Home Economic As
sociation, tells one of the best end-of-thedepression stories. A certain firm had
been operating at a loss for several years
and at the end of the last fiscal period
the bookkeeper reported to the president
as he was furnished with a financial state
ment “W e are out of the red.” The presi
dent looking at the statement said, “I f so,
why is this statement written in red ?” The
bookkeeper replied, “W e have no black
ink.” To the president’s command that he
buy some the bookkeeper sadly replied,
“I f I do that we will be in the red again.”
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Contributions for this section will be limited to in the neighborhood of
250 words. A free but short expression of opinion is requested on subjects in
which the certified public accountant is interested. Address the Editor.
Referring to the article in your April
“Our Readers’ Forum ” on “bookless book
keeping,” I do not consider the system as
outlined as radical by any means. Accounts
receivable are still accounts receivable,
whether recorded in a bound ledger, a
loose leaf ledger, on cards or copies of
invoices filed according to names, as sug
gested by the writer of the article.
However, instead of recording each
sale in a sales journal by cases, I would
total the copies of each day’s invoices
before filing them and enter this total in
the sales journal as the day’s sales, to be
posted later to the control account in the
general ledger, usually as a total at the
end of the month.
Another suggestion I would make, one
which I have used myself, is to retain
two copies of the invoice, the second copy
to be stapled to copies of other invoices
for the same date and filed according to
dates. In this way you always have,
readily accessible, the detail of the lump
entry for each day’s sales in the sales
journal. This makes it exceptionally easy
for an auditor to test and check sales,
especially if the invoices are numbered
consecutively, and is also of great assis
tance if the first copies happen to be filed
erroneously or are misplaced.
The total of the copies of invoices in
the unpaid file, which correspond to the
total of the individual balances in a regu
lar accounts receivable ledger, must agree
with the control account in the general
ledger and this can be checked monthly,
or each day if desirable.
This system, however, will not prove
satisfactory if all or a large part of the
customers insist on paying even amounts
on account or in “splitting” invoices.
The question propounded in the April
issue relative to Accounting for Sales
without individual Customers Ledger Ac
counts is well worth discussion. From

my own experience I have come to the
belief that ledger accounts with customers
are not necessary under certain conditions,
among which are those recited by the
inquirer. When customers invariably pay
by invoice, rather than by round amounts
on account, the use of copies of the in
voices kept in “Paid” and “Unpaid” files
in support of the individual accounts
reduces the labor of posting, and if the
office routine is properly arranged should
be perfectly satisfactory.
There should be a permanent numerical
file of invoices in support of the total sales,
in addition to the aforementioned paid and
unpaid files which latter should be alpha
betical, and in addition an index by cus
tomers wherein the invoice numbers are
listed. Entry of remittances in the Cash
Received record should recite the invoice
numbers covered.
The method of filing the paid invoices
under the customer’s name may be either
strictly numerical or in chronological
order of payment. I f the numerical system
is followed and single payments involve a
group of invoices a slip should be attached
to the invoice having the earliest number
on which the other invoice numbers are
listed, to facilitate future reference and
proof of the total cash entry. This list
may, of course, be written on the invoice
itself if there is room. It would also be
an aid if this master number be entered
on the other invoices in the group.

Samples
Porter: “W here’s your trunks, sir?”
Salesman: “I use no trunks.”
P orter: “But I thought you wuz one of
those traveling salesmen.”
Salesm an: “I am, but I sell brains, un
derstand? I sell brains.”
P o rter: “Excuse me, boss but you is the
furst fella that’s been here who ain’t carry 
in’ no samples.”
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T A L K I N
A

D e p a rtm e n t

G

C o n d u c te d

Answering several who rushed to the
defense of Ph.D ’s after our paragraph last
month, we were not criticizing Ph.D ’s.
W e were objecting to the methods which
our educators have aped in setting the re
quirements. Originality is impossible more
often than not, except by taking some topic
which is, in the most literal sense, ridicu
lous. Re-search degenerates into re-hash.
All of which reminds us of a story we
heard in our youth, about the very earnest
student who had worked on philology, and
sought to reform the spelling of our lan
guage. Would that he had succeeded!
Anyhow, when commencement time ap
proached, he in turn approached the uni
versity president and spoke: “You know
my topic and how my heart is set on it.
Might I ask in all consistency, that my
degree be made an F.D . instead of Ph.D. ?”
To which prexy replied: “Certainly; in
fact, I ’ll make it a D .F. if you want.” For
further discussion see Dr. Flexner’s book,
of about two years ago, in which he pretty
thoroughly took the hide off of educational
fads.
TAXES
Not wishing to be jailed for lese majes 
tat we withhold comment on the new 1934
Revenue Act. But cases under old laws
are still available. W e derive much joy in
that of Tracy, CCA 6 th 4/11/34 where the
court so sanely reversed 25 B T A 1055.
“There is no illegality or impropriety in
the gift of stock by a husband to his wife.”
W e have few statistics as yet, and none
that we would cite; but we have sufficient
data to feel sure of the following predic
tion : More corporations will be abandoned
in the next 1 2 months than in any preced
ing like period; and possibly the number
of dissolutions will exceed the new char
ters. Recent legislation, State even more
than Federal, makes corporations so ex
pensive from a tax angle, that the limited
liability factor, which made the corporate

S H
by

L e w is

O P
G lu ic k ,

C .P.A.

form so desirable, is no longer worth the
cost. Therefore, the case of Archbald, 27
B T A 837, now on appeal in the 2nd
(N . Y .) CCA should be closely watched.
W e like the vigor of the dissenting opinion
of Goodrich in the more recent, but similar,
case of Chisholm, 29 B T A 1334, 2/28/34.
W e also once more rise to inquire why
B T A cases are not all reported. The first
we hear of some is when some CCA gets
them. The case of B. B. Jones is one in
point. The District of Columbia court
reversed the Board. Maybe the Board ex
pected it; which would have been a good
reason for not reporting.
F o r what, in our opinion, is the best
discussion of “when is a bad debt?” see
Chief Justice Hughes’ opinion in the
Spring City Foundry Co. case, handed
down April 30, 1934.
A new committee of the N. Y . State
Society has been formed and went into
action the afternoon of 14 May. It is
named the Reception Committee, but a
“Group of Greeters” describes its duties.
Harold Barnett is chairman; and he has
given us a special badge with “The Shoptalker” on it.
Incidentally, as far as we can determine,
this was the first afternoon meeting, ex
cepting at October conventions, ever held
by the N. Y . Society. Just in case some
people think that this new securities, and
exchange legislation isn’t vital to our pro
fession. Much of what was said will be
printed. Morris Troper is chairman of
the committee on publications if you want
copies.
W e have to pass up a lot of things that
we would enjoy doing. The reasons are
varied, but finances usually play a big part.
Nothing this year is causing us more regret
than our inability to attend the annual con
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vention of Florida accountants at Miami
on the 15th and 16th of June. Those in
a position to go, are urged to do so. W e
know Florida; and its C .P.A ’s. The com
bination for a good time is irresistible.
It is with real pleasure that we comply
with Philo’s request to quote this from
page 1055 of A nthony A d v erse: “The ac
counts of the good and evil of a lifetime
cannot be balanced by explanations, and
the books closed. The balance is carried
forward into other lives; into actions and
reactions until equilibrium results. Only
time can liquidate in full.”
A correspondent puts an interesting and
timely question to us. State and national
professional societies are urging members
to note their membership on cards and
letterheads. He objects on general prin
ciples to begin with, and then gets down to
practical points. He belongs to three na
tional and two State societies. Should he
pay for having all five names printed ? Be
sides it would ruin the looks of his letter
head. I f he is to use only one, which
should it be?
W e have answered him as follows:
Every June, a lot of men get honorary de
grees. In the course of time, some acquire
up to a score, or even more. Each one
brings with it, a hood. But according to
academic law, only one hood may be worn
at a time. Which one should the human
thermometer wear? W ell, custom says
the one most appropriate. F o r example,
if a man has a DCS he wears it at a con
vocation of any school of commerce; while
he reserves his L L .M . for a gathering of
lawyers, etc., etc.
Another man reports that he recently
was engaged to make the first audit that
had ever been made of a concern that had
been in business for eleven years. In an
hour and a half he found evidence enough
to convict the cashier. And by the time
he was through the engagement, the client
was so sold on the advantages of an au
ditor, that he (the client) sold all the
books he had accumulated dealing with
auditing and accounting and income taxes.
W ell, that’s the kind of success stories we
like.
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Late tax flashes. How many of you
recall when the Emerson Efficiency Engi
neers were the talk of the country ? Among
other places where they did their stuff was
the Evens and Howard Sewer Pipe Co.
This outfit installed the system in 1915,
and sent it down some of its own product
in 1917. But not till April 15 of this year
did the CCA 8 th decide the tax case which
arose from it. Another big name which
got before the B T A recently was Irving
Fisher, the economist. This man did not
keep his own books or make up his own
tax return, leaving such matters to his
secretary. The Board upheld the commis
sioner’s negligence penalty. (30 B T A No.

66.)

Sue Carol, movie actress, had a case 30
B T A No. 67. Fontaine Fox, Toonerville
Trolley artist, had a genuinely interesting
realty case at 30 B T A 69. The case of
Heinz decided lay CCA 5th on April 25
has two points to note. One, it upholds
the first in, first out rule on stock trans
actions. But of more importance, it holds
that a syndicate must be treated as a part
nership, and the profits therefrom taxed
when earned, no matter when distributed.
W alter N. Dean, Secretary of the N. Y .
State Board of Examiners, had seven
inches given to him in the T im es of May
13, defending the Board against unjust
accusations. See our April issue page 248
and the May issue page 312.
Bill Donaldson seems to have been ap
pointed the unofficial but none the less
potent spokesman for the fiscal administra
tion of New Y ork City. I f any C.P.A.
has ever surpassed one of his recent per
formances, when he delivered ten talks,
some of them over an hour in length, in
one week, please tell us about it.
Herbert Bernstein contributes the laugh
of the month. Discussing the four eco
nomic utilities of the political science text
books, he notes that the movie industry
last year became conscious of them; and
acutely so regarding that of “form,” due
to Mae West.
W e don’t agree with most of what Mr.
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Samuel Leopold has to say, but are tickled
to death to let him say it. Meet the gentle
man from Trenton, N. J .
“The government requires that where
a taxpayer uses the Reserve method for
handling bad debts, all recoveries on debts
previously charged to the Reserve be set
up as taxable income. Aside from tax
regulations, I find many accountants using
a similar method as good accounting prac
tice. I maintain that subsequent recov
eries should be added to the reserve.
Here’s my reasoning.
Reserves may be set up in two ways.
One method is, by establishing a certain
definite per cent of sales, based on extended
experience, as the amount to be set up
each year. In such a case the charge to
be set up is supposed to cover all losses
that will normally be sustained, including
subsequent recoveries. In other words,
the net charge is based on experience of
net losses, original charge-offs less recov
eries.
Hence, if an account is once
charged against the reserve and subse
quently part of the amount is recovered, it
shows, not that there is a profit, but that
the amount originally charged to the re
serve was too large. Hence the recovery
should be credited to the reserve as an
offset.
Here’s another slant on the same thing.
I f the debt was charged off during the
year and recovery made before the books
were closed, the government would hold
the recovery to be taxable income. But
suppose, instead, the account had not been
written off and recovery made during the
year.
The recovery would have been
credited to the account, and the balance
would have been written off to the reserve.
So in one case the recovery becomes prac
tically taxable income, and in the other,
although the circumstances are practically
the same, it is not.
The other method of setting up reserves
is by aging the accounts, and testing the
adequacy of the reserve in this way. This
is probably more accurate from a valuation
point of view. In such a case, the annual
set-up may vary as far as the percentage
of sales goes. Under this method, I still
maintain that a recovery is a proper credit
to reserve and not to income. At the end
of an accounting period, the reserve may
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or may not be increased, and may even be
properly decreased if the analysis of the
accounts shows such action to be advisable.
The percentage used by tax agents is
one based on the ratio of charge-offs to
the average of outstanding accounts at the
end of several fiscal years. This may or
may not be as good a method as any for
setting up an addition to a reserve, but it
still does not warrant setting up recoveries
as an addition to income.
W here the reserve system is not used,
of course all recoveries are considered as
income, and properly so.
Incidentally, I have discovered that some
accountants seem to think that the rule for
the establishment of bad debts, that is,
‘they must be ascertained worthless and
written off’ in the same year, applies only
to accounts where the reserve system is not
used. The same rule applies to accounts
charged to the reserve.”
The embarrassing moments department
is hereby reopened by the proprietor. He
was called upon to speak to the Commer
cial Club of one of the huge New York
City High Schools. His topic amounted to
“W ild Bookkeepers I Have Met.” Quite
naturally he opened up with the “Gracie
Allen” story (see March 1934 issue). But
Gracie’s kid sister was in the audience!
Ju st as we went to press we got a letter
from an old friend in Florida. He had,
on his last visit to New York City tried to
locate us, unsuccessfully. Y et he got our
correct address in Florida by the simple
process of asking the State Board of ex
aminers. W hy didn’t he try the same
thing in New Y ork? But for the benefit
of others, who get absent-minded when
away from home, let us note, that in all
our travels, we have never had real trouble
in locating any accountant, in any town,
provided there was one accountant in town
we could find. In other words, we could
and did walk in on the first C.P.A. whose
name we came across, never having seen
him before, and get the use of the profes
sional directories he had; and darn near
anything else, if we’d wanted to ask for it.
That is nothing but professional polite
ness ; it should not be abused; but it may
be used.
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STATE OF M ARYLAN D
B o a rd

o f

E x a m in e rs

o f

P u b lic

A c c o u n ta n ts
EC O N O M IC S
November 28th, 1933.
Time Allowed: 1 :30 P. M. to 4 :30 P. M.
Answer All Questions Fully.
1. W hat is the theory of “laissez faire” ? W hat are the arguments in sup
port of such a policy? In what ways has practice in the United States departed
from the theory of laissez faire? Do you approve or disapprove? Give reasons
for your answer.
2. Explain as fully as you can the economic philosophy on which the National
Recovery Administration is based.
3. Explain what is meant by the gold standard, giving as fully as you can
the requisites of such a standard. W hat are its respective advantages and dis
advantages ?
4. The wholesale prices of a group of commodities at two different periods
are as follow s:
Commodity
Price at First Date
Price at Second Date
Sugar
$ .05 per lb.
$ .08
W heat
1.00 per bu.
1.10
Coal
6.00 per ton
8.00
Gasoline
.10 per gal.
.08
P ig Iron
20.00 per ton
18.00
Construct an index number showing the change in the price level between
the two periods. Explain some of the more important economic consequences of
changes in the general level of commodity prices.
5. Define the following term s: goods, free goods, economic goods, utility,
diminishing utility, marginal utility, value, price, elastic demand, inelastic demand.
6 . Explain the connection between cost of production and value. Distinguish
between fixed and variable costs of production. Explain the connection between
value and cost where there is a joint product such as beef and hides.
7. W hy does a bank need capital ? Why does it need cash reserves ? Explain
the importance of liquid assets. Is a bank necessarily insolvent because it cannot
meet all of the demands of its depositors for cash?
8 . In what way is inflation likely to affect the following:
a. The price of government and other high-grade bonds.
b. The price of low-grade bonds.
c. The price of common stocks.
d. The price of railroad and public utility securities.
e. The wages of labor.
f. The profits of business men.
g. The rate of interest.
Give the reasons for your answers.
P R A C T IC A L A C C O U N TIN G
November 29, 1933.
Time Allowed: 9 A. M. to 1 P. M.
Answer All Questions Fully.
Problem 1 (25 points) :
It is desired to supplement the usual balance sheet and operating reports
prepared for Southern Manufacturing Corporation by a statement which will
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1934
show

in

r e a s o n a b le

d e ta il

d u r in g th e y e a r e n d e d J u n e

th e

s o u rc e

of

fu n d s

30, 1933, a n d th e

p r o v id e d

and

th e ir

a p p lic a tio n

r e s u l t i n g n e t in c r e a s e i n

w o r k in g

c a p it a l .
T h e t r i a l b a la n c e o f t h e c o m p a n y a t J u n e 3 0 , 1 9 3 3 a n d 1 9 3 2 , a n d c o m p a r i s o n ,
is a s f o l l o w s :
ASSETS
C ash ........................................................................
N o te s re c e iv a b le ...............................................
A c c o u n ts re c e iv a b le ........................................
A c c ru e d in te re s t re c e iv a b le ...........................
In v e n to r ie s ...........................................................
In v e s tm e n t s e c u ritie s ( n o t c u r r e n t ly
m a rk e ta b le ) .....................................................
C a p ita l s to c k o f s u b s id ia ry c o m p a n y .. . .
A d v a n c e s to s u b s id ia ry c o m p a n y ..............
R e a l estate n o t used in b u s in e s s ................
C ash s u r re n d e r v a lu e o f l i f e in s u ra n c e
p o lic ie s ...............................................................
S in k in g f u n d cash ...........................................
B o n d d is c o u n t a n d e x p e n s e ...........................
L a n d .......................................................................
B u ild in g s ...............................................................
E q u ip m e n t ...........................................................
T r a d e m a rk s , e tc ..............................................
P a te n ts ...................................................................
O rg a n iz a tio n exp ense ....................................
B o n d d is c o u n t a n d e x p e n s e ...........................
U n e x p ir e d in s u ra n c e p r e m iu m s ..................
In te r e s t p a id in a d v a n c e ..................................
M is c e lla n e o u s d e fe r r e d c h a rg e s .................
T o ta l

J u n e 30,
1933
1932
In c re a s e
D ecre ase
$150,000.00
$50,000.00
$100,000.00
50,000.00
25,000.00
25,000.00
1,250,000.00
1,000,000.00
250,000.00
5,000.00
7,500.00
$2,500.00
1,750,000.00
1,350,000.00
400,000.00
100,000.00
100,000.00
125,000.00
75,000.00
25,000.00
3,000.00
50,000.00
750,000.00
1,400,000.00
2,350,000.00
50,000.00
90,000.00
25,000.00
50,000.00
12,500.00
2,500.00
5,000.00

......... ....................................................$8,368,000.00

June
L IA B IL IT IE S
1933
N o te s p a y a b le .................................................... $300,000.00
A c c o u n ts a n d a c c ru a ls p a y a b le ..................
480,000.00
D iv id e n d s p a y a b le .............................................
50,000.00
In t e r e s t re c e iv e d in a d v a n c e .........................
1,500.00
R e s e rv e f o r d o u b tfu l re c e iv a b le s ..............
10,000.00
R e s e rv e f o r in v e n to r y v a lu a t io n ................
150,000.00
R eserve f o r c o n tin g e n c ie s .............................
100,000.00
R e s e rv e f o r d e p re c ia tio n — b u il d i n g s . . . .
200,000.00
R e s e rv e f o r d e p re c ia tio n — e q u ip m e n t.. . .
850,000.00
F i r s t m o rtg a g e b o n d s — S e rie s “ A ” .........
500,000.00
F i r s t m o rtg a g e b o n d s — S e rie s “ B ” ........... 2,500,000.00
P r e fe r r e d c a p ita l s to c k ............................... 1,000,000.00
C o m m o n c a p ita l s to c k .................................. 1,000,000.00
S u rp lu s f r o m re v a lu a tio n o f a s s e t s . . . .
300,000.00
E a rn e d s u rp lu s ..................................................
926,500.00
T o ta l

..............................................................$8,368,000.00

125,000.00
25,000.00
75,000.00
25,000.00
100,000.00
25,000.00
75,000.00
20,000.00
5,000.00
1,000.00
2,000.00
60,000.00
10,000.00
500,000.00
250,000.00
1,600,000.00
200,000.00
2,500,000.00
150,000.00
50,000.00
100,000.00
10,000.00
50,000.00
25,000.00
60,000.00
10,000.00
8,000.00
4,500.00
5,000.00
2,500.00
8,500.00
3,500.00
$7,585,000.00

$1,211,500.00

$428,500.00

30,
1932
In c re a s e
D ecre ase
$500,000.00
$200,000.00
685,000.00
205,000.00
45,000.00
$5,000.00
1,000.00
500.00
15,000.00
5,000.00
150,000.00
150,000.00
50,000.00
175,000.00
25,000.00
725,000.00
125,000.00
550,000.00
50,000.00
2,000,000.00
500,000.00
800,000.00
200,000.00
1,000,000.00
500,000.00
200,000.00
439,000.00
487,500.00
$7,585,000.00

$1,493,000.00

$710,000.00

Analyses made of certain of the accounts disclose the following information
relating to transactions during the year ended June 30, 1933:
Investment securities having a book value of $25,000.00 were sold for $20,0 0 0 .0 0 , and the resulting loss was charged to income.
Capital stock of the subsidiary company acquired during the year was pur
chased at a discount of 2 0 % , but the stock was recorded at its par value when
entry was made in the accounts.
The required deposit o f $50,000.00 was made in the sinking fund and Series
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“A ” bonds of a like par value were purchased for $48,000.00 and retired.
By authority of the Board of Directors the values of the property accounts
were adjusted by writing up the land to its current appraised value of $750,0 0 0 .0 0 , and by cancelling the previous appreciation recorded in the building and
equipment accounts in the respective amounts of $200,000.00 and $300,000.00.
Concurrently with these adjustments it was decided to record as “trade marks,
etc.,” an amount of $50,000.
Additions to plant property amounted to $175,000.00, and equipment valued
at $25,000.00 (on which depreciation amounting to $20,000.00 had been accrued)
was sold for $2,000.00. The resulting loss was absorbed through operations.
The bond discount and expense account was charged with $20,000.00, being
the discount on $500,000.00 par value of Series “B ” bonds of the company sold
during the period. Amortization of discount and expense charged to income
amounted to $29,000.00, and discount applicable to Series “A ” bonds retired
through the sinking fund amounted to $ 1 ,0 0 0 .0 0 .
During the year the company was defendant in a damage suit and costs in
connection therewith aggregating $50,000.00 were charged to the reserve for con
tingencies.
Provision for depreciation charged to operations amounted to $35,000.00 for
buildings and $145,000.00 for equipment. The cost of replacing a roof, $10,000.00,
was charged to the reserve for depreciation of buildings.
A summary of the surplus account for the year ended June 30, 1933, is as
follows:
E X P L A N A T IO N
B a la n c e , J u ly 1, 1932 .......................................................................................
N e t in c o m e f o r th e y e a r .................................................................................
P r o f i t o n S e rie s “ A ” b o n d s r e tir e d ........................................................
D is c o u n t o n sale o f $200,000.00 p a r v a lu e o f
p r e fe r r e d c a p ita l s to c k .................... ..................................................... $
O rg a n iz a tio n exp ense w r it t e n o f f .............................................................
D is c o u n t on c a p ita l s to c k o f s u b s id ia ry p u rc h a s e d .............................
C re a tio n o f re s e rv e f o r re d u c tio n in v a lu e o f s lo w
m o v in g m e rc h a n d is e ...............................................................................
D iv id e n d s d e c la re d :
P a y a b le J a n u a ry 1, 1933 ................................................................... ..
P a y a b le J u ly 1, 1933 ...............................................................................
B a la n c e , J u n e 30, 1933 ...................................................................................

D e b it
$

C r e d it
439,000.00
758,500.00
1,000.00

2,000.00
25,000.00
5,000.00
150,000.00
50,000.00
50,000.00
926,500.00

$1,203,500.00

$1,203,500.00

Prepare the statement described in the first paragraph of this problem.
P R O B L E M 2— (25 Points)
The Maryland Corporation’s funded debt consisted of the following:
$5,000,000.00 First Mortgage, 4 % , Bonds due June 1, 1940.
$2,000,000.00 Collateral Trust, 5% , Bonds due March 1, 1960.
$6,000,000.00 Debenture, 6 % , Bonds due March 1, 1934, of which $500,0 0 0 .0 0 had been reacquired in a prior year and were held in the
treasury.
Arrangements have been made to issue $7,500,000.00 Consolidated Mortgage,
4 ½% , Bonds dated February 1, 1934, and due in 1974. The proceeds of this
issue are to be used to retire debenture 6 % bonds soon to mature, to liquidate bank
loans aggregating $ 1 ,0 0 0 ,0 0 0 .0 0 (on which interest at the annual rate of 5% has
been paid throughout the year), and for the liquidation of accounts payable and
other corporate purposes.
The agreement with the underwriters provides for the sale of the new securi
ties at 96. Expenses for legal and accounting services, printing of bonds, adver
tisements and other expenses considered as being directly applicable to the securi
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ties to be issued amount to $ 1 0 0 ,0 0 0 .0 0 .
A summary of the income and surplus statement of the Maryland Corpora
tion for the year 1933, as prepared by the company, is as follow s:
Net income from operations .................................................... ............................. $ 1,700,000.00
Income credits (including interest on company’s bonds held in treasury).........
200,000.00
Gross income ............................................................................................................ $ 1,900,000.00
In co m e ch arg es:

Interest on funded debt ............................................................
Amortization of bond discount and expense ..........................
Federal tax on bond interest paid at source .......................
State taxes on securities refunded to holders .......................
Interest on notes payable, etc...................................................
Cash discount on sales ..........................................................
Uncollectible receivables written off .........................................
Federal taxes on income (at the rate of 13¾% ) ............
Miscellaneous .............................................................................
Total

$660,000.00
115,000.00
5,625.00
9,100.00
55,000.00
120,000.00
15,000.00
121,984.75
25,000.00

.....................................................................................................

$ 1,126,673.75

Net income ...........................................................................................................
Surplus at beginning of year ...........................................................................
Surplus credit—refund of Federal taxes on income of prior period............

$ 773,326.25
2,750,000.00
5,000.00

Gross surplus .....................................................................................................
Surplus charges:
Net loss on sale and retirement of equipment ....................... $ 2,500.00
Amortization of patents ..........................................................
10,000.00
Good-will account written off ................................................. 100,000.00
Insurance premiums on lives of officers ..............................
4,000.00
Sundry overlapping items—net ...............................................
1,500.00
Dividends on capital stock ...................................................... 450,000.00

$3,528,326.25

Total ........................................................................................................

$ 568,000.00

Surplus at end of year ...............................................................................

$2,960,326.25

There were no retirements of debenture bonds during the year 1933, and
amortization of discount and expense in the amount of $40,000.00 applicable to
the issue was charged to income during the period. The 2% Federal tax on bond
interest paid at source during the year amounted to 1.25% of the net bond inter
est paid on this issue and State taxes refunded were $6,600.00.
The new issue will include similar provisions relating to the refund of Fed
eral and State taxes as the issue to be retired. It is estimated that State taxes
to be refunded on the new issue will amount to $6,750.00 annually, and the ratio
of Federal taxes to be paid at source will be comparable with the company’s
experience with the debentures.
Prepare a statement for the year 1933, adjusted to give effect to the refinanc
ing, showing the profits after Federal taxes on income available for interest on
the Consolidated Mortgage Bonds to be issued (assuming they had been out
standing during the entire period), and indicating the number of times which
the interest is earned.
P R A C T IC A L A C C O U N TIN G
November 29, 1933
Time Allowed: 1.30 P. M. to 5.30 P. M.
Answer All Questions Fully.
P R O B L E M 3— (40 Points)
Companies A, B and C are affiliated through stock ownership as follow s:
Company A owns 90% of the outstanding common capital stock
of Company B , and 10% of the preferred stock of Company C, a sub
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sidiary o f Company B.
Company B is the owner o f the entire outstanding common capital
stock o f Company C.
The inter-company holdings o f funded debt consist of the ownership by
Company C o f $ 50 ,000.00 par value o f the first mortgage bonds o f Company A .
A t the date o f acquisition o f the common capital stock o f Company C by
Company B, the surplus o f the form er company was $ 50 ,000 .00 .
The capital stock of Company B was acquired by Company A prior to the
acquisition by the form er company o f the control o f Company C. A t the date
o f acquisition o f the stock o f Company B it had a net deficit o f $ 300 ,000 .0 0 , in
cluding $ 350 ,000.00 capital surplus arising from revaluation o f property.
There has been no change in the outstanding p referred and common capital
stocks of the companies since their respective dates o f acquisition.
Immediately follow ing the control o f Company C by Company B the form er
company recorded an item on its books designated as “Trade M arks, etc., $ 100 ,000.00,” with a concurrent credit to the surplus account, it being their contention
that the purchase price paid by Company B indicated a value not recorded in their
accounts.
The balance sheets o f the companies at June 30 , 1933 , are as follow s:
ASSETS
A
B
C
Cash ........................................................................... $ 100,000.00 $ 50,000.00 $ 25,000.00
200,000.00
110,000.00
Notes and accounts receivable.................................. 1,250,000.00
Inventories ................................................................. 3,505,000.00
550,000.00
250,000.00
Investment in affiliated companies—at cost:
Capital stock:
Company B ...................................................
700,000.00
Company C .................................................
15,000.00
650,000.00
Bonds ..................................................................
45,000.00
Advances .............................................................
600,000.00
Cash value of life insurance policies ...................
25,000.00
5,000.00
1.000.00
Other investments ....................................................
200,000.00
5,000.00
Land ...........................................................................
500,000.00
150,000.00
50,000.00
Buildings and equipment .......................................... 3,500,000.00
950,000.00
500,000.00
Trade marks, etc................. .......................................
100,000.00
300,000.00
Bond discount and expense ................................. ..
Miscellaneous deferred charges ................................
100,000.00
15,000.00
10,000.00
Goodwill ....................................................................
35,000.00
$ 10,795,000.00 $2 ,605,000.00 $ 1,096,000.00
LIABILITIES
Notes payable ...........................................................
Accounts and accruals payable ..............................
Accrued bond interest payable .................................
Due to affiliated companies:
Notes ..................................................................
Accounts .............................................................
Reserve for depreciation of buildings and equipment
Funded debt:
First mortgage 6% bonds due July 1, 1940 ...
Collateral trust 5% notes due September 1, 1935
Preferred 7% cumulative capital stock...................
Common capital stock .............................................
Capital surplus ........................................................ .
Earned surplus, (deficit in italics) .......................

$ 250,000.00
750,000.00
90,000.00 $

1,000,000.00

. 3,000,000.00
3,500,000.00
2,205,000.00

10,000.00
50,000.00
600,000.00
75,000.00
600,000.00
1,200,000.00
200,000.00
130,000.00

$ 250,000.00

110,000.00

100,000.00
500,000.00
136,000.00

$ 10,795,000.00 $2 ,605,000.00 $ 1,096,000.00
The accrued bond interest payable as shown by the balance sheets is correct.
Prior to the date of acquisition of capital stock of Company B by Company
A the properties of the former were appraised and capital surplus credited with
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the net increase of $350,000.00 in the net book value of the properties. Subse
quent depreciation of the appreciated values in the amount of $ 1 0 0 ,0 0 0 .0 0 has
been charged to the capital surplus account.
During the current year Company B charged $50,000.00 to capital surplus
representing losses on customers’ accounts receivable.
As of June 30, 1933, Company C had discounted at banks notes of Company
B aggregating $50,000.00.
The cumulative dividends on preferred capital stock of Company C have
been paid to March 31, 1933. At the date of acquisition of Company C by Com
pany B there were no cumulative preferred dividends unpaid.
Prepare a working trial balance showing the accounts of each company, elimi
nations or adjustments, and consolidated figures. All eliminations or adjustments
must be supported by journal entries with appropriate explanation.
P R O B L E M 4— (1 0 Points)
A company issues $1,000,000.00 par value of 5-year 5% notes dated January
1, 1933, on which interest is payable semi-annually on January and July 1st. The
notes are payable in installments of $100,000.00 each on January 1 of each year
to January 1, 1938, when $600,000.00 mature. The notes were sold for 94 and
expenses in connection with the issue o f these securities were $ 2 0 ,0 0 0 .0 0 .
Prepare a statement showing the annual interest charge and the annual
amount chargeable to income for amortization of discount and expense for each
year based on the notes outstanding during the respective years.
A U D IT IN G
November 28, 1933.
Time Allowed: 9 A. M. to 12 M.
Answer All Questions Fully.
Question 1 (1 0 points) :
For what purposes may it be necessary to analyze ledger accounts? D raft
work sheets for each purpose showing specimen headings and entries.
Question 2 (15 points) :
A holding company with five wholly owned subsidiaries employs you to pre
pare a statement of consolidated net earnings for the purpose of determining
the amount available for current dividends. You are handed full financial state
ments of all companies, which for this purpose are to be accepted as reliable.
State your procedure and discuss fully the factors which must be considered.
Question 3 (1 0 points) :
You are engaged in the audit of a hospital which depends on the income
from endowments, Community Fund, State and private contributions to make
good its annual deficits in operation; you learn there has been some discussion
in the Board meetings as to the propriety and desirability of recording, as an
expense, depreciation on plant buildings and equipment which at present is not
being done. You are asked to comment on this in your report. State your
recommendation and reasons therefor.
Question 4 (15 points) :
In the course of your audit of corporation A, you discover that the current
account with its subsidiary B is not in agreement with B ’s books. The account
was correct at the beginning of the year. In checking back the inter-company
transactions the following discrepancies appear.
1. A charge for interest on open account of 326.00 was made by A and taken
up on the books of B before it was verified. Later B claimed that there had
been an excess charge of 56.00 and rendered a bill for this amount which is
still open.
2. A credit bill (mdse.) issued by B , not taken up by A— 14.60.
3. A charge by B (mdse.) not taken up by A— 6.80.
4. A charge by A (mdse.) 242,60, of which only 16.82 was taken up by B,
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5. A credit by A (hauling), not taken up by B — 2.50.
6 . A charge by B (m dse.), not taken up by A— .56.

7. A charge by A for error in bill (mdse.) rendered by B 20.00, not taken
up by B.
8 . A charge by B for mdse. 20.00, of which 15.00 was taken up by A.
9. A credit by A for interest 6.45, not taken up by B.
10. A credit by B for mdse. 8.62, of which 6.42 was taken up by A.
The debit balance of B ’s account on A ’s ledger is $2,962.85.
W hat was A ’s balance on B ’s books?
Prepare a working sheet reconciling the two balances.
A t a meeting of the executives of the two companies it is decided Items 1,
2, 6 and 9 are correct as originally made; Item 4 should be $246.82; the mer
chandise in question in Item 8 was not delivered at a ll; Item 10 should be 8.62.
The remaining entries are incorrect.
Give Journal Entries to adjust the A company’s books, post to “T ” account,
and show corrected balance.
Question 5 (1 2 ½ points):
Discuss the legal responsibility of the professional accountant. Has recent
legislation affected this?
Question 6 (1 2 ½ points):
How is the liquidating value of the capital stock of an investment trust cal
culated where there are several classes of stock oustanding? F o r what purpose
is this done? How does it differ from the book value?
Question 7 (1 0 points) :
A company erected an apartment house which was completed six months
later and operations started. It originally issued 300,000 ten year 6 % bonds
sold at 98 and used the proceeds in payment for the building. At the beginning
of the third year there were redeemed through the sinking fund, thirty bonds
@ 96. How would you record the latter transaction? Does it result in taxable
income to the corporation?
Question 8 (15 points) :
State in detail your procedure in the audit of a mutual building and loan
association.
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W . T . S u n l e y , C.P.A., Educational Director
International Accountants Society, Inc.

Solution to Problem 3 of November, 1933, Examination Service of The
American Society of Certified Public Accountants, published on pages 754-755 of
the December 1933 issue.
This month we are presenting a solution to an interesting problem, interesting
in that it gives the C.P.A. candidate an opportunity to demonstrate to the examin
ers his ability to analyze a practical business situation and to present clearly to
his client a report of his analysis.
The client believes much of his current loss is attributable to one cause only.
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But an analysis of the profit and loss figures shows several contributing factors.
F o r example:
1. A decrease in the number of units sold.
2. A reduction in the selling price of the product, not entirely offset by a
reduction in costs.
3. An increase in Selling and General and Administration Expenses.
The solution following shows in detail the amount of decline in profits attribu
table to each of these causes.
(D ate)
Mr. J . B . Sterling, President
Nomad Manufacturing Company
City, State
Dear S i r :
Complying with your recent request for an analysis of the decline in profits
of your company for the year 1932, I submit the following for your consideration.
The total decline amounted to $17,913.65, which is calculated in this way:
Net Profit, 1931.....................................................................................
$2,891.40
Net Loss, 1 9 3 2 ......................................................................................
15,022.25
Total decline ................................................................................ $17,913.65
Several causes contributed to produce this result, which may be enumerated
as follows:
Your gross profit per unit during 1931 was 19.76c (selling price,
$1.52; cost of sales $1.3224). Even though you had enjoyed the
same gross profit per unit during 1932, you would have suffered a
decline in total gross profit on account of a decrease of 31,496 in
the number of units sold:
31,496 units @ 19.76c........................................................................ $6,223.61
In addition to this difference, your profits were decreased by a
reduction in the selling price of 8 c per unit (1931— $1.52; 1932—
$1.44) :
179,864 units @ 8 c per unit............................................................ $14,389.12
$20,612.73
This is somewhat offset by the slight decrease of 2.64c per unit in
the cost of your product during 1932 (cost per unit, 1931—
$1.3224; 1932— $1.2960) :
179,864 units @ 2.64c per unit........................................................

$4,748.41

Decline in gross profit........................................................................ $15,864.32
Your net profit declined further because o f increase in your ex
penses during 1932 over those same expenses during 1931:
Increase in Selling Expenses............................................................
Increase in General and Administrative Expenses....................

$956.15
$1,093.18

Total decline in net profit (as above) ........................................... $17,913.65
Very truly yours,
(Signed) Your Name
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B A N K E X A M IN A T IO N S
The N orth P acific B a n k er for March
contains a very interesting article by the
Superintendent of Banking for the State
of Washington, Howard H. Hansen, on
the general subject “Excessive Exam ina
tions.”
It refers to the fact that national banks
are subject to examination by the national
banking department and the Federal De
posit Insurance Corporation. State mem
ber banks are subject to examination by
the Federal Reserve Board, the Federal
Deposit Insurance Corporation and the
State banking department. State banks not
members of the Federal Reserve system,
are subject to examination by the State
banking department and the Federal De
posit Insurance Corporation.
In addition to the above, all of these
banks may be examined by the Recon
struction Finance Corporation, when they
borrow from the Corporation or when the
Corporation has purchased capital notes
or preferred stock. The State banking de
partment, the Federal Reserve Bank and
the R .F.C . make separate charges for the
examination.
The article is a plea for unified exam
inations under which direct costs will be
lessened and the time of bank employees
lost by reason of these numerous interrup
tions to regular procedure, will be avoided.
The article is also a plea for a closer re
lationship between State and Federal gov
ernmental agencies having to do with bank
ing problems.
Several times we have called the atten
tion of bank officials and the profession in
general, to the ideal situation that could be
established with reference to this problem.
There are certain matters of information
which the Federal Government desires and
needs to know with regard to each bank.
There are certain matters of information
in which the State government is inter
ested. There are certain items which the
administration of the bank needs to know
in greater detail than either the Federal or
State governments. The independent ac
countancy practitioner is in a position to
audit banks, furnishing reports covering
all of the desired points, reporting to each
authority or to all, ju st as may be deter
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mined, the entire result of the audit and
the total expense to the banks and to both
State and Federal governments, would be
considerably less than the expense now in
curred. To a great extent traveling ex
penses would be avoided and they repre
sent a considerable percentage in the total
bill.
Under the present systems, both Federal
and State governments maintain limited
groups of examiners, usually of such a
number as will enable them to cover the
territory within the period of a year. From
time to time Federal and State authorities
find it advisable, in order to get a picture
of the financial conditions covering the en
tire country or an entire State, to call for
reports as of a given date. There are times
when, if, in addition to these formal re
ports, it was desired to have a checking
made of all banks as of a certain date it
would be absolutely impossible for the
work to be done by Federal and State ex
aminers. It would bankrupt both banks
and governments to maintain a force suf
ficiently large to permit this to be done at
any one time. On the other hand, by the
utilization of independent accountancy
practitioners it would be possible to have
the work done simultaneously.
While naturally such a plan would in
crease the volume of professional work
rendered by accountancy practitioners,
there would be a corresponding increase
in opportunities for competent accountants
to enter the employ of these independent
practitioners rather than enter the employ
of the Government and increase the per
centage of citizenry already appearing on
governmental payrolls.

Banking Systems
Philip A. Benson, president of the Na
tional Association of Mutual Savings
Banks and president of the Dime Savings
Bank of Brooklyn, spoke before the an
nual forum of the Alumni Association of
Pace Institute on “Our National and State
Banking Systems.” A fter referring to pe
culiarities of the banking systems in
America, he gave as the fundamental
problem of savings banks “maintaining the
safety of our funds, securing adequate
earnings, and being at all times not only
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solvent but sufficiently liquid to meet all
demands.”
Speaking of the more recent banking
measures he said: “The savings banks of
the State of New York went into the Tem 
porary Federal Deposit Insurance Fund.
The savings banks of some of the other
states did likewise. The banks of Massa
chusetts and Connecticut, however, in both
of which states there are a very large
number of savings banks, stayed out en
tirely. Connecticut did so because its A t
torney General ruled that it would be il
legal for savings banks to join the Fund.
Massachusetts did so because they felt they
could create their own fund within the
State, that they as bankers would be bet
ter satisfied with their own funds and they
expected the public would approve it. The
judgment of the Massachusetts bankers
was evidently good. Their fund has been
created by law in that State and the fact
that they stayed out of the Federal De
posit Insurance Fund has not disturbed
their depositors. They are getting along
just as well as the insured banks in New
York. Connecticut banks have not suf
fered by reason of their staying out of the
Fund.”
Referring to matters of policy he said,
among other things: “I am sure that pay
ment of interest on demand deposits is not
a good thing. It has resulted in competi
tion for deposits. O f course savings banks
should pay interest in proportion to their
earnings but they should and will insist on
safety first. Deposit insurance is an ex
periment. I am not an advocate of it. I
think they are many features about it that
are objectionable. It seems to me that
it makes strong, well-managed banks pay
for the weak ones and those incompetently
managed. I believe in restrictions that
will keep bankers from being speculators;
that will require them to furnish sound
and conservative banking service to their
respective communities; that will not go
off into side lines and compete for depos
its. I believe that as far as possible, while
the Government should pass wise laws and
regulate the business of banking, and also
supervise, the Government should not be
in the banking business itself.” To which
we add— nor any other business.
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International Thinking
( Continued fr o m page 334)
except through the cooperation of our do
mestic segments. W e admit that the same
degree of cooperation is not possible in
international relations at the present time,
but there are many advances which can be
made in this line of improvement which
will increase our foreign trade without
militating against our domestic activities.
International thinking in the broadest
sense of the word constitutes the impera
tive answer to our foreign trade prob
lems. International planning is a natural
corollary of international thinking. This
leads me to believe that the next world
phase in economic and social development
will be international planning. There is no
better channel available for promulgating
and inculcating this viewpoint, while sup
porting those measures which will con
tribute to immediate revival, than the In
ternational Chamber of Commerce. This
stands as one of the most significant op
portunities your organization has ever
had. I know you will meet the challenge!
I congratulate you on the opportunity for
significant service to your country and the
other nations of the world represented in
the membership of the International
Chamber.

Japanese System
It was reported that when the Olympic
contests were held in Amsterdam four
years prior to the California series, the
Japanese took pictures of every type of
swimming and carried the photographs
back to Japan where experts devised the
best methods for securing the winning
stroke in each type. These methods were
then utilized in the classes wherein were
developed the youngsters who at Los
Angeles four years later became the swim
ming champions of the world.
The same systematic study of problems
confronting accountants in the days when
all business practices are changing will
secure just as satisfactory results for the
profession as the Japanese obtained in de
veloping their champions. Foresight prop
erly utilized will secure results.
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H E N accountants are mentioned,
one thinks almost immediately of
public accountants and especially of those
who have been examined and certified by
their states. But the scope of accounting
is larger than that and the public field is
but one part of it.
Because accounting is the newest of the
professions, the progress of women in it
has been somewhat easier than that of
women in the other and older professions
and women have been entering it in in
creasing numbers during the last fifteen
years. In 1918 one could locate but five
or six women certified public accountants
and not all of these were practicing. Today
there are approximately 115 women who
have passed examinations and obtained
certificates.
In addition, there are many women in
accounting, as there are men, who have
chosen a specialized line in private or mu
nicipal work. Women are holding posi
tions as cost accountants, controllers and
treasurers in private corporations and fis
cal officers of various kinds in municipal,
State and federal governments.
F or illustration, may I call your atten
tion to Mabel Reinecke who served suc
cessfully as Collector of Internal Revenue
in Chicago; to Myra Jones, the only wo
man to have addressed The American So
ciety of Certified Public Accountants, who
is controller of Bennington College; to
Florentine Goodrich of New Y ork who
has recently been designated as treasurer
of the Tennessee Valley Authority; to
Florence Stone who distinguished herself
as an authority on income tax matters
affecting the interests of Southern lumber
men; to Grace Dimmer who has recently
been elected treasurer of the Michigan As
sociation of Certified Public Accountants
and to a woman in a smaller State who
was one of the incorporators of the State
Society, held office in it for several years
and was twice elected representative to
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C.P.A., New York City
The American Society of Certified Public
Accountants.
In spite of the fact that the way in
accounting has been easier for women than
in some of the other professions, there is
still much to be desired. The opinion
seems to be abroad that there is an anti
pathy against women in the profession but
I have not met this among the business
men for whom I have worked. I found
that they employed accountants upon rec
ommended merit rather than upon any
other basis. However, in common with
all other women in the field, I have met
with some very interesting reactions on the
part of men in the profession, although I
have more often met with encouragement
and a fine fellowship.
The greatest problem facing women in
the public field is that of obtaining posi
tions in the offices of established account
ants. It was, at first, difficult for me to
believe this. So, being interested in the
profession and being in possession of a
healthy curiosity, I did a little private in
vestigating. I learned that but two of the
larger offices in New York City had wo
men on their staffs in any accounting ca
pacity. In answer to a letter asking one
firm if it employed women and if not,
would it be willing to give the reason, it
was stated that as a matter of policy, wo
men were not employed as they could not
be asked to endure the hardships which
field work often imposed.
When I read that, I am sure my laugh
ter was more uproarious than ladylike. As
I think of all the fu n I have had doing the
things which these would-be protectors call
hardships, I cannot help thinking how very
dull my working life would have been, if
I had been unfortunate enough to have
missed them.
To be sure, I have enjoyed travelling by
de luxe trains and airplane, working in
beautifully appointed private offices and
living in comfortable hotel suites but in the
course of my practice, I have also travelled
by ox-cart over the Macedonian plain; I
have been marooned in a snowstorm with
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a broken gas pipe four miles from a tele
phone; I have climbed by foot to the top
of a mountain to check the inventory of a
lumber yard; I have worked with a grain
bin for a desk and a salt box for a chair;
I have lunched from the corner grocery
and slept in unheated rooms. These were
not hardships but just a part of the day’s
work— a day’s work loved for its doing
and not for its setting. The problem is
just as interesting no matter how one trav
els to reach it, no matter where one sleeps
after it is done. All that matters is to do
it well enough so that there is sleep after
it is done and another task waiting.
And whether one is working for the
manufacturer, the utility owner, the bank
er, the farmer or the politician, if the work
is honest, it is fun. That brings to my
mind the interesting fact that those who
are looking for dishonest work, seldom
approach the woman accountant. I may
be wrong, but that seems like a tribute to
the integrity of the women in the profes
sion and is a point which our fellows might
note with advantage. My experience has
brought to my attention another thing and
that is that in an investigation, women can
usually outpoint men. I do not under
stand it, but it seems that those who play
the game contrary to the rules, have little
confidence in the ability of women and so
are careless or boastful— either of which is
disastrous. And, too, it may be less pain
ful to the pride of a woman to play “dumb”
and thereby have all the world left around
for her to see and use.
In closing there is room in the profession
for able women accountants; women who
are not afraid of hard work and long
hours, who have courage and persistence
and sense enough to laugh once in a while
and, maybe, when things get a bit too
rough, to run away and go fishing.

Government Costs
(Continued fro m page 323 )

of the heads of the departments within
that school was thinking of his own indi
vidual department, and so on down the
line, forgetting that in the last analysis
there was a single great educational insti
tution of which each was only a component
part and that the whole was greater than
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any one of the parts. Merely another illus
tration of the point which has been more
clearly shown by the hearings and subse
quent discussion on this bill than any other
point, save the fact that something should
be done by the Government to put it in
harmony with the other forward-looking
movements which it was sponsoring.
The writer knows of no Government
unit that would not be willing to under
take the work involved provided it was
chosen as the one to administer the law for
the entire Government.
As originally introduced, it contained
some details which appeared entirely su
perfluous. They were not objected to be
cause it is much more important that a
principle be established and chances taken
on ability to rectify any errors in detail
than that, because all desirable features
were not included and some undesirable
ones were included, the whole matter
should be sidetracked for fear that some
one unit would perhaps be benefited to a
greater extent, or handicapped to a smaller
degree than another.
I
have seen three suggested substitutes—
the purpose of each of which was that all
of the details should be stricken from the
bill and a single section enacted authoriz
ing the carrying out of the principle and
designating a particular unit as the proper
one to administer the same. These sug
gested substitutes in reality constitute en
dorsements of the principle and should be
seized upon by Congress as a sufficient
basis for passing a law, placing the admin
istration under the control of some govern
mental unit that is not seeking it but is
well adapted to carry out its provisions.
There should be a relationship between
the subject matter of the law and the func
tion of the governmental unit to which its
administration is entrusted. It would be
clearly incongruous to place the adminis
tration with the Secretary of State or in
the office of the Attorney General. Merely
for the purpose of suggesting one perfectly
appropriate unit, although not the only one,
which, to the knowledge of the writer at
least, has not asked for the job or indicated
that it was competent to handle it, the Di
rector of the Budget could, with as little
inconvenience and as great efficiency as
any other Government official, take over

the responsibilities which the bill carries.
Cost determination and budget preparation
are so closely reflated as to make such a
combination an a dvantageous one.
The favorable report of a general bill,
the less detail the better, incorporating the
principle involved and placing the deter
mination of details and administration in a
unit dealing with related problems, would
indicate that the Committee was thorough
ly acquainted with the present unsatisfac
tory competitive relationship existing be
tween the Government and private busi
ness and desired to correct the evils.
The American Society believes that the
passage of the bill would be helpful to both
the Government and the Public.

C o d e
by

N athan

E x p e n s e s

B o o n e W il l ia m s ,

Attorney

Washington, D. C.
E V E R A L interesting problems are
likely to come to the attention of au
ditors and accountants respecting expenses
incurred by their clients which grow out
of charges or operations of Code Author
ities administering a fair practice Code to
which their clients are subject.
Assessments lawfully made and paid by
a unit of an industry to the Code Authority
administering such a code are, of course,
properly chargeable to general administra
tive expenses.
But Code Authorities may prefer charges
against a unit of the industry alleging vio
lation of the provisions of the Code.
These, according to present practice, may
involve hearings before a State or R e
gional Administrator of N RA, and may
come to the N RA Compliance Board at
Washington, where such Board may decide
to allow them to lapse or be abandoned, or
it may decide to send the charges to the
Federal Trade Commission or to the De
partment of Justice for attention.
The Federal Trade Commission or the
Department of Justice may institute pro
ceedings as they may determine.
The unit of the industry may or may not
prevail ultimately in its defense against
such charges. But in defending it is put
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to many items of expense, extra trav el,
telephone, telegraph, counsel fees, and
many other items.
Assuming that it is finally successful in
its defense against charges brought by the
Code Authority, what if any are its rem
edies against such Authority to recover its
outlays made in defense of charges later
held to have been without merit?
To ask the question is to answer it on
familiar principles of ancient law.
Where my unjustified acts cause another
expense or damage, I am legally responsible
for such expense and damage.
Code Authorities thus failing to estab
lish the correctness of their charges of vio
lation of a Code of Fair Competition be
come responsible to the one complained
against for all his expenses laid out and
incurred in defending against such unwar
ranted action, and he may bill the Code
Authority for all such expenses so in
curred, including reasonable counsel fees,
and if Code Authority does not pay such
bill he may charge such bill against future
assessment of code maintenance expenses
until the bill is balanced.
The failure of corporate or partnership
management to recover such items in such
cases mark them as having been derelict in
their duty to their stockholders or partners.
Such failure is to allow waste of corporate
or partnership assets and is a breach of the
trustee relation management occupies to
partners and stockholders.

N .

R .

A

.

L o s s e s

[ N O T E : T h e U n ite d S ta te s G o v e rn m e n t A d 
v is e r f o r M a y 31 c o n ta in e d th e f o llo w in g a r tic le
w r itte n b y R . P re s to n S h e a le y, a u th o r o f “ T h e
L a w o f G o v e rn m e n t C o n tra c ts ,” a n d W a s h in g 
to n C o u n s e l o f the N a tio n a l R e ta il C re d itm e n ’ s
A s s o c ia tio n . M r . S h e a le y m a de a c a r e fu l s tu d y
o f th e p ro b a b le losses in v o lv e d u n d e r th e N R A
codes a n d th e b e n e fits w h ic h w i l l com e to G o v 
e rn m e n t s u b c o n tra c to rs a n d m a te ria lm e n as a
r e s u lt o f th is b i l l m a y be la r g e ly tra c e d to th e
p e rs is te n c y w it h w h ic h he fo llo w e d th e m a tte r
u p w h ile i t w a s b e fo re C o n g re s s .
O f co u rse ,
a c co u n ta n ts w i l l p la y an im p o rta n t p a r t in p r o 
v id in g th e fa c tu a l evidence as to loss w h ic h w i l l
be n e ce ssa ry in o r d e r to o b ta in th e po ssib le
r e lie f . ]

Under date of August 24, 1933, the
writer explained that, notwithstanding
compliance with codes on federal contracts
entered into prior to the adoption of the
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National Industrial Recovery Act of June
16, 1933, and the executive order of Au
gust 10, 1933, predicated upon that Act,
had, in many instances, increased costs of
performance and relief would have to be
afforded by Congress. On the same date
that this article was published in this mag
azine, August 24, 1933, the attorney gen
eral rendered an opinion to the President,
the last paragraph of which was as fol
lows :
“I, therefore, have the honor to advise
you that heads of executive departments
and independent establishments have the
nower and authority to enter into supple
mental contracts based upon good and
valuable consideration, with persons who
made contracts with the Government prior
to the date of the passage of the National
Industrial Recovery A ct (A ct of June 16,
1933) for the delivery of materials or the
performance of labor subsequently to such
date, agreeing to reimburse such persons
for increased costs incurred by them as a
result of the operation of the industrial
codes or of the President’s reemployment
agreement. The consideration upholding
the validity of such supplemental contracts
may consist of the contractor’s adherence
to and compliance with the applicable code
or codes or with the President’s reemploy
ment agreement.”
Notwithstanding the interpretation of
the law as thus expressed, on April 9,
1934, Representative Sumners, of Texas,
introduced a bill at the request of the Sec
retary of the Treasury of date April 4,
1934, “to provide relief for Government
contractors whose costs of performance
were increased as a result of compliance
with the act approved June 16, 1933.” A
companion bill was introduced in the Sen
ate by Senator Harrison on April 17, 1934
(S . 3402). The Sumners bill (H . R. 9002)
was passed by the House on May 14, 1934,
and was then taken up for consideration
by the Senate Judiciary Committee, to
which committee the matter had been re
ferred by re-reference from the Senate
Finance Committee.
In a brief presented to the subcommittee
of the Senate Judiciary Committee, con
sidering the matter the writer has called
attention to the language of the two bills,
pointing out that strict interpretation would
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exclude claims of subcontractors and ma
terialmen, though it was the plain inten
tion, as evidenced by the letter of Secre
tary Morgenthau, to afford relief not only
to prime contractors, but to subcontractors
and materialmen as well. There is ground
for believing that this contention will be
found to be sound and that in ordering a
report to the Senate the Judiciary Com
mittee will correct this ambiguity in the
bill. I f so, it will afford relief not only to
prime contractors, but to subcontractors
and materialmen as well.

Accountants and Bankers
On Tuesday, February 13, the Philadel
phia Chapter of the Robert Morris Associ
ates held a meeting to which they invited
the Committee on Cooperation with Bank
ers of the Philadelphia Chapter of the
Pennsylvania Institute of Certified Public
Accountants. The following questions had
been submitted for the accountants to an
swer:
Q uestion 1 : F o r years, conservative
practice in pricing inventories was Cost
or Market, whichever was lower. In nu
merous industries, Market Value at the pre
ceding closing period was considerably un
der cost and likewise considerably under
present market values. I f on December
31st, the manufacturer priced his Inven
tory literally on the statement of Cost or
Market, whichever was lower, and we find
that Market Value on December 31 was
higher than Market Value, say June 30,
and yet less than Cost, the pricing of the
Inventory using the Market Value on De
cember 31 would contain a profit which
had not been realized. W e are of the
opinion that the statement Cost or Market
value should be amended to read “Cost or
Market value at last preceding closing
period as against present Market Value,”
using the lower of the two figures.
Q uestion 2 : Should report show the
tonnage (or unit volume) with unit cost
as against previous year, so as to show
what portion of profit is due to price in
crease ?
Q uestion 3 : W hat is considered an out
standing bond? For instance, is a bond
carried in Treasury and not cancelled by
Trustee an outstanding bond where there
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are working capital provisions tying in with
the mortgage indenture and where nothing
has been said in the indenture to define an
outstanding bond?
Question 4 : Should not an Auditor in
corporate in his report the code under
which the particular company is operating ?
Q uestion 5 : In deriving plant and ma
chinery value, should not last date of out
side appraisal for percentage of deprecia
tion per year be stated? Continuing, if
upon percentage basis and value derived,
in opinion of party conducting audit, is
still in excess of what is believed to be a
fair value, should not special comment be
made pertaining to same ?
Q uestion 6 : A great deal of discussion
has taken place concerning the accountant’s
responsibility to his client and the scope of
his audit, and while his client and we, as
lending banks, are primarily concerned
about the financial statement and the vari
ous relations of the items shown thereon, I
have been wondering as to whether it is not
equally important that comment should
be made by the accountant on the state
ment of operations as well as the balance
sheet. I do not mean the stereotyped per
centage to sales set-up, which is, of course,
important. I have in mind rather comment
on the relationship of sales to merchandise,
accounts receivable, and fixed assets, etc.,
all of which are vital factors in the results
obtained. I f this were done in compara
tive form, his client would be able to sense
some of the reasons for his profit or loss
and observe tendencies.
Q uestion 7 : W hat steps does the ac
countant take to determine any contingent
liabilities of any kind?
Q uestion 8 : In a general balance sheet
audit does the auditor satisfy himself that
all liabilities and charges are recorded on
the books?
Q uestion 9 : In what way does an audi
tor satisfy himself as to correctness of an
inventory and how can a credit man read
ing report feel reasonably satisfied that it
is correct?
Q uestion 1 0 : In view of the pending
Bankruptcy legislation should full details
be given as to leases?
Q uestion 1 1 : W hat factors should be
known to determine the amount of work
ing capital a business should have and
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how should they be applied to obtain the
answer to this question?
Q uestion 1 2 : Is the gross profit method
the only known means of detecting an in
flated inventory figure? I f not, what other
means can be used?
Q uestion
13: In the operating account
should the appreciation of inventory be
shown as a separate item?

Notes
Those accountants who had the pleasure
of meeting Mr. Thomas Keens at the In 
ternational Congress on Accounting in
New York in 1929, will be glad to learn
that he was recently knighted. The Coun
cil o f the Society of Incorporated Accoun
tants, of which society Mr. Keens was
president in 1929, entertained at a dinner
in honor of Sir Thomas and Lady Keens.
The June issue of the Burrough’s Clear
ing H ou se contains an article by Arthur
Van Vlissingen, Jr., in which there is re
cited the record of “How Detroit, the Mo
tor capital, streamlined a budget, put kneeaction into operation on its delinquent tax
payers and caused the price of its bonds to
shoot ahead from the 30’s to the 80’s.”
A very interesting story.
It is noted from T h e Accountant, official
organ of the Institute of Chartered A c
countants in England and Wales, that the
Postmaster General has recently appointed
Mr. Gilbert Shepherd, a member of the
Council of the Institute of Chartered A c
countants, as a member of the Post Office
Advisory Council. Mr. Shepherd is a past
president of the Cardiff Chamber of Trade
and president-designate of the National
Chamber of Trade.
D. H. McCollough, C.P.A., of Charlotte,
N. C., has recently copyrighted what he
has christened the Calinda Calculator. I f
the claims which Mac makes for the con
trivance are as accurate as his ability as
a trap shooter every accountant ought to
carry one around in his pocket as a first
aid equipment for a tired brain.
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C A L IF O R N IA
The annual meeting of the Fresno Chap
ter of the California State Society of Cer
tified Public Accountants was held on May
10, 1934, at which time the following offi
cers were elected: G. S. Gilbertson, Presi
dent ; Victor E . Storli, V ice-President;
George H. Lips, Secretary-Treasurer; Di
rectors, Harry W . Hills and George W .
Sims.
The Los Angeles Chapter of the
California State Society held its m onth
ly dinner Monday, M ay 14, followed by
the usual program.
T h e guest speaker of the evening
was W . G. Paul, Secretary of the Los
Angeles Stock E xchange, who discussed
recent stock exchange legislation touch
ing on the financial reports that are re
quired and the way in which account
ants can cooperate to improve them.
At the annual meeting of the San F ran 
cisco Chapter of the California State Soci
ety of Certified Public Accountants, held
at the Presidio Golf Club on May 18, 1934,
the following officers and directors were
elected to serve for the ensuing y ear:
President, A. DeW itt Alexander; VicePresident, R. S. Kirkland; SecretaryTreasurer, B . W . Bours; Robert Bu
chanan, Francis P. Farquhar, Phillip A.
Hershey, Theodore Rothman, A. F . Sher
man and Frank G. Short.
D I S T R I C T O F C O L U M B IA
T h e D istrict of Columbia In stitu te of
Certified Public A ccountants has ju st
issued a 16-5x8-page D irectory for dis
tribution to those whose business in
terests require the services rendered by
certified public accountants.
T h e foreword gives a short recital of
the development of the profession, fol
lowed by extracts from the by-laws of
the District Institute. The membership
proper includes the individual names,
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their address and firm connection. One
page contains the present officiary, fol
lowed by a roster of the presidents from
1922 when the In stitu te was organized,
after which the standing com m ittees
for the present year are listed, and one
page is given over to a short statem ent
as to the type of services rendered by
certified public accountants, calling at
tention to the fact that they are amenable
to a State Board and that their professional
standards are measured by Society mem
bership and the group is governed by strict
standards of professional conduct.
F L O R ID A
T h e annual m eeting of the Florida
In stitu te of A ccountants will be held at
the M iam i-Biltm ore H otel, Ju n e 15 and
16. T h e ou t-of-State speakers so far an
nounced are Lloyd Morey, Professor of
Accountancy at the University of Illi
nois, on the subject “Governmental A c
counting,” and Colonel A rthur H. Car
ter, immediate past president of the
New Y ork State Society, who will
speak on “A ccounting Trends Under
P resent-D ay Conditions.”
From the M arch Bulletin of the
Florida In stitu te we note that one of
the Florida cities recently awarded its
annual audit to the lowest bidder for the
sum of $125. This audit used to bring
a fee of from $300 to $400. A nother il
lustration of the fact that com petitive
bidding alm ost uniformly reacts to the
injury of the bidder and the biddee. It
is alm ost certain that Lake City could
not obtain a first-class audit for the
am ount involved.
The Waverly Press K alen d s recently
remarked, “The manufacturer who sells
so cheap that you cannot see how he does
it is sometimes smart enough to cut quality
so that you cannot see how he does it
either.”
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G E O R G IA
The annual meeting of the Georgia So
ciety of Certified Public Accountants was
held in Savannah on May 26, 1934, at
which time the following officers were
elected: President, R. L. Holland, Savan
nah ; Vice-President, E . W . Gottenstrater,
A tlanta; Vice-President, M. H. Barnes,
Savannah; Secretary, L. E. Campbell,
Emory University; Treasurer, S. B. Ives,
A tlan ta; Librarian, Wm. F . Loflin, Colum
bus; Trustees for two years, Joel Hunter,
J r ., Atlanta, George C. Baird, Augusta,
and J . T . M cI ver, Savannah.
IN D IA N A
A t the recent annual meeting of the
Indiana Association of Certified Public
Accountants the following officers and di
rectors were elected: President, B. D.
Spradling, Indianapolis; Vice-President, J.
R . Wharton, South B en d ; Secretary, H.
A. Roney, Indianapolis; Treasurer, A. R.
Chapman, Indianapolis; Auditor, H. W .
Painter, Indianapolis; Directors, W . M.
Madden and John S. Lloyd of Indianapolis
and E . E. Thomas of Evansville.
M IC H IG A N
T h e M ay m eeting of the M ichigan
Association of Certified Public A c
countants was held at the H otel S ta t
ler Thursday evening, M ay 10. F o l
lowing a dinner participated in join tly
by the M ichigan A ssociation and the
D etroit Society of R etail A ccountants,
Professor E . H. Gault of the U niversity
of M ichigan School of Business Admin
istration, spoke on “ M erchandise Bud
geting.” T h e paper provoked a series
of questions and discussion thereon after
which the State Board of Accountancy
presented for the consideration of certifi
cate holders some suggested amendments
to a proposed statement of professional
standards.
The nominating committee for officials
for the coming year was selected.
M IN N E S O T A
(From April, 1934, B ulletin of the Min
nesota Society of Certified Public
Accountants.)
B E F A IR
An injunction that every Certified Pub
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lic Accountant should daily strive to prac
tice is the caption of this editorial. The
Certified Public Accountant cannot exer
cise tolerance or those other oft-repeated
and discussed standards of practice unless
he endeavors to be fair— fair to his fellow
practitioner, his client and the public.
To be fair in our ordinary business pur
suits is more or less obligatory by law and
we need no meritorious praise for th is;
but to be fair in our opinions, utterances
and actions, not enforced by civil or pro
fessional standards or codes, is purely a
voluntary matter reflecting a generosity of
spirit, and a magnanimous nature.
N EW JE R S E Y
The annual meeting of the Society of
Certified Public Accountants of the State
of New Jersey was held on the evening of
May 21, 1934, at the Downtown Club,
Newark.
Announcement was made of the adop
tion of amendments to the constitution
and by-laws.
Resolutions were passed
changing the name of the society to the
New Jersey Society of Certified Public
Accountants and electing Honorable W al
ter R. Darby as an honorary member of
the society for the “signal service to the
State of New Jersey in his many years of
work as Commissioner of Municipal Ac
counts, to bring about better accounting
and higher accounting standards for the
counties and municipalities of the State;
and more recently as State Auditor.”
Officers of the society were re-elected as
follow s: President, Philip S. Su ffern ;
First Vice-President, Julius E . Flin k; Sec
ond Vice-President, John A. Conlin; Sec
retary, Theodore K roh n ; Treasurer, W .
Melville Coursen. Trustees elected for
two years were Frederick Banks, A. H.
Puder, Jam es J . Hastings, Harold A. Epp
ston, and Peter Wiegand. Robert Caruba
and Louis E . Schotz were elected auditors.
The society was addressed by Aaron
Lasser, Secretary of the Mercer Beasley
School of Law of New Jersey, on “Legal
Status of Accountants in Courts of Law
and Equity.”
N EW YO RK
T h e T h irty-sev en th Annual M eeting
of the New Y o rk State Society of Cer
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tified Public A ccountants was held at
the W aldorf A storia, M ay 14, consist
ing of afternoon and evening sessions'
intermissioned with a dinner meeting.
Th e general su bject was the National
Securities Exchange A ct of 1934, and
the Securities A ct of 1933. T h e cor
porate phases were presented by Sam 
uel W . Reyburn, president of the A sso
ciated D ry Goods Corporation of New
Y o rk ; the banking phases were pre
sented by Hugh K now lton, partner of
Kuhn, Loeb and C om pany; the legal
phases were discussed by H. Theodore
Sorg, of Sorg, Duncan and B a ile y ; and
the accounting phases by C. Oliver W el
lington, C.P.A.
The following officers were re-elected:
W alter A. Staub, P resid en t; Frederick
H. Hurdman, F irst V ice-P resid en t;
M orris C. Troper, Second V ice-P resi
d en t; Fred L . Main, T re a su rer; W . J .
Forster,
Secretary.
New
directors
elected were Norman E . W ebster,
Thomas W . Byrnes and DeW itt C.
Eggleston.
A Survey Committee has been appointed
for the purpose of investigating the gen
eral conditions affecting the practice of
public accountancy, mainly from the finan
cial aspect; to hear complaints; to learn the
facts and causes responsible and to con
sider such equitable and practicable sug
gestions as may be offered to remedy the
conditions complained of. Members of
the committee are Samuel J . Broad,
Franklin C. Ellis, A. S. Fedde, Martin
Kortjohn, H. E . Van Benschoten, Morley
S. W olfe and Morris C. Troper, Chairman.
N O R T H C A R O L IN A
The North Carolina Association of Cer
tified Public Accountants held its Spring
meeting at the King Cotton Hotel, Greens
boro, May 17, 18 and 19.
The program of the Thursday meeting
was confined to the Board of Directors
and committeemen. During the past half
year President William E . Stevens has been
directing the activities of a special legisla
tive committee more energetically than is
usual with committees of that sort. Their
efforts have been directed to making ad
vance preparation for the Legislature of
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1935. They outlined a proposed law based
on the principle established by the attor
neys in California some five years ago
when they passed the California State Bar
Act. A law embodying the same principle
but relating to accountancy has not as yet
been presented to any State legislature.
The last North Carolina Legislature
adopted the principle in a State act govern
ing attorneys and the accountants have
been studying the necessary changes that
would need to be made to adapt the same
principle to the accountancy profession.
Copy of the proposed bill had been sent
out to each of the certificate holders. It
had been discussed in some of the chapter
groups and was made the chief order of
business for the Spring meeting of the
State Association, to which all C. P. A.
certificate holders in the State, whether
members of the Association or not, were
invited. It was announced at the evening
dinner meeting on Friday that the atten
dance had been the largest of any meeting
of accountants held in the State.
Friday morning, following the opening
exercises, chief of which was an address
of welcome by Mayor Harrison, a report
of the Committee on Government Account
ing was presented by George H. Adams, a
former member of the State Board of
Accountancy and now a member of the
Local Government Commission of the
State. The commission has just completed
the preparation of a monograph which will
soon be in press, containing its rules and
regulations and the form of contract to be
entered into by the various governmental
units in connection with audits to be m ade;
a classification of the various types of
audits and the points to be included in
each, together with the forms of the re
ports to be submitted. North Carolina was
one of the first States to develop a sem
blance of uniformity with regard to Gov
ernment audits and under the law now in
effect all contracts for audits of the va
rious local governments must be concurred
in by the State Board.
Following questions and attendant dis
cussion, the subject of the proposed legis
lation was before the group for the re
mainder of the morning and all of the
afternoon session. The various points at
which it was felt the present law was ef
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fective were brought out, the possibilities Under North Carolina Statutes” ; E. B.
of professional control under the suggested Taylor on “Treasury Decision No. 4422” ;
type of law were discussed and at the con and O. N. Hutchinson on “Recent Activ
clusion a committee, including the State ities of the North Carolina Association.”
Board, officers and special committee of
Leslie A. Heath, Chairman, was in
the State Association, representatives of charge of the meeting which was well
C. P. A .’s not members of the State A s attended.
sociation and of the public accountants,
was authorized with instructions to make
P E N N S Y L V A N IA
such revisions in the light of the discus
T h e Philadelphia Chapter of the
sion as were thought wise and present a
Pennsylvania Institute was addressed at
revised law to all certificate holders thirty
its April m eeting by Charles B . Couch
days in advance of a meeting to be held in
man, who discussed the Incom e T a x
the fall, at which time final action might
Law , the Securities A ct, the National
be reasonably expected to be taken.
Securities Exchange A ct and the Na
The Secretary of The American Society
tional
Industrial R ecovery A ct as they
was present during the day and at the
close of the two sessions, expressed the affected the certified public accountant.
opinion that it had not been his privilege
R H O D E ISL A N D
to listen to a more constructive discussion
of the whole legislative problem than this
The Annual Meeting of the Rhode Is
one. Opinions varied greatly at different land Society of Certified Public Account
points but underlying the entire discussion ants was held at the Narragansett Hotel,
was a noticeable attempt to submerge per Providence, on the evening of April 17.
sonal views in order that a decision might Dinner guests included Professor Ralph C.
be reached, having in mind the improve Jones, Ph.D., C.P.A., of Yale University,
ment of the profession as a whole.
and Edward P. Tobie, Secretary of the
Friday evening the dinner was held in State Board of T a x Commissioners. Offi
the ballroom, O. N. Hutchinson acting as cial business prevented the members of the
toastmaster. The entertainment was fur Board from attending the meeting.
Following dinner, Professor Jones, who
nished by the Greensboro Male Chorus and
exhibition dancing by the Byrum group. is incidentally author of Volume V of
T . A. Avera of Rocky Mount, reversing “Taxation of Foreign and National Enter
the somewhat trite subject of the Mystery prises” prepared under the auspices of the
of Creation, discussed the “Creation of Fiscal Committee of the League of Na
Mystery— Woman.” It was a very fine tions, addressed the gathering on the sub
tribute to the influence of woman through ject “Double Taxation” in a most instruc
out all Ages. Those present were so im tive manner.
Edward P. Tobie, who has occupied the
pressed with the ability of the speaker to
picture the subject that he was discussing post of Secretary of the State Board of
that he followed with a “legal sermon.” T ax Commissioners since the creation of
Following the program dancing began and the Board in 1912, gave a short and in
was still in progress when the Secretary teresting talk on the taxation of corpora
left at eleven o’clock.
tions in Rhode Island, with particular
Saturday was to be given over to a busi reference to methods of allocation used in
ness session in the morning with a golf the avoidance of double taxation.
tournament in the afternoon. The occasion
The election of officers and directors
was graced by the attendance of about for the ensuing year then took place, re
sulting as follows: President, C. Watson
forty ladies.
Scott; Vice-President, Townes M. H arris;
The Charlotte Accountants’ Club held Secretary and Treasurer, William B. M.
its monthly luncheon meeting on May 26, M iller; Directors, the foregoing: Spencer
1934, at which time short talks were given H. Over and Francis E . Welch.
by N. S. Zeigler, on “Ain’t It the Truth” ;
Some time was spent in discussing bills
J . M. Vanhoy on “Audit Requirements before the recent State Legislature.
and Loans to Stockholders and Officers
A hearty vote of thanks was accorded
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the retiring President, Spencer H. Over,
and he was earnestly congratulated upon
his excellent work and unremitting interest
in the advancement of the Society.
The next meeting of the Society will be
held on June 19 for which meeting is
scheduled a discussion of the Revenue Act
of 1934.
TEN N ESSEE
The Tennessee Society of Certified Pub
lic Accountants has ju st issued a neat tenpage directory listing by chapters (fou r)
the members, together with their firm con
nection and address, a summary of the ser
vices rendered by certified public accoun
tants and the code of ethics and precepts
of professional conduct.
TEXAS
The T ex a s A ccountant for April is
largely devoted to a discussion of an educa
tion program, with short reports on the
membership campaign and chapter meet
ings.
V IR G IN IA
The Virginia Society of Public Account
ants has eliminated its usual Spring meet
ing and will hold instead a two-day meet
ing September 7 and 8 at Virginia Beach.
In addition to the organization of a
Chapter at Norfolk, mentioned some
months ago, a Richmond Chapter has now
been formed, headed by the following offi
cers: President, H. L. Dickerson; VicePresident, F . L. W orcester; SecretaryTreasurer, George R. Geddy.
W A SH IN G T O N
The annual meeting of the Washington
Society of Certified Public Accountants
was held on Friday evening, May 11, at
which time the following officers were
elected: President, Don S. Griffith of Se
attle; Vice-President, Arne S. Hansen of
Seattle; E . F. Chabot was re-elected Sec
retary-Treasurer.
The annual joint meeting of the W ash
ington and Oregon State Societies will be
held in Portland on June 22 and 23.
“A sound discretion is not so much in
dicated by never making a mistake as by
never repeating it,”— B ov ee,
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Do It Ourselves
( Continued, fr o m page 354)
their operations. The simplicity of the
remedy seems to be the chief reason why
it has not long since been universally pre
scribed. It is this sort of work that Certi
fied Public Accountants are engaged in
and there is great need of educating the
public to a knowledge of this fact.
Since we are now quite far removed
from the Dark Ages, there is absolutely
no justification for the outcropping of
bigotry which is occasionally to be ob
served. Firm s of Certified Public Ac
countants who allow their actions to be
influenced in this manner are unworthy of
standing in the ranks of a profession.
Organized accountancy should put forth
strenuous efforts to purge itself of this
evil.
A satisfactory solution of the problems
mentioned herein, and of others which will
arise from time to time, can only be
obtained by the united and aggressive
action of Certified Public Accountants
everywhere, having as their motto “W e
must do it ourselves.”

STATE BOARD NEWS
M IN N E S O T A
The Minnesota State Board of Account
ancy has recently issued a booklet con
taining the Minnesota law, rules and regu
lations governing examinations and issu
ance of certificates and rules of profes
sional conduct. One recently revised pro
vision is found in the application blank in
which the candidate certifies that he is
familiar with the accountancy law and the
rules of the Board and that he will comply
with and abide by such rules.
TEN N ESSEE
W . M. Duncan of Nashville and B. I.
Dahlberg of Knoxville have recently been
appointed to the Tennessee State Board
of Accountancy. At a meeting held on
May 16, 1934, Harry M. Jay of Memphis
was re-elected President of the Board and
Avis T . Hobbs of Nashville was re-elected
Secretary.
Other members are M. O.
Carter of Memphis and O. E . Johnson of
Chattanooga. Edwin F . Hunt of Nash
ville is the attorney member,
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A u d ito r s

a n d

P ro s p e c tu s

June,

E s tim a te s

o f P ro fits
(From Weekly Notes of T h e Accountant
[London], May 19, 1934.)
Our attention has been called to the
prospectus in the Irish press of a company
newly registered in Dublin under the laws
of the Irish Free State for the purpose of
carrying on a cinema enterprise. The
document is remarkable, in our view, in
the respect that it contains an auditors’
report which relates to the future profits
of the undertaking. The directors submit
a “careful estimate of prospective revenue
expenses and profits based on the experi
ence of similar enterprises in Dublin and
elsewhere.” Immediately following this is
the auditors’ “report” which states that
“we have examined and checked the de
tails of the profit estimates prepared by
you— and as a result of our examination
and our experience of the trade we can
inform you that we consider these estimates
are worked out on an extremely conserva
tive basis. On the assumption that antici
pated results will be realized, the dividend
on the preferred ordinary shares would
appear to be covered more than three and
one-half times, whilst 29.7 per cent will be
earned on the issued ordinary shares. W e
have also examined the figures for esti
mated capital expenditure on purchases of
premises, building equipment, etc., and are
of the opinion that the present issue will
provide ample working capital for the pur
poses of the company and for the comple
tion of the developments contemplated.”
It is quite true that the statements in this
report turn on the assumption “that antici
pated results will be realized” but we feel
sure that we voice the opinion of the pro
fession in saying that the publication of
such a document is extremely regrettable.
In so far as the report is a certification of
the correctness of mere arithmetic, it is
unnecessary, and in so far as it is based on
“experience of the trade,” it is outside of
the competence of a Chartered Accountant.
“ Foliowship is as important as leader
ship.”— A nonym ous.

N OTES
The annual meeting of the Accountants
Club of America, Inc., was held in the
Hotel New Yorker, New York City, on
Tuesday, April 24.
The speaker at the technical session was
William R. Donaldson, Deputy Commis
sioner of the City of New York, who
spoke on “New York City Finances and
Accounts as Viewed by the Certified Pub
lic Accountant.”
Officers elected for the ensuing year are :
Honorary President, Robert H. Montgom
ery ; President, Victor H. Stem p f; Vicepresidents (re-elected) Samuel D. Leidesdorf and Joseph L. M o rris; Secretary,
Frank Flynn; Assistant Secretary, Freder
ick J. H aller; Treasurer (re-elected), Cecil
D. Giles; Assistant Treasurer, Ira A.
Schur.
The second eastern regional Conference
of the National Association of Bank Au
ditors and Comptrollers was held at Phila
delphia, April 20 and 21.
The program contained the names of
three certified public accountants. W alter
A. Staub, president of the New York State
Society of Certified Public Accountants,
spoke on “General Accounting Policies.”
Arthur J . Linn, Comptroller of the Ham
ilton National Bank of Washington, D. C.,
had charge of the discussion following the
luncheon period, and John K . Mathieson
of Philadelphia discussed the “Appraisal
of Unsecured Loans” in the Saturday
morning forum.

The Florida M unicipal R eco rd for April
contained an interesting article on “W hat
is an Audit,” by W alter Mucklow, C.P.A.
In addition to answering that particular
question the author went on to describe
the kind of an audit that best meets the
requirements of the municipal accounting
field.
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Announcements
Phillip A. Hershey & Co., Certified Pub
lic Accountants, announce the removal of
their offices to suite 514 Financial Center
Building, 405 Montgomery Street, San
Francisco, California.
Otho G. Cartwright, C.P.A., announces
the removal of his New York office to 521
W est 112th Street, New York City.
Eliot & Jacobs, Certified Public Account
ants, announce the removal of their offices
to 74 Trinity Place, New Y ork City.
Announcement is made of the dissolu
tion of the firm of Kelly and Adams. On
and after May 1, 1934, James J . Adams,
C.P.A., will resume practice on his own
account at 15 Park Place, New York City.

I n d e x

to

Ju n e,

Honorable Eugene Black has been desig
nated to succeed Honorable Logan Morris
as Chairman of the U. S. Board of T ax
Appeals.
Over, Ormiston & Company, Account
ants and Auditors, of Providence, R. I.,
announce the removal of their New York
office to 171 Madison Avenue.
Price, Waterhouse & Co. announce the
removal of their Pittsburgh office to 1239
Gulf Building, 439 Seventh Avenue.
Ludewig & Deutsch announce the re
moval of their office to 580 Fifth Avenue,
New York City.
Sol L. Rabinowitz, C.P.A., has removed
his offices to 1170 Broadway, New York
City.
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pensable working manual for professional
accountants, auditors, C .P .A . candidates, and
accounting students.
S in g le C op y, p o s t p a i d ....................................... $ 2 .5 0
(R efu n d ed if you a re n o t fu lly satisfied
and re tu rn copy to us w ith in ten d a y s.)

THE GREGG PUBLISHING CO.
New York

C h ic a g o

San Francisco

Boston

Gregg Books A r e Authoritative
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More than twenty-two million people visited this great exposition in 1933. By popular demand
it is being repeated on an even grander scale this year. The Walton School of Commerce
again invites you to come to this wonderful Fair, and while you are in Chicago to visit the
School, located but a short walk from the main entrance to "A Century of Progress."

Accountancy-Trained Men Will
Be In Greater Demand

“ The Walton Way to a Better Day”

Under the National Industrial Recovery A ct accounting
is the "vital basis for price making, for selling policy,
for business control." The Federal Securities Act,
with its widespread and searching requirements, will
mean greater opportunities for the trained accountant.
To qualify for the many worth-while positions that
will be created under existing and pending legisla
tion, and with the assured increase in business activity,
you must provide yourself with training unquestion
able in its thoroughness. Such training is available to
you through the Walton School of Commerce.

Is a book giving a remarkable exposition of Walton
ideals and achievements. In addition to containing
many inspiring statements from successful accountants
and executives, it presents a definite plan for your
own training and advancement. It is FREE Fill out
the coupon below and mail today. Be sure to indicate
the type of instruction in which you are interested.

WALTON COURSES
CONSTRUCTIVE ACCOUNTING
ADVANCED ACCOUNTING AND AUDITING
SHORT INTENSIVE-ADVANCED ACCOUNTING
PRINCIPLES AND PROCEDURE
COST ACCOUNTING - - BUSINESS LAW
FEDERAL INCOME TAX ACCOUNTING
MATHEMATICS O F ACCOUNTING
AND FINANCE
C.P.A. COACHING

W alton’s R eco rd O u ts ta n d in g !
For nine successive years Walton students won high
honors in the American Institute examinations. Walton
students have won 22 medals presented by the Illinois
Society of Certified Public Accountants for high stand
ing in Illinois C.P.A. examinations. More than 1,250
Walton-trained men and women are now Certified
Public Accountants by examination. Text materials
comprising Walton Courses have been adopted for
classroom use by hundreds of educational institutions
throughout the country.
Charles H. Langer,
Ph.B., C.P.A.
President and
Educational D irector
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Day and Evening Classes and
Hom e Study Instruction
S
e

c

h

r

c

o o

l

5 05-515 McCormick
Building
Chicago

e

Member National Home Study Council
W A L T O N S C H O O L O F C O M M E R C E , 505-515 M c C o r m ic k Building, C h ic a g o , Illinois
W ith o u t obligation on m y part, please send me a c o p y o f "T h e W a lto n W a y to a Better Day," and suggestions
as to what you can d o to help me advance in the business world.
Nam e

.......

H O M E S T U D Y IN S T R U C T I O N
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SIMPLER.. FASTER
ELIMINATES NEEDLESS MOTIONS
Prints ciphers autom atically.Thus,
alm ost one-third o f the work is
done without touching a key.

You touch 4 .6 7 with one stroke
— not three. You touch 5 ,8 7 0 .0 0
with one stroke— not six!

Try this new Burroughs. You will like its speed . . . its simplic

To subtract, touch the subtract
b ar. To add, touch the adding
b ar. It's just that simple.

ity . . . its ease of operation. Watch it handle almost onethird of the average work automatically . . . see how much
easier and faster you can list and add amounts when you take
advantage of the short cuts offered by the full visible key
board.

Remember, too, these important features are offered

in more than 90 different models at surprisingly low prices.

BURROUGHS ADDING MACHINE COMPANY
DETROIT, MICHIGAN

ACCOUNTING AND CALCULATING MACHINES

• TYPEWRITERS

To ta k e a total, touch the total
key. This single m otion— not
tw o or th ree— prints the total.

• CASH REGISTERS

• POSTURE CHAIRS

W H E N A N SW E R IN G A D V E R T ISEM EN T S M ENTION TH E C ER TIFIED P U B L IC

accountant

